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TAX  STRUCTURE  IN  CALIFORNIA  AND  OTHER  STATES 


States  are  partially  limited  in  the  sources  of  reve- 
nue they  may  utilize  to  finance  government  operations. 
The  Federal  Constitution,  Federal  tax  policy,  state 
constitutional  provisions,  and  general  economic  con- 
ditions are  limiting  factors  that  help  shape  the  tax 
structure  of  any  given  state.  Within  these  limits, 
however,  there  is  considerable  scope  for  variation  in 
the  degree  to  which  the  available  alternative  sources 
of  revenue  are  mixed  to  form  a  state's  total  revenue 
system.  This  commentary  will  show  how  several 
selected  states  have  blended  these  sources  of  revenue, 
and  how  the  resulting  revenue  patterns  compare  with 
the  tax  structure  of  California.  It  will  also  show  how 
California  and  these  other  states  have  adjusted  their 
tax  systems  to  provide  the  increased  revenues  needed 
to  meet  the  sharp  increase  in  state  expenditures  over 
the  last  12  years. 

State  governments  have  modified  their  tax  systems 
to  meet  these  larger  needs  in  a  number  of  ways.  They 
have  increased  revenue  by  introducing  new  taxes,  in- 
creasing the  rates  of  existing  taxes,  improving  the 
administration  of  existing  taxes,  extending  the  cover- 
age or  base  of  existing  taxes,  or  by  combinations  of 
some  or  all  these  means.  Adjustments  of  this  nature 
have  resulted  in  changes  in  the  revenue  "mix"  from 
year  to  year.  That  is,  the  percent  of  total  revenue  con- 


tributed by  each  of  the  several  taxes  in  a  given  system 
will  vary  due  to  changes  in  the  law.  Some  variation 
in  revenue  may  of  course  be  due  to  causes  other  than 
legislative  or  administrative  changes.  However,  sig- 
nificant variation  in  the  revenue  mix  can  often  be 
traced  to  a  legal  rather  than  economic  change.  An 
examination  of  these  changes  for  all  states  combined 
as  well  as  a  comparison  of  recent  changes  in  Cali- 
fornia's tax  structure  with  those  of  several  compar- 
able states  will  provide  a  frame  of  reference  and 
background  for  the  other  more  detailed  examinations 
of  California's  tax  problenfis  in  subsequent  chapters  of 
the  study. 

Illinois,  New  York,  North  Carolina,  Pennsylvania, 
Texas,  and  Washington  were  selected  for  comparison 
with  California.  These  were  chosen  from  a  list  of  fif- 
teen states  compiled  on  the  basis  of  income  from  cur- 
rent manufacturing  production  which  in  turn  is  based 
upon  other  economic  indicators  such  as  employment.^ 
Geographic  representation,  contrasting  tax  systems, 
and  general  comparability  with  California  in  respect 
to  presence  of  large  urban  population  centers  were 
also  considered  in  making  the  selection. 


iFor  an  explanation  see  Table  70,  U.  S.  Department  of  Com- 
merce, Survey  of  Current  Business,  Washington :  Government 
Printing  Office,  August,   1963. 
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THE  NATIONAL  TREND  IN  STATE  TAX  STRUCTURES 


Examination  of  the  combined  revenue  figures  for 
all  50  states  reveals  that  state  tax  structure  as  a  whole 
has  changed  very  little  in  the  last  tvFelve  years.  The 
breakdown  of  total  state  revenue  into  its  component 
sources,  measured  in  percent  of  total  revenue,  shows 
that  states  generally  have  not  shifted  to  new  sources 
of  revenue,  or  altered  the  emphasis  of  individual  taxes 
within  their  tax  systems,  to  an  extent  which  would 
indicate  a  major  nation-wide  shift  in  state  tax  policy. 
Taken  as  a  group,  states  relied  on  the  same  sources 
to  the  same  degree  in  1963  that  they  did  in  1952, 
with  only  slight  increase  or  decrease  in  percent  of 
total  revenue  yielded  by  any  one  type  of  tax. 

The  general  sales  tax  continues  to  be  the  most  im- 
portant single  source  of  state  income.  In  1952,  this 
tax  accounted  for  22.6  percent  of  all  state  revenue; 
its  contribution  in  1963  was  25  percent.  These  taxes 
are  applicable  with  only  specified  exceptions  either  to 
all  types  of  goods,  or  to  all  types  of  goods  and  serv- 
ices, or  all  gross  receipts  whether  at  a  single  rate  or 
at  classified  rates.  This  category  does  not  include 
taxes  imposed  distinctively  upon  sales  of  or  gross 
receipts  from  selected  commodities,  services,  or  busi- 
nesses.^ 

Table  1  shows  the  gradual  increase  in  percent  of 
total  revenue  yielded  by  this  tax  for  all  states  during 
the  1952-63  interval. 


The  second  largest  source  of  state  revenue  is  the 
motor  fuel  tax.  This  is  levied  on  gross  receipts  from  or 
sales  of  gasoline,  diesel  oil  and  other  fuels  used  in 


2  This  definition  taken  from  U.  S.  Department  of  Commerce, 
Bureau  of  tlie  Census,  Compendium  of  State  Government 
Finances,  7962,  Washington:  Government  Printing  Office, 
1963,   p.   64. 

»AU  tables  in  this  section  are  computed  from  revenue  figures 
listed  in  Appendix  A.  All  years  mentioned  refer  to  fiscal 
years  ending  June  30  of  the  year  named  with  the  exception 
of  a  very  few  states  whose  fiscal  years  close  in  other  months. 


motor  vehicles,  including  aircraft.*  This  class  of  taxes 
accounted  for  approximately  18  to  20  percent  of  all 
state  revenue  during  the  1952  to  1963  period.  The 
relative  contribution  to  total  state  income  changed 
only  slightly  during  these  j^ears,  as  is  shown  in 
Table  2. 

Table  2 
MOTOR   FUEL  TAXES,  ALL  STATES 

Percent  of  Total 


Year 

1952 
195.3 
19.54 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


State  Revenue 
19.0 
19.1 
20.0 
20.3 
20.1 
19.5 
19.6 
19.3 
18.5 
18.0 
17.8 
17.4 


Table  1 

GENERAL 

SALES  TAX, 

ALL  STATES  = 

IN 

Year 

Percent  of  Total  State  Revenue 

V^/w*- 

1952 

22.6 

1953   

1954 

23.0 

22.9 

1952 
1953 

1955 

22.7 

1954 

19.56 

1957 

22.7 

23.2 

1955 
1956 

1958 

23.5 

1957 

1959 

23.3 

1958 

1960 

23.8 

1959 

1961 

23.7 

1960 

1962 

24.9 

1961 

1963 

25.0 

1962 
1963 

Individual  income  taxes  showed  the  most  signifi- 
cant change  in  relative  importance  as  a  source  of 
state  revenue.  These  taxes  are  imposed  on  individuals 
and  measured  by  net  income.  Some  are  imposed  spe- 
cifically on  special  types  of  income  such  as  interest, 
dividends  or  income  from  intangibles.^  In  1952,  taxes 
of  this  type  amounted  to  9.3  percent  of  total  revenue 
for  all  .states ;  by  1963,  they  contributed  13.4  percent 
of  total  state  revenue. 

Table  3 
INDIVIDUAL   INCOME  TAXES,  ALL  STATES 

Percent  of  Total 
State  Revenue 


9.3 

9.2 

9.1 

9.4 

10.3 

10.8 

10.3 

11.1 

12.2 

12.3 

13.3 

13.4 


Contrasting  with  the  trend  for  individual  income 
taxes,  the  contribution  of  corporate  income  taxes  has 
diminished.  Corporate  income  taxes  accoimted  for  8.5 
percent  of  state  revenues  in  1952.  In  1963  the  per- 
cent of  total  revenue  yielded  by  this  tax  had  dropped 
to  6.8.  This  is  shown  in  Table  4. 


*  U.  S.  Department  of  Commerce,  Com.pe7idiuni,  op.  cit.,  p.  64. 
^U.  S.  Department  of  Commerce,  Compendium,  op.  cit.,  p.  60. 
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Comparison  of  the  Tax  Structure  of  California  With  Selected  Other  States 


Table  4 
CORPORATE   INCOME  TAXES,  ALL  STATES 

Percent  of  Total 
Year  State  Revenue 

1952 8.5 

1953 7.T 

1954 7.0 


1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


6.3 
6.6 
6.8 
6.8 
6.3 
6.5 
6.6 
6.4 
6.8 


The  relative  importance  of  taxes  on  wealth  in  the 
combined  state  tax  structure  remained  almost  the 
same  for  the  12  years,  fluctuating  only  a  few  tenths 
of  a  percent.  This  class  of  taxes  includes  property 
taxes,  death  and  gift  taxes,  and  severance  taxes. 

Property  taxes  are  levied  conditional  to  owner- 
ship of  property  and  determined  by  its  value.  This 
includes  general  property  taxes  relating  to  property 
as  a  whole,  real  and  personal,  tangible  or  intangible, 
whether  taxes  at  a  single  rate  or  at  classified  rates; 
it  also  includes  taxes  on  selected  types  of  property, 
luch  as  motor  vehicles  or  certain  or  all  intangibles.® 

Table  5 

TAXES  ON   WEALTH,  ALL  STATES 

Percent  of  Total 
State  Revenue 


Year 
1952 
1953 
1954 
1955 
1956 
1957 


8.6 
8.3 
8.6 
8.3 
8.5 
8.3 


The  excise  taxes  on  tobacco  and  alcoholic  beverages 
form  a  small  but  significant  portion  of  state  revenue. 

Table  6 

ALCOHOLIC  BEVERAGE  AND  TOBACCO 

EXCISE  TAXES,  ALL  STATES 

Percent  of  Total  State  Revenue 


1958 8.4 

1959 8.2 

1960 8.0 


1961 
1962 
1963 


8.3 

7.8 
7.9 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Alcoholic 
Beverages 


4.5 
4.4 
4.2 
4.1 
4.1 
3.9 
3.8 
3.8 
3.6 
3.6 
3.6 
3.6 


Tobacco 
Products 

4.6 

4.4 

4.2 

4.0 

3.8 

3.8 

4.1 

4.3 

5.1 

5.2 

5.2 

5.1 


Together  these  contributed  approximately  9  percent 
of  total  revenue  for  the  period  under  discussion,  as 
the  preceding  table  indicates.  Tobacco  and  liquor 
taxes  show  only  negligible  changes  since  1952  and  the 
relative  importance  of  these  taxes  within  the  overall 
picture  of  state  taxes  has  remained  virtually  the 
same. 

Selective  gross  receipts  taxes,  including  those  on 
insurance  premiums,  parimutuel  betting,  and  other 
miscellaneous  businesses  such  as  public  utilities  and 
amusements,  also  show  only  minor  variation.  Gross  re- 
ceipts taxes  on  insurance  are  taxes  imposed  distinc- 
tively on  insurance  companies  and  based  upon  gross 
premiums  or  adjusted  gross  premiums.  Gross  receipts 
taxes  on  amusements  are  selective  taxes  on  admission 
tickets  and  on  gross  receipts  of  all  or  specified  types 
of  amusement  businesses.  Parimutuel  taxes  are  meas- 
ured by  amounts  wagered  at  race  tracks,  including 
breakage  collected  by  the  government.  Public  utilities 
taxes  are  imposed  on  public  passenger  and  freight 
transportation  companies  and  other  public  utility 
companies  and  determined  by  gross  receipts,  gross 
earnings,  or  units  of  service  sold.  Other  selective  sales 
and  gross  receipts  taxes  are  included  in  this  category 
but  there  are  too  many  of  them  to  be  enumerated  in- 
dividually. Examples  are  taxes  on  lubricating  oil,  fuel 
other  than  motor  fuels,  meals,  margarine,  and  so 
forth.T 

This  group  contributed  7^  percent  of  all  state  rev- 
enues during  the  1952  to  1963  period.  The  slight  vari- 
ations in  percent  yield  of  this  tax  are  shown  here : 

Table  7 

INSURANCE,  PARIMUTUEL  AND  OTHER  SELECTIVE 

GROSS   RECEIPTS  TAXES,  ALL  STATES 

Percent  of  Total  State  Revenue 
Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

License  fee  revenues  and  all  other  revenues  derived 
from  taxation  of  business  or  personal  privilege  fill  in 
the  picture  of  state  tax  structure.  These  taxes  are 
usually  set  at  a  flat  rate  or  by  capital  stock,  capital 
surplus,  number  of  business  units,  or  capacity." 

Also  included  are  fees  relating  to  licensing  activi- 
ties such  as  automobile  inspection,  gasoline  and  oil 


Insurance 
2.9 

Parimutuels 
1.4 
1.5 
1.6 
1.7 
1.5 
1.5 
1.5 
1.5 
1.5 
1.4 
1.4 
1.4 

Other' 
3.2 

3.2 

3.3 

3.2 

3.2 

3.2 

3.3 

3.0 

3.1 

2.9 

3.1 

3.0 

3.1 

3.4 

3.0 

2.9 

2.8 

3.1 

2.8 

2.9 

2.8 

_  2.9 

2.7 

See  U.  S.  Department  of  Commerce,  Compendium,  op.  cit.,  p. 


63. 


'  U.  S.  Department  of  Commerce,  Compendium,  op.  cit.,  p.  64. 
8  Includes  public  utilities,   amusements   and  other  selected  gross 

receipts   taxes.  ...      ,. 

» Excluded  from  "license"   taxes  are  taxes  measured  directly  Dy 

transactions,  gross  or  net  income,  or  value  of  property  except 

those  to  which  only  nominal  rates  apply.  U.   S.  Department 

of  Commerce,   Compendium,  op.  cit.,  p.   61. 
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inspection,  examinations  for  professional  licenses,  and 
so  on,  as  well  as  license  taxes  producing  substantial 
revenues.  For  the  sake  of  convenience  in  tabular  and 
graphic  representation,  miscellaneous  taxes  such  as 
poll  taxes  and  taxes  on  document  and  stock  transfers 
are  included  in  this  category.  These  collections  ac- 
counted for  14  to  16  percent  of  total  state  revenue 
from  1952  to  1963. 

Table  8 

TAXES  ON   PRIVILEGE   AND  OTHER 

BASES,  ALL  STATES 

Year  Percent  of  Total  State  Revenue 

1952 15.4 

1953 16.0 

1954 16.1 

1955 16.7 

1956 16.2 

1957 16.1 

1958 15.8 

1959 15.7 

1960 14.9 

1961 14.8 

1962 14.0 

1963 13.7 

Previous  tables  in  this  section  have  shown  tax 
sources  in  descending  order  of  fiscal  significance. 
Gathering  these  various  taxes  into  groupings  by  major 
category  of  tax  is  believed  to  be  desirable.  Five  cate- 
gories have  been  selected  as  follows:  taxes  on  con- 
sumption 1",  individual  income  taxes,  taxes  on  wealth, 
taxes  on  privilege,  and  other  miscellaneous  taxes.  This 
grouping  is  utilized  in  portraying  the  tax  revenues 
for  all  states  in  Figure  1.  The  graph  shows  an  overall 
picture  of  stability  and  minimal  change  in  the  com- 
bined state  tax  structure  over  the  12-year  period. 


Examination  of  the  yearly  totals  in  the  Appendix, 
however,  shows  that  during  this  interval  total  state 
revenue  has  more  than  doubled,  rising  from  some- 
thing over  9  billion  dollars  in  1952  to  approximately 
22  billion  dollars  in  1963.  It  would  appear,  then,  that 
states  generally  have  met  their  increased  needs  for 
funds  not  by  seeking  new  sources  or  by  drastically 
altering  the  balance  among  the  various  producers  of 
revenue  but  rather  by  changing  the  existing  system 
in  a  uniform  across-the-board  fashion  to  achieve  in- 
creased yields  in  all  types  of  taxes. 

Parenthetically,  it  is  interesting  and  instructive  to 
examine  the  proportions  in  which  total  tax  revenues 
have  increased.  This  is  done  in  Table  9.  California  has 
experienced  a  greater  population  increase  than  any 
other  state,  with  the  accompanying  problems  of  pro- 
viding additional  schools,  roads,  and  other  facilities 
and  services.  The  State's  tax  revenue  increase  of 
140%  thus  compares  very  favorably  with  the  average 
for  all  states  of  124%,  since  the  latter  includes  those 
states  whose  population  growth  has  been  small  or 
even  negative. 

Table  9 

ABSOLUTE  AND   RELATIVE   INCREASES   IN  TAX 

REVENUE   FOR  ALL  STATES  COMBINED 

AND  SELECTED  STATES,  1952-1963 

(states  ranked  by  percent  increase) 

(dollars  In  thousands) 


">  Taxes  on  consumption  include :  sales  taxes,  taxes  on  liquor, 
tobacco  taxes,  motor  fuel  taxes,  taxes  on  Insurance  prem- 
iums, parimutuel  taxes,  and  the  "other"  category:  public 
Utilities,   amusements,  and  selective  gross  receipts  taxes. 


Tax 

Tax- 

Percent  of 

Rn^enue 

Revenue 

Revenue 

'ievenue 

i:)52 

1963 

Increase 

'ncrease 

All   States 

$9,856,970 

$22,116,681 

$12,259,711 

124.4 

Texas 

413,669 

1,051,584 

637,915 

154.2 

New  York 

1,023,582 

2,.506,284 

1,482,702 

144.9 

California 

1,064,990 

2,559,283 

1,494,293 

140.3 

Illinois 

455,172 

1,079,904 

624,732 

137.3 

Pennsylvania 

540,125 

1,208,284 

728,159 

134.8 

Washington 

249,085 

549,689 

300,604 

120.7 

North  Carolina 

278,482 

588,551 

310,069 

111.3 

SOURCE :  Computed  from  revenue  figures  in  Appendix,  Table  1. 
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^-   Derived  from  data  presented  in  Appendix,  Table  1. 


CALIFORNIA 

California   has   a   diversified   pattern    of   taxation  and  water,  to  automobiles  loaned  by  dealers  for  high 

which  conforms  quite  closely  to  the  revenue  structure  school  driver  training,  and  certain  sales  in  interstate 

for  all  states  combined.  In  a  sense,  California's  is  a  and  foreign  commerce.^^ 

scaled-down  model  of  the  overall  state  tax  pattern.  Although  there  have  been  a  number  of  statutory 

It  achieves  this  by  virtue  of  diversity  in  types  of  taxes  changes  enacted  in  the  California  sales  tax  during  the 

and  the  large  base  of  taxation.  Whereas  most  of  the  1952  to  1963  interval,  none  of  them  has  had  an  effect 

other  states  discussed  here  rely  heavily  on  one  par-  on  revenue  significant  enough  to  change  the  relative 

ticular  type  of  tax  to  the  exclusion  of  other  major  importance  of  this  tax." 

forms   of   taxation,    California    employs    a    balanced  Table  10 

system  deriving  revenue  from  several  of  the  major  CALIFORNIA  SALES  AND  USE  TAX"* 

sources.    Unlike    Illinois,    New    York,    Pennsylvania,  year                                    Percent  of  Total  Revenue 

Washington  or  Texas,  California  employs  a  general  1952 39.1 

sales  tax,  a  personal  income  tax,  and  a  corporate  in-  1953 40.5 

come  tax.  North  Carolina  is  the  only  state  considered  j^^g                                        ^I             368 

here  other  than  California  which  employs  all  three  1956 36.8 

of  these  major  forms  of  taxation.  1957 36.9 

.  ^     ..        .  1958 36.1 

The  most   important   producer   ni   the   Caliiornia  1959 35.O 

revenue  structure  is  the  retail  sales  and  use  tax.  In  I960 33.7 

1963,  it  developed  31.8  percent  of  the  total  revenues  ^^ II""IIIIIIIIIIIIIIIIIIII  319 

of  the  State."  It  is  assessed  by  the  State  at  the  rate  1963  III_II__II 31.8 

of  3  percent  of  all  retail  sales  in  California  excluding 

certain  exempt  items.  An  additional  1  percent  is  col-  ^^  i"  other  states  reviewed  here,  motor  fuel  taxes 

lected  by  the  State  Board  of  Equalization  for  those  ^re  the  second  largest  single  source  of  revenue  m  Cali- 

counties  and  cities  which  have  established  a  local  sales  ^ornia.  Between  1952  and  1963  this  provided  from 

tax  under  provision  of  the  Uniform  Local  Sales  and  ^^  to  18  percent  of  the  State's  total  revenue.  The  taxes 

Use  Tax  Law.  Local  sales  taxes  now  are  being  col-  currently  are   assessed  at  the  rate   of  7   cents  per 

lected  in  aU  58  counties.  The  proceeds  are  remitted  gallon  of  gasoline  or  diesel  fuel.  The  tax  on  gasoline 

periodically  to  the  local  agencies  after  deduction  of  ^as  raised  from  6  cents  per  gallon  to  the  present  rate 

costs  of  administration,  and  are  not  recorded  as  reve-  effective  October  1,  1963.  As  mentioned  earUer,  sales 

nue  of  the  State  ^^  °^  motor  vehicle  fuel  subject  to  the  fuel  tax  are  ex- 

TT^    ,      ,,             .  .          -.  ii     ,       XI                          i_  empt  from  retail  sales  tax.  The  law  provides  for  re- 

Under  the  provisions  of  the  law  there  are  a  number  ^^^^  ^^  ^^^^^           ^^  ^^^^^  consumed  in  non-highway 

of  transactions  which  are  exempt  from  taxation.  For  ^^^^  ^^^^.^  ^^^^^  ^^^  .^  ^^^^^^^^  ^^  ^^^  ^^^^^      .^^  ^^ 

example,  the  sale  of  goods  for  purpose  of  resale,  either  ^^^^  ^^^  ^^.^^  ^^^  ^^^^  ^^^  .^  refunded.  The  amount 

in  the  form  m  which  sold  or  as  an  ingredient  or  com-  „  ^,        ,      ^      .    ,,  ■^n   i  j  «         ii,„      e„„A a 

.     »    ,,             J      .        4.  4.      u-i      m,           4.  •  of  the  sales  tax  is  then  withheld  from  the  refund  and 

ponent  of  other  goods,  is  not  taxable.  The  most  im-  ,        ■.    ^  .     ^i        ^    1      i     ^      j?     j  lo 

.     .      .              £4.x            x-        ■    J.X.       i£  deposited  in  the  retail  sales  tax  lund.^^ 

portant  category  or  exempt  transactions  is  the  sale  01  ..,„          ,         ,.               j,         r^  j.    r,        j. 

£,         T     T  J!     X,                          4.-       a     1  £     -I  Aside  from  the  rate  increase  trom  b  to  7  cents  per 

food  products  lor  human  consumption.  Such  food  pro-  „       „             ,-         ,         ,         ,                 ^             ■    Ti. 

1,1        4.-1-1           1         C4  1  ■  ^       iivi,  gallon  for  gasoline,  there  have  been  no  changes  m  the 

ducts  do  not  include  candy,  sort  drinks,  alcoholic  bev-  *                 *'            '      ,    .        -,n-n  t      •  1  x-        j.  4.1    4. 

n    ..            ,                            .  ,  tax  rates  on  motor  fuel  since  19o3.  Legislation  at  that 

erages,  or  any  coniectionery  beverages  except  bever-  .                  ,        .               .,,            i-^n         .-1/ j. 

'       .    ■          -ii               .„          T     4.  m.               4.-  time  enacted  an  increase  m  the  gasoline  tax  from  4y2f 

ages  contauiing  milk  or  a  milk  product.  The  exemption  „,              „        ,,      j-      ,  <•    ,  ^                  ■    a  c 

1           4.  •     1    1           1            A              a  4.-U             ■        c  to  6^  per  gallon;  the  diesel  fuel  tax  was  raised  from 

does  not  include  meals  served  on  or  oft  the  premises  01  ,-,  ,             „           „,             „      on  t^  4.     ^     1.  ^.i. 

a  retailer.i3  Also  exempt  are  livestock,  feed,  seeds,  an-  ^^^f*  per  gallon  to  7J  per  gaUon.^"  Rates  for  both  gas- 

nual  plants,  and  fertilizer  which  ultimately  will  be  f'^^  f '^^  "^'^^'^  ^^^^  ^t""      .f  °?   "^^  ^'  r         I  ]' 

used  to  produce  food  for  human  consumption."  i,f '^'.^^^^  ^'^''^ automatic  cutbacks  were  eliminated^ 

.       .     ,        ,      .             .     .            .,.  The  19o3  rate  increases  produced  an  additional  $40 

Another  exemption  is  the  sale  of  prescription  medi-  ^.^^.^^^  -^  ^^^^^^^^  ^^^  ^954  ^^^  increased  the  share 

cme  for  human  use.^°  In  addition,  there  are  22  other  

exemptions  ranging  from  the  sale  of  gas,  electricity,  '' ""^^i^JTse^Sf^ Fa°,^%t^r^n^^^i^k  Z'VT''"^"'  ^"'^^ 

"California  State  Board  of  Equalization,  Annual  Report,  1955-56, 

"Computed   from   figures   in    U.    S.    Department   of    Commerce,  Sacramento:  1956,  p.  19  and  Ibid.,  1959-60. 

Compendium,  op.  cit.,  pp.  11-13.  is  All  tables  in  this  section  are  computed  from  revenue  figures 

•^  State  of  California,  Annual  Report  of  the  Controller,  1959-60,  in  Appendix,  Table  2. 

Sacramento:   1960,  p.   A-29.  "State   of   California,    Annual   Report   of   the   State    Controller, 

'^  California  Revenue  and  Taxation  Code,  Sec.  6359.  1962-63,  Sacramento:  1963,  p.  A-24. 

"/fete!..  Sec.  6358.  "California  State  Board  of  Equalization,  Annual  Report,  1952- 

^IMd.,  Sec.  6369.  53,  Sacramento:  1953,  p.  18. 
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of  total  revenue  furnished  by  this  tax  from  16.2  to 
18.6  percent. 

Table   11 


Tear 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


CALIFORNIA   MOTOR  FUEL  TAXES 

Percent  of  Total  Revenue 

15.0 

16.2 

18.6 

18.7 

17.9 

17.8 

18.0 

17.6 

15.9 

15.6 

15.4 

15.1 


Corporate  income  taxes  and  personal  income  taxes 
produced  approximately  12  and  13  percent,  respec- 
tively, of  California  revenue  in  1963.  Of  the  two,  the 
personal  income  tax  has  shown  the  greatest  increase 
in  percent  of  total  revenue,  rising  from  8.6  percent  at 
the  beo-inning  of  this  12-year  period  to  its  present  level 
of  12.6  percent.  The  corporate  income  tax  increased 
during  the  same  period  from  11.2  percent  to  12.3  per- 
cent. 

The  personal  income  tax  is  imposed  upon  the  net 
income  of  all  California  residents  and  upon  the  por- 
tion of  net  income  of  all  non-residents  derived  from 
sources  within  the  state.^^  The  rate  schedule  of  the 
personal  income  tax  is  —  : 

Net  Taxable  Income  Percent 

First  $2500    1 

Next  $2500 2 

Next  $2500    3 

Next  $2500    4 

Next  $2500    5 

Next  $2500    6 

Remainder   7 

A  major  rate  revision  of  this  tax  was  enacted  in 
1959.  Previously  there  were  six  $5,000  net  taxable 
income  brackets  with  rates  progressing  from  1  percent 
to  a  maximum  rate  of  6  percent.  The  revision  pro- 
vided seven  brackets  of  multiples  of  $2,500  and  the 
maximum  rate  was  increased  to  the  current  7  percent. 
Other  changes  were  made  relating  to  exemptions  and 
deductions.  Installment  payments  were  prohibited  for 
any  tax  of  less  than  $50.  This  revision  pushed  per- 
sonal income  tax  revenue  from  $160  million  in  1959 
to  $246  million  in  1960,  a  53.6  percent  increase  over 
the  previous  year.^^  The  relative  contribution  of  this 
tax  shifted  from  8.9  percent  to  11.6  percent. 

The  bank  and  corporation  franchise  tax  is  assessed 
on  the  net  income  of  corporations  doing  an  intrastate 
business  in  California  and  banks  and  other  financial 
institutions  having  a  place  of  business  in  California. 
The  corporation  income  tax  is  applied  to  foreign  firms 
whose  operations  in  California  are  so  small  that  they 
do  not  come  under  the  provisions  of  the  bank  and 


corporation  franchise  tax.  The  rate  of  tax  paid  by 
banks  and  other  financial  corporations  is  calculated 
annually  and  is  subject  to  a  maximum  rate  as  a  per- 
cent of  net  income.  They  are  exempt  from  personal 
property  taxes.  The  calculated  rate  equals  the  average 
percentage  of  the  total  amount  of  net  income  of  all 
general  corporations,  other  than  public  utilities,  for 
the  preceding  year  payable  as  franchise  taxes  and 
personal  property  taxes. 

The  only  major  change  in  these  taxes  during  the 
1952  to  1963  period  stemmed  from  legislative  action 
in  1959.  At  that  time  the  rate  on  corporations  was  in- 
creased from  4  to  5.5  percent  and  the  maximum  rate 
on  financial  institutions  from  8  to  9.5  percent.  The  in- 
creased yield  for  the  following  year  attributable  to 
this  action  was  over  $60  million.-*  The  share  of  total 
revenue  accounted  for  by  this  tax  shifted  from  9.7 
percent  in  1959  to  11.3  percent  in  1960. 

It  is  interesting  to  note  here,  when  comparing  the 
relationship  of  individual  and  corporate  income  taxes 
in  California  with  the  same  taxes  in  the  nationwide 
average  and  the  New  York  and  North  Carolina 
figures,  that  in  California  the  two  taxes  contribute 
nearly  equal  shares  of  revenue,  whereas  they  do  not 
for  the  nationwide  average  or  the  other  two  states. 
For  all  states  combined  in  1963,  the  corporate  income 
tax  accounts  for  6.8  percent  of  total  state  revenue  and 
the  individual  income  tax,  13.4.  The  1963  New  York 
figures  are  16.9  percent  for  the  corporate  and  40.6 
percent  for  the  individual  tax.  The  comparable  1963 
percents  for  North  Carolina  are  10.6  and  17.7.  Cali- 
fornia figures  for  the  same  year  are :  12.8  percent  for 
the  individual  income  tax  and  12.2  percent  for  the 
corporate  income  tax.  It  is  apparent,  then,  that  al- 
though the  corporate  income  tax  in  California  is 
diminishing  in  relative  importance  as  compared  to  in- 
dividual income  tax,  it  is  not  doing  so  quite  as  rapidly 
as  in  New  York  or  in  the  nation  generally.  As  will 
be  seen  later,  North  Carolina  is  experiencing  a  much 
stronger  trend  in  the  same  direction. 


estate  ot  California,  Controller,  196S,  op.  cit.,  p.  A-28. 
"Commerce    Clearing    House,    Inc.,    Chicago,    1964,    State 

Guide,  p.    1558. 
^  State  of  California,  Controller,  196S,  op.  cU.,  p.  A-28. 
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CALIFORNIA 

INDIVIDUAL  AND  CORPORATE 
INCOME  TAXES 

Percent 

of  Total  Revenue 

Tear 

Individual 
Income  Tax 

Corporate 
Income  Tax 

1952  ___ 

1953    

19.54 



8.6 

8.3 

7.7 
8.0 

8.3 

11.2 
10.4 
10.1 

1955 

10.0 

1956 

10.3 

1957    

1958 

8.8 

8.9 

10.2 
10.3 

1959    — 

1960 

1961 

8.9 

11.6 

12.0 

12.6 

9.7 
11.3 
12.2 

1962 

12.3 

1963    — 

12.8 

12.2 

Alcoholic 

beverage   and 

tobacco   taxes 

supply   a 

somewhat  smaller  share  of  revenue  in 

California  than 

"  state  of  California,  Controller,  ises,  op.  cit.,  p.  A-19. 
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they  do  in  the  other  states  considered  here.  In  1963 
they  produced  5.1  percent  of  California's  revenue. 
These  taxes  contributed  about  9  percent  of  revenue 
for  all  states  during  1952-1963.  Before  introduction 
of  a  cigarette  tax  in  1959,  this  group  provided  only 
2.3  percent  of  California's  revenue. 

The  excise  tax  on  alcoholic  beverages  is  imposed  on 
all  distilled  spirits,  beer,  and  wine  sold  in  the  state 
by  manufacturers,  wine  growers,  importers,  agents, 
wholesalers  or  retailers.  The  tax  is  currently  levied  at 
the  following  rates:  beer,  $1.24  per  31-gallon  barrel 
still  wines  not  over  14  percent  alcohol,  1^  per  gallon 
still  wines  over  14  percent  alcohol,  2<^  per  gallon 
champagne  and  sparkling  wine,  30(i  per  gallon;  hard 
cider,  2^:  per  gallon ;  distilled  spirits  of  proof  strength, 
$1.50  per  gallon;  distilled  spirits  in  excess  of  proof 
strength,  $3.00  per  gallon-^t* 

From  1952  to  1963,  only  one  significant  change  was 
made  in  the  alcoholic  beverage  tax.  In  1955,  the  Legis- 
lature increased  the  rates  on  distilled  spirits  and 
champagne  to  their  present  level.  Formerly  the  rates 
were  80^  per  gallon  on  distilled  spirits  of  proof 
strength  and  $1.60  per  gallon  on  liquor  greater  than 
proof  strength.  The  rate  on  champagne  was  1.5fS  per 
1/^  pint  before  this  change.^^  Revenue  yield  was  in- 
creased $19  million  during  the  following  year  and  the 
proportion  of  total  revenue  grew  from  1.5  to  2.5  per- 
cent. 

The  cigarette  tax  is  relatively  new  in  California, 
having  gone  into  effect  July  1,  1959.  It  is  applied  at 
the  rate  of  3^  per  package  and  is  collected  by  sales 
of  stamps  to  dealers  who  are  allowed  a  discount  of 
2  percent  to  cover  the  expense  of  affixing  the  stamps 
to  the  packages.  This  tax  has  yielded  between  $60  mil- 
lion and  $70  million  annually  since  it  was  enacted.^'' 

Table   13 

CALIFORNIA  ALCOHOLIC  BEVERAGE 

AND  TOBACCO  TAXES 

Percent  of  Total  Revenue 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Tobacco 


3.0 
2.9 
2.7 

2.8 


Alcoholic 
Beverages 

1.8 

1.7 

1.6 

1.5 

2.5 

2.4 

2.3 

2.3 

2.4 

2.3 

2.4 

2.3 


California  imposes  a  variety  of  gross  receipts  taxes 
on  specified  sources.  From  5I/2  to  ^Yz  percent  of  the 
state 's  revenue  was  derived  from  these  sources  during 
the  years  discussed  here.  Taxes  which  yield  the 
greatest  amount  of  revenue  in  this  group  are:  the 

2s  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.   3525. 
"'  Commerce   Clearing   House,    Inc.,    Chicago,    State    Tax   Review, 

Vol.   17,  no.   1,  January  5,  1956. 
»' State  of  California,  Controller,  1963,  op.  cit.,  p.  A-19. 


insurance  companies  tax,  the  parimutuel  tax,  and  the 
motor  vehicle  transportation  tax. 

The  tax  on  insurance  companies  is  assessed  on  gross 
premiums  at  varying  rates  depending  on  the  type  of 
insurance  offered.   For  general  insurers  the  presentl 
rate  is  2.33  percent,  except  premiums  from  pensionl 
and  profit  sharing  plans  which  are  taxed  at  2.15  per- 
cent. Ocean  marine  insurance  is  taxed  at  5  percent  of  i 
underwriting  profit  apportioned  to   California,   andjl 
surplus  line  brokers  are  taxed  at  3  percent  of  gross 
premiums  less  3  percent  of  return  premiums.^*  The 
tax  is  in  lieu  of  all  other  State  and  local  taxes,  except 
taxes  upon  real  estate  owned  by  the  companies.  Prop- 
erty taxes  paid  on  the  California  principal  office  are 
deducted  from  premiums  taxes  owed  the  State.  Any 
trust  business  done  by  a  title  insurance  company  is 
subject  to  the  same  taxation  as  trust  companies  and 
trust  departments  of  banks  doing  business  in  Cali- 
fornia. 

In  1959,  the  Legislature  amended  the  statutes  gov- 
erning this  tax  to  advance  the  final  date  of  payment 
of  the  tax  from  November  to  June,  effective  for  taxes 
which  otherwise  would  have  been  due  in  November, 
1959.  As  a  result,  two  years'  revenues  were  received 
in  the  1958-59  fiscal  year.  This  amounted  to  over 
$106  million,  roughly  twice  that  of  either  the  preced- 
ing or  succeeding  years."®  Table  14  shows  the  resulting 
increase  for  the  tax  in  percent  of  total  revenue. 

Table   14 

CALIFORNIA,  INSURANCE,  PARIMUTUELS 

AND  OTHER  GROSS   RECEIPTS  TAXES 


Percent  of  Total  Revenue 


Year 

1952  . 

1953  . 

1954  . 

1955  . 

1956  . 
1957. 

1958  . 

1959  . 

1960  . 

1961  . 

1962  . 

1963  . 


Insurance 
___  2.4 

2.6 

2.8 

___  2.9 

2.6 

2.6 

2.8 

5.9 

2.9 

—  3.0 
_—  3.1 
3.1 


Parimutuels 
1.9 
1.9 
1.8 
1.7 
1.6 
1.6 
1.5 
1.5 
1.7 
1.6 
1.6 
1.6 


Other 
1.6 
2.0 
1.9 
1.8 
1.7 
1.8 
1.5 
1.2 
1.0 
1.0 
1.1 
1.2 


The  rates  of  the  parimutuel  tax  were  raised  sub- 
stantially in  1959  producing  a  revenue  increase  for 
the  following  year  of  approximately  $9  million.  Rates 
were  brought  to  their  present  level:  5  percent  of  thf 
first  $10  million  handled  in  parimutuel  pool,  6  per 
cent  of  the  next  $10  million,  7  percent  of  the  next  $5^ 
million,  7.5  percent  of  the  next  $50  million,  8  percent 
on  all  in  excess  of  $125  million.^"' 

The  California  motor  vehicle  transportation  tax  ii 
currently  imposed  at  1^2  percent  of  gross  receipts 
from  the  operation  of  public  motor  carriers  transport 
ing  persons  or  property  on  public  highways  outside  o] 
incorporated  areas.  Before  January  1,  1958,  the  rat< 

2*  Commerce  Clearing  House,    State   Tax   Guide,  op.   cit.,  p.    479 
29  State  of  California,  Controller,  196S,  op.   cit.,  p.  A-22. 
*>  Comnrerce  Clearing  House,  State  Tax  Review,  Vol.  21,  No.   1 
January   8,    19 GO,   p.    102. 
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was  3  percent  -with  provision  for  offset  of  one-third  of 
the  amounts  paid  as  weight  fees  under  the  motor  vehi- 
cle registration  tax.  This  offset  was  eliminated  when 
the  rate  was  reduced.^^  There  was  a  noticeable  drop  in 
yield  from  the  tax  as  a  result  of  this  change,  as  is 
shown  in  the  "Other"  category  in  Table  14.^- 

Motor  vehicle  license  fees  ("in  lieu"  tax),  inheri- 
tance and  gift  taxes,  and  the  private  car  tax  consti- 
tute the  taxes  on  wealth  levied  by  the  State  of 
California. 

The  motor  vehicle  license  fee  was  enacted  as  a  sub- 
stitute for  assessment  of  motor  vehicles  by  the  counties 
as  personal  property.  This  tax  is  imposed  annually 
on  each  motor  vehicle  operating  upon  public  high- 
ways in  the  State.  The  fee  is  2  percent  of  the  market 
value.  After  deducting  costs  of  administration  and 
debt  service  on  state  highway  bonds,  the  net  revenue 
is  apportioned  semi-annually  to  the  cities  and  counties 
in  lieu  of  a  personal  property  tax  on  the  value  of  the 
vehicles. ^■'^  This  tax  is  the  only  major  statewide  levy 
on  property.  Revenues  from  this  source  have  not 
shown  any  pronounced  relative  increase. 

California  inheritance  taxes  are  assessed  on  the  in- 
heritance, or  succession  by  death,  of  property  having 
legal  situs  in  California.  Exemptions  and  rates  of  tax 
vary  with  the  degree  of  relationship  to  the  decedent 
and  the  amounts  involved.^*  The  rates  for  Class  A, 
closest  relationship  to  decedent,  are  2  percent  to  10 
percent  of  market  value  of  property  transferred  at 
death.  Widows  are  allowed  a  $5,000  exemption,  minor 
children,  $12,000,  other  relatives,  $5,000.  The  rate 
schedule  has  three  cla.sses,  the  highest  rates  being  10 
to  24  percent  with  a  $50  exemption  in  Class  D. 

The  gift  tax  is  levied  at  the  same  rates  and  exemp- 
tions as  the  inheritance  tax,  except  for  the  highest 
rate  class,  D,  which  is  7  percent  to  16  percent  of  mar- 
ket value  of  the  gift  at  time  of  transfer .^^ 


Table   15 
CALIFORNIA  TAXES  ON  WEALTH  »> 


Year 

1952  . 

1953  . 
1954 

1955  . 

1956  . 

1957  . 
1958 
1959 
1960 
1961 
1962 
1963 


Percent  of  Total  Revenue 

9.5 

8.3 

8.5 

8.9 

9.1 

9.0 

9.4 

8.8 

8.2 

9.2 

9.0 

9.4 


California  has  a  variety  of  license  taxes  which  are 
imposed  conditional  to  the  exercise  of  a  privilege. 
Chief  among  these  are  motor  vehicle  operator  license 


1  state  of  California,  Controller,  196S,  op.  clt.,  p.  A-27. 

^  The   bulk   of  this   category   is  derived   from  the   motor  vehicle 

transportation  tax. 
*=  State  of  California,   Controller,  196S,  op.  cit.,  p.  A-25. 
"Ibid.,  p.  A-21. 

^  Commerce   Clearing  House,    State   Tax   Guide,  op.   cit.,  p.    479. 
"  Includes :  motor  vehicle  license  fees,  inheritance  and  gift  taxes, 

and  the  severance  tax. 


fees,  alcoholic  beverage  sale  licenses,  license  and  ex- 
amination fees  collected  by  professional  and  voca- 
tional regulatory  agencies,  hunting  licenses,  and  fish- 
ing licenses.  The  combined  revenue  from  these  various 
sources  provided  roughly  9  percent  of  state  revenue 
during  1952-1963.  Such  changes  as  were  enacted  were 
not  significant  enough  to  change  the  relative  standing 
of  this  class  of  revenue  in  the  total  tax  structure. 

Table   16 
CALIFORNIA  TAXES  ON   PRIVILEGE 

Year  Percent  of  Total  Revenue 


1952 
1953 
1954 
1955 
1956 
1957 
1958 
19.59 
1960 
1961 
1962 
1963 


8.9 
8.2 
9.7 
9.7 
9.2 
8.9 
9.1 
9.2 
8.3 
8.3 
8.1 
8.1 


Figure  2  presents  a  condensed  picture  of  Califor- 
nia's tax  system.  Comparison  of  this  diagram  with 
Figure  1,  which  shows  the  tax  structure  of  all  the 
states  combined,  indicates  the  similarity  mentioned 
earlier.  California's  tax  pattern  shows  the  same  rela- 
tive apportionment  of  revenue  among  the  basic  forms 
of  taxation  as  the  national  average  for  all  .states.  The 
only  important  differences  are  the  slightly  more  im- 
portant role  of  license  revenues  in  the  national  pat- 
tern and  the  somewhat  larger  percentage  of  total  rev- 
enue furnished  by  individual  and  corporate  income 
taxes  in  California. 

The  other  states  considered  here,  with  the  exception 
of  North  Carolina,  do  not  show  this  balance  among 
taxation  of  incomes,  consumption,  and  wealth.  The 
Illinois,  New  York,  Pennsylvania,  Washington,  and 
Texas  revenue  systems  rely  heavily  on  one  or  another 
of  these  forms  of  taxation  almost  to  the  exclusion  of 
the  others.  Texas,  however,  began  to  move  toward  a 
more  balanced  system  in  1962  when  a  sales  tax  became 
operational. 

California's  tax  pattern  also  conforms  to  the  na- 
tional norm  in  the  way  the  system  was  altered  to 
produce  additional  funds.  The  changes  which  were 
made  did  not  drastically  alter  the  relative  position  of 
any  particular  form  of  tax.  The  only  new  tax  intro- 
duced was  the  excise  on  cigarettes.  This  did  not,  how- 
ever, materially  modify  the  balance  between  the  con- 
sumption taxes  and  others  in  the  system.  Actually 
consumption  taxes  declined  slightly  in  favor  of  the 
individual  and  corporate  income  taxes.  Even  this  shift 
in  the  pattern,  resulting  from  a  major  rate  increase 
for  income  taxes  in  1959,  did  not  change  the  balance 
appreciably.  Thus,  by  many  changes  throughout  the 
system,  California  more  than  doubled  its  revenue  over 
the  12  years  without  a  major  shift  in  distribution 
among  the  various  types  of  taxes  employed. 
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'SOURCE:  Derived  from  data  presented  in  Appendix,  Table  2. 


ILLINOIS 

The  salient  feature  of  the  pattern  of  taxation  in  instances  where  there  were  sharp  expansions.  The  in- 

Illinois  is  the  heavy  contribution  of  the  sales  tax  group  crease  for  1956  was  due  to  the  enactment  of  the  use 

to  total  revenue.   This  accounts  for  almost  half  of  tax  law  at  a  rate  of  2V2  percent  and  an  increase  in  the 

Illinois'  revenue.  There  are  three  taxes  in  this  cate-  retail  occupation  tax  rate  from  2  percent  of  98  per- 

gory:  the  occupational  retail  sales  tax,  the  use  tax  cent  to  2^/2  percent.  These  changes  went  into  effect 

and  the  service  occupation  sales  and  use  tax.  during  the  summer  of  1955.^^ 

The  first  of  these,  the  occupational  retail  sales  tax,  j^  ^959  the  retail  occupation  tax  and  use  tax  rates 

is  levied  on  persons  engaged  in  the  business  of  selling  ^^^.^  raised  to  3  percent.  This  amplified  the  yield  of 

or  repairing  tangible  personal  property  at  retail.  The  ^j^jg  ^ax  category  from  41.5  to  44.8  percent  of  total 

tax  applies  to  all  such  transactions  except  lease  or  revenue  ^^ 

rental.  Exemptions  include:   sales  protected  by  the  t      •  i  x-  j.-       ■     inni    •  j  xi,         ^     c 

•m  J      1  /-I      5^  ^-  1     ^     1      ■^\.^        T   ■  J  Legislative  action  m  1961  increased  the  rate  tor 

Federal  Constitution,  sales  to  charitable,  religious  and  ,,       ^         j.    .-.  .01/  ^  t      jj-i.-       it, 

,       ,.       ,  .     !.         ■    1  X  J  -11  these  taxes  to  the  present  3%  percent.  In  addition,  the 

educational  organizations,  isolated  or  occasional  sales  .  .-i  jx  j.  j     a 

,  ,r      J.V.  i.  -1  ■  i       J  •  1  service  occupation  sales  and  use  tax  was  enacted,  eiiec- 

by  persons  other  than  retailers,  newsprint  and  mk,  ^.       ,  ^'     ,_..,      ,         .      » o  4.         -n^ 

•',,T-|,,.,  -11,  i         A  tive  August  1,  1961,  at  a  rate  of  3  percent ;  on  Uecem- 

sales  to  Federal,  state  and  local  governments,  and  ,       ,    ,°_.,    ,'         ,'  ,  1,4.  I    01/       „    „*   rm,„ 

.       1  ,  '  J   ,        1.     -x  ui         1-   •  ber  1,  1961,  the  rate  was  brought  to  3%  percent.  The 

occasional  meals  served  by  charitable,  religious,  or  '  '         .  j       j  ■       •     *    „*•„„ 

,       . .       ,  ...         m.      .       •    t!      J  new  tax  on  services  produced  an  upswing  m  traction 

educational  organizations.  The  tax  is  based  on  gross  ^  j^  ^  ■,  j?      ^.i,        1  S         *„     „„t ,^ 

■   .    0  ,       £  4.       -ui  1  i         A  of  total  revenue  for  the  sales  and  use  tax  category 

receipts  from  sales  or  tangible  personal  property  made  ,         ,n  n  ■     -in/>i  4.    ah  c  ■    inco4o 

.     ^,  i!  1.     ■  i  •  41     1     •  J     4.  from  43.9  m  1961  to  47.6  m  1962.*" 

in  the  course  of  business,  and  is  currently  levied  at 

the  rate  of  314  percent.  Table  17 

A  use  tax  supplementing  the  sales  tax  is  imposed  ILLINOIS  SALES  AND  GROSS  RECEIPTS  TAXES" 

upon  repairing  and  the  privilege  of  using  in  the  state  Percent  of 

tangible  personal  property  purchased  at  retail  outside  yci»"  Total  Revenue 

of  Illinois,  excluding  lease  or  rental  transactions.  The  1952  42.2 

.exemptions  from  this  tax  generally  parallel  those  of  jgg^  IIIIIIIIIIIIZIIIIIIIIIIIIIIIIIIIIIIIIII  zi.2 

the  retail  occupations  tax.  In  addition,  a  number  of  19.^5  37.2 

provisions  are  included  exempting  certain  items  such  1956  40.1 

as  temporary  use  by  a  nonresident,  rolling  stock  in  -^g^g  "III""IIIIIIIIIIIIIIIIIIIIIIIIIIIIII  AZA 

interstate    commerce,    temporary   storage   and   other  1959  41.5 

exemptions  of  property  in  transit.  The  tax  is  based  on  i960  IIZIIIIII"  439 

the  selling  price  of  the  property;  currently,  31/4  per-  ;i^^2  IIIIIIIIIIIIIIIIIIIIIIIIIIIII 47.6 

cent  is  the  rate.  1963  50.5 

I  The  service  occupation  sales  and  use  tax  is  imposed  „  .  ,  „  ,  „ 
^upon  all  persons  engaged  in  the  business  of  making  Motor  fuel  and  special  fuel  taxes,  currently  account- 
sales  of  service  and  upon  the  privilege  of  using  in  the  i°g  ^^"^  14  percent  of  state  revenue,  are  the  next  most 
state  real  or  tangible  personal  property  acquired  as  important  class  in  Illinois.  The  taxes  are  collected 
;an  incident  to  the  purchase  of  a  service.  Exemptions  f>-om  the  purchaser  at  time  of  sale  by  the  distributor 
'from  the  tax  pertain  to  sales  bv  religious  and  charita-  ^t  a  rate  of  5«*  per  gallon.  The  motor  fuel  tax  applies 
^ble  organizations,  sales  to  government,  sales  to  non-  to  fuels  used  for  operating  motor  vehicles  and  water- 
:  residents  for  temporarv  use  within  the  state,  and  other  craft,  and  the  special  fuel  tax  applies  to  all  other 
exemptions  relating  to  interstate  commerce.  The  serv-  volatile  and  inflammable  liquids,  except  combustible 
ice  occupation  tax  is  based  on  the  cost  price  of  tangible  S'ases,  capable  of  generating  power  m  an  internal 
personal  property  or  real   estate   transferred  by  a  combustion  engine. 

;  serviceman  as  an  incident  to  sale  of  a  service.  The  Although  the  relative  contribution  of  these  taxes  has 

I  service  use  tax  is  based  on  the  cost  price  to  the  serv-  fluctuated  somewhat  over  the  12  years,  the  total  rev- 

'  iceman  of  property  transferred  as  an  incident  to  the  enue  figures  in  the  Appendix  would  seem  to  indicate 

sale  of  service.  Cost  price  is  assumed  to  be  equal  to  that  this  is  due  to  sharp  changes  in  other  tax  cate- 

50  percent  of  the  selling  price  to  the  user.  The  current  »  commerce  clearing  House,  state  Tax  Review,  Vol.  17,  No.  1, 

rate  is  31/2  percent."  »  commercT  cielring  House.  State  Tax  Review,  Vol.  21,  No.  1, 

Examination    of    the    figures    for    percent    of    total  „  commend  clearing  House,  state  Tax  Review,  vol.  23.  No.  1. 

Illinois  revenue  for  this  group  of  taxes  reveals  several  January  4,  1962.  p.  27.  Also,  letter  from  Harry  L    Hulman, 

Director  of  Revenue,   State  of  Illinois,  March  5,   1964. 

«  Commerce  Clearing  House,  State  Tax  Guiae,  op.  cit.,  pp.  6074-  «  Al,^  Ubles^  in^this^  \!fe"°A"pp'endl^?Tablf  3.'^°"   '°'^'   ■"^''""^ 

(15) 
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gories  rather  than  significant  differences  in  yield  from 
the  motor  fuel  taxes.*^ 


The  manufacture  or  importation  of  alcoholic  bev- 
erages in  Illinois  is  taxed  according  to  a  schedule  of 
rates  ranging  from  6^  per  gallon  on  beer  to  $1.52 
per  gallon  for  alcohol  and  spirits.  Wine  from  grapes 
grown  in  Illinois  is  taxed  at  a  different  rate  than 
wine  imported  from  outside  the  state:  wine  of  14 
percent  or  less  alcohol  content  is  taxed  at  8^  per  gal- 
lon if  made  from  Illinois  grapes ;  otherwise  it  is  taxed 
at  23^  per  gallon;  for  wines  over  14  percent  alcohol 
the  rates  are  23(f  per  gallon  and  60^  per  gallon  re- 
spectively.*^ 

These  rates  arise  from  significant  changes  in  the 
rate  schedule  that  were  made  in  1959.  Previously  the 
rates  were :  beer,  4^  per  gallon ;  wine,  14  percent  or 
less,  15(1;  per  gallon;  wine,  greater  than  14  percent, 
40^  per  gallon;  for  wines  made  from  grapes  grown 
in  Illinois,  the  rates  were  5^  and  15^  per  gallon,  de- 
pending on  the  alcoholic  content.  Liquor  was  taxed  at 
$1.02  per  gallon.**  Under  the  new  rates,  an  increase 
in  the  relative  contribution  of  this  tax  to  total  reve- 
nue is  noticeable.  Between  1952  and  1960  the  percent 
of  total  revenue  dropped  gradually  from  4.8  to  3.8. 
In  1961,  it  was  back  up  to  4.6  percent. 

Illinois  tobacco  taxes  are  limited  to  cigarettes.  A 
cigarette  tax  is  imposed  by  means  of  stamps  sold  by 
the  Department  of  Revenue;  also,  a  cigarette  use  tax 
is  levied  at  the  same  rate  for  the  privilege  of  using 
unstamped  cigarettes  in  the  state.  Prior  to  July  31, 
1959,  the  tax  was  1^/^  mills  per  cigarette.  This  rate 
was  increased  by  one-half  mill  per  cigarette,  effective 
from  July  31,  1959,  to  June  1,  1960,  and  from  May 
1,  1961,  to  July  8,  1961,  for  the  purpose  of  provid- 
ing funds  for  a  Korean  War  veterans'  bonus.  As  of 
July  8,  1961,  the  additional  half-mill  rate  per  ciga- 
rette became  permanent  and  the  revenue  went  to  the 
general  fund.  The  surges  in  percent  of  total  revenue 
for  the  tobacco  tax  in  1960  and  1962,  shown  in  Table 
19,  result  from  the  rate  increase.*^ 


Table   19 

ILLINOIS  ALCOHOLIC   BEVERAGE 

AND  TOBACCO  TAXES 


Table 

18 

ILLINOIS  MOTOR 

FUEL 

TAXES 

Year 

Percent  of  Total  Revenue 

Year 

1952 

18.1 

1952 

1953 

18.9 

1953 

1954 

21.3 

1954 

1955 

21.3 

19.55 

1956 

20.0 

1956 

1957 

18.7 

1957 

1958 

18.8 

1958 

1959 

18.6 

1959 

1960 

17.0 

1960 

1961 

16.7 

1961 

1962 

15.3 

1962 

1963  _ 



14.4 

1963 

Percent  of  Total  Revenue 

Alcoholic 

Beverages 
_-_   4.8 
_.-   4.7 

—  4.5 
-..  4.2 
-__   4.1 

3.7 

3.4 

_-_  3.6 
_„  3.8 

—  4.6 

4.2 

3.9 


Tobacco 
6.4 
6.0 
5.8 
5.5 
5.1 
4.8 
5.0 
5.0 
5.9 
4.9 
5.6 
5.2 


Taxes  on  insurance,  public  utilities,  parimutuel 
wagering  and  amusements  together  produced  about 
11  to  12  percent  of  Illinois'  revenue  in  the  year  con- 
sidered. As  a  fraction  of  total  revenue,  the  yield  from 
this  group  of  taxes  remained  fairly  constant  over  the 
first  half  of  the  period  and  then  declined  slightly. 

The  Illinois  insurance  tax  is  imposed  on  foreign 
insurance  companies  authorized  to  do  business  in  Illi- 
nois. It  is  a  gross  premiums  tax  paid  in  lieu  of  all 
license  privilege  or  occupation  taxes.  The  tax  is  based 
on  the  gross  amount  of  premiums  received  during  the 
preceding  calendar  year  less  return  premiums,  divi- 
dends paid  and  local  fire  department  taxes.  Two  per- 
cent is  the  currrent  rate.*® 

A  gross  receipts  tax  of  3  percent  is  assessed  upon 
public  utilities ;  included  in  this  category  are  firms  in 
the  business  of  transmitting  messages  or  distributing 
gas  and  electricity  to  persons  other  than  municipal 
corporations  operating  local  transportation  systems. 
Under  another  provision,  utilities  also  pay  8/100  of  1 
percent  of  their  gross  revenue.*'' 

Parimutuel  taxes  in  Illinois  are  paid  by  operators 
of  liorse  racing  meets  at  the  rate  of  6  percent  of  the 
pool  wagered  each  day  plus  half  the  breaks.  The  rate 
is  4  percent  plus  half  the  breaks  on  any  racing  day 
when  the  total  wagered  does  not  exceed  $300,000. 
Harness  racing  operators  must  pay  51/2  percent  of  the 
total  of  all  moneys  wagered  each  day.  Also  included 
in  this  group  of  special  gross  receipts  taxes  is  a  hotel 
occupancy  tax  which  was  introduced  in  1961  at  the 
rate  of  3  percent  of  97  percent  of  gross  rental  re- 
ceipts. This  tax  covers  all  public  accommodations  in- 
eluding  apartment  houses.  Although  the  introduc- 
tion of  this  tax  did  increase  Illinois  revenue  by  $2.5 
million  during  the  first  year  in  force,  it  did  not  mate- 
rially alter  the  relative  yield  of  this  group  of  taxes.*^ 


*2  See  total  revenue  figures  for  Illinois  in  Appendix,  Table  3. 
"Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.   3535. 
"  Commerce  Clearing  House,  State  Tax  Review,  Vol.   21,  No.  1, 

January  8,   1960. 
"  Hulman,  op.  cit. 


"Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.   8530. 
"Ibid.,  p.  S039. 

"/6id.,    p.    3027-3,    and    Commerce    Clearing    House,    State    Tax 
Review,  Vol.  23,  No.  1,  January  4,   1962,  p.   87. 
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Table 

20 

ILLINOIS 

INSURANCE, 

PARIMUTUELS, 

AND 

OTHER 

GROSS  RECEIPTS  TAXES 

Percent  of  Total  Revenue 

Year 

Insurance 

Parimutuels 

Other'" 

1952  . 

3.9 

2.6 
2.9 

6.1 

1953  . 

3.6 

5.8 

1954  . 

3.8 

2.6 

5.9 

1955 

3.8 

2.8 
2.5 

6.3 

1956  . 

3.8 

5.9 

1957  . 

3.5 

2.4 

5.7 

1958  - 

2.9 

2.3 

5.7 

1959  - 

4.1 

2.2 

5.9 

1960  - 

3.2 

2.0 

5.9 

1961  . 

3.3 

2.0 

5.8 

1962  _ 

3.0 

2.0 

5.7 

1963  . 



2.8 

2.0 

5.5 

The  bulk  of  revenue  from  taxation  of  wealth  in 
Illinois  is  derived  from  the  inheritance  tax  and  the 
estate  tax.  The  inheritance  tax  statute  provides  for 
three  selective  classes  of  rates  imposed  upon  the  clear 
market  value  of  property  transferred  at  death,  or 
during  lifetime  in  contemplation  of  death.  The  rate 
schedule  depends  upon  the  relationship  of  transferee 
to  decedent.  The  rates  are :  Class  A,  2  to  14  percent 
with  a  $10,000  exemption  for  brothers  aud  sisters 
and  a  $20,000  exemption  for  others;  Class  B,  6  to  16 
percent  with  a  $500  exemption;  Class  C,  10  to  30 
percent  with  a  $100  exemption.  This  tax  absorbs 
credit  allowed  under  the  Federal  estate  tax.^" 


Table  21 
ILLINOIS  TAXES  ON   WEALTH 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Percent  of  Total  Revenue 

— _  2.6 

2.5 

2.3 

2.8 

3.2 

2.9 

2.9 

3.0 

2.7 

3.9 

3.4 

3.1 


"  Includes  amusements  and  public  utilities. 

™  Commerce  Clearing  House,  State   Tax  Guide,  op.  cit.,  p.   8948. 


Revenues  from  assorted  license  fees  complete  the 
Illinois  tax  pattern.  Exacted  as  a  levy  on  such  privi- 
leges as  automobile  ownership  and  operation,  corpo- 
rate franchise,  selling  alcoholic  beverages,  and  con- 
ducting various  businesses,  these  taxes  yield  from  13 
to  16  percent  of  the  state's  revenue.  The  large  variety 
of  license  fees  included  under  this  category  makes 
it  difficult  to  isolate  causes  of  fluctuation  in  figures 
for  the  entire  group.  It  would  appear  that  cyclical 
factors  such  as  driver  license  renewals  have  as  much 
effect  as  any  other.  Such  changes  in  the  law  as  have 
occurred  resulted  in  only  a  minimal  effect  on  the 
overall  structure. 

Table  22 

ILLINOIS  TAXES  ON   PRIVILEGE 

Year  Percent  of  Total  Revenue 

1952 13.3 

1953 15.6 

1954 15.7 

1955 16.1 

1956 15.3 

1957 15.4 

1958 15.6 

1959 16.0 

1960 14.7 

1961 14.7 

1962 13.3 

1963 12.5 

The  Illiuois  tax  pattern  as  shown  in  Figure  3  is 
significantly  different  from  those  for  all  states  and 
for  New  York.  Over  80  percent  of  Illinois'  revenue 
is  derived  from  taxes  on  consumption ;  Figure  1  shows 
that  the  national  average  is  just  under  60  percent. 
New  York  provides  an  even  sharper  contrast,  with 
only  30  percent  of  its  revenue  being  produced  by 
taxes  on  consumption,  as  indicated  in  Figure  4. 

Concomitant  with  the  heavy  emphasis  on  consump- 
tion taxes  in  Illinois  is  the  absence  of  individual  or 
corporate  income  taxes.  This,  also,  is  distinctly  diver- 
gent from  the  national  pattern  of  state  taxation.  It 
does,  however,  conform  with  the  common  procedure 
of  enacting  increased  rates  in  existing  taxes  rather 
than  going  to  completely  new  sources  of  revenue  for 
additional  funds. 
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*SOURCE:   Derived  from  data  presented  in  Appendix,  Table  3. 


NEW  YORK 

If  national  figures  for  distribution  of  revenue  yield  Table  23 

from  the  various  tax  alternatives  are  taken  as  stan-  NEW  YORK  individual  income  TAX" 

dard,   tax   structures   in    individual   states   show    eon-  Year                                              Percent  of  Total  Revenue 

siderable  deviation  from  this  normal  pattern  in  the  }^^^ ^^-^ 

.  ^  ,  l'Jo3 oO.l 

types  of  tax  that  a  particular  state  uses  to  obtain  1954 30.9 

revenue,  as  has  been  seen  in  the  case  of  Illinois.  New  1955 30.6 

York  provides  another  example  of  such  a  deviation  ^g'rj^                                                     gg^ 

from  the  national  pattern  of  state  revenue  systems.  1958 34.2 

The  most  distinguishing  characteristics  of  New  York's  ^^^^ ||-^ 

tax  structure  are  its  heavy  reliance  on  the  individual  1901  IIIIIIIIIIIIIIIIIIIIIIIIIIIIII  ssis 

income  tax  as  the  major  source  of  revenue  and  the  1962 42.5 

absence  of  a  sales  tax  in  the  state  tax  system. ^^ 

During  most  of  the  years  considered  here  the  basic  ^^^^^  ^^^^^  ^^  personal  income,  the  tax  on  corporate 

graduated  rates  of  the  New  York  personal  income  tax  jj^go^^g  ij,  ^j^g  ^^^^  of  ^  corporation  franchise  tax,  is 

were  2  to  7  percent,  these  having  become  effective  in  the  next  largest  source  of  revenue  in  New  York.  Com- 

1935.    There    have    been    frequent    temporary    rate  panics  subject  to  its  provisions  pay  5%  percent  on 

changes  without  alteration  of  the  basic  statutory  rates.  their  net  income  as  reported  to  the  Federal  Govern- 

From  1948  through  1953,  for  instance,  the  tax  was  im-  ment,  with  several  exclusions  and  deductions.^* 

poF?d  at  90  percent  of  the  basic  rates.  No  reduction  of  Also  included  in  this  category  are  the  special  in- 

the  tax  was  enacted  for  the  1954  income  year,  but  the  come  taxes  levied  on  banks  and  financial  institutions, 

tax  due  on  1955  and  1956  income  was  reduced  by  15  These  are  administered  under  separate  provisions  of 

percent  of  the  first  $100  and  10  percent  of  the  next  New  York  law  but  for  the  purposes  of  this  inquiry 

$200,  for  a  maximum  credit  of  $35  on  a  tax  of  $300  are  grouped  with  corporate  income  taxes.  Under  pres- 

or  more.  The  tax  on  1957  income  was  imposed  at  the  ^"^^  1^^'  national  banks,  state  banks,  trust  companies 

f  ■,-,..    .            .  financial  corporations,  foreign  banks  and  savings  and 

xuii  statutory  rates.  ,                 ...              ,        tj^-i/              j_    e     j_  ^ 

loan  associations  are  taxed  at  4i/>  percent  01  net  income 

In  1959,  a  general  revision  of  the  personal  income  f^^.  ^^^  calendar  year  next  preceding  the  date  when 
tax  law  was  enacted.  This  revision,  applicable  to  1959  ^tie  tax  becomes  due.^^  Savings  banks  are  required  to 
income,  included  changes  in  personal  exemptions,  in  pay  41/2  percent  on  net  income  or  2  percent  on  interest 
rates  on  taxable  income  above  $11,000,  and  in  the  credited  to  depositors.  When  the  tax  is  based  on  in- 
maximum  optional  deduction;  the  introduction  of  a  terest  credited  to  depositors  or  shareholders,  it  is  to 
tax  credit ;  and  the  establishment  of  a  general  with-  be  computed  only  on  the  first  2  percent  of  the  interest 
holding  system.  In  order  to  prevent  collection  of  two  or  dividend. 

years'  taxes  in  one  year,  taxes  on  personal  income  The  relative  contribution  of  corporate  income  taxes 

for  the  calendar  year  1958,  or  for  the  fiscal  year  end-  has  declined  markedly  during  the  12  years  considered 

ing  1959,  were  cancelled,  except  in  the  case  of  estates,  tare.  It  may  be  noted  that,  in  1952,  corporate  income 

trusts  and  taxpayers  who  died  during  the  taxable  taxes  provided  21.3  percent  of  total  state  revenue, 

year.  The  present  tax  is  imposed  at  graduated  rates  ^ut  by  1962  the  figure  had  dropped  to  12.8  pereent 

,      .      .         -.Li.  n             J.        XI.    .e    J-  Ainnn    J?  i.       1 1  This  IS  a  distiuct  coiitrast  to  the  rise  m  the  individual 

beginning  with  2  percent  on  the  first  $1000  or  taxable  .                    n        c^,^  ^             ^  ^    xn  r             j.           ^.t. 

.              .            .                         ,            .   ,  „           ,      m.  income  tax  from  29.0  percent  to  42.5  percent  over  the 

income,  increasing  one  percentage  point  for  each  addi-  ^^^^^  p^^..^^  ^  comparison  of  Tables  23  and  24  points 

tional  $2000  and  reaching  the  maximum  of  10  percent  ^^  ^^-^  difference.   The   1963  corporate  income  tax 

on  taxable  income  over  $15,000.^2  revenue  showed  a  sharp  rise  over  1962.  This  is  pri- 

Changes  in  percent  of  total  revenue  yielded  by  this  marily  due  to  an  advancement  of  the  payment  date, 

tax  are  shown  in  the  following  table.  Of  particular  bringing  in  monies  which  otherwise  would  have  been 

note  are  the  figures  for  the  last  four  years  which  show  received  in  the  following  fiscal  year.  In  addition,  the 

the  impact  of  the  1959  revision.  law  was  amended  so  that  real  estate  corporations, 

"  New  York  City  and  several  counties  in  tlie  state  use  tlie  sales  "'  All   tables    in   tliis   section   are    computed   from   total   revenue 

tax,   however.   State  of  New   York,  Department  of  Taxation  figures   sliown  m  Appendix,   Table   4. 

and  Finance,   Tlie  New   York  State  and  Local   Tax  System,  ^  State    of    New    York,    Department    of    Taxation    and    Finance, 

Albany,  N.  Y. :  1961,  p.  44.  op.  cit.,  p.  21. 

''Ibid.,  p.  16.  ^Ibid.,  p.  24. 

(19) 
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■which  formerly  had  been  taxed  separately  and  re- 
ported under  taxes  on  privilege,  were  brought  under 
the  corporation  franchise  tax.  This  made  no  signifi- 
cant change  in  total  revenue,  but  increased  the  share 
attributable  to  the  corporate  income  tax.^^ 


Table  24 
NEW  YORK  CORPORATE   INCOME  TAX 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Percent  of  Total  Revenue 

21.3 

20.2 

18.0 

17.3 

16.4 

17.4 

17.2 

16.0 

13.1 

13.4 

12.8 

16.9 


Motor  fuel  taxes  rank  next  to  individual  and  cor- 
porate income  taxes  as  a  revenue  producer  in  New 
York.  The  state  derives  approximately  10  percent  of 
its  income  from  this  source.  The  most  significant  re- 
cent change  in  the  law  governing  this  tax  was  made 
in  1959.  At  that  time  the  rate  on  gasoline  was  in- 
creased from  4  to  6  cents  per  gallon;  the  rate  on 
diesel  fuel  was  raised  from  6  to  9  cents.  As  an  aid  to 
public  transportation,  omnibus  companies  were  ex- 
empted from  2^  of  the  gasoline  tax  and  3<J  of  the 
diesel  tax,  and  taxieab  operators  were  exempted  from 
2^  of  the  gasoline  tax.  Non-highway  use  of  fuel  has 
always  been  free  of  this  tax."'' 

Table  25  shows  the  yearly  percent  contribution  of 
the  motor  fuel  tax  to  total  revenue.  The  increase  from 
8.8  to  11.0  percent  between  1959  and  1960  is  primarily 
a  result  of  the  1959  rate  changes. 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Table  25 

NEW  YORK  MOTOR  FUEL  TAX 

Percent  of  Total  Revenue 

10.0 

9.7 

9.8 

9.9 

9.2 

9.2 

9.3 

8.8 

11.0 

10.6 

10.0 

9.8 


The  tax  on  tobacco  products  produces  approxi- 
mately 51/^  percent  of  New  York's  revenue.  The  cigar- 
ette tax  was  levied  at  the  rate  of  3^  per  pack  from 
1948  until  April,  1959,  when  the  rate  was  increased 
to  5^.  Tobacco  products  other  than  cigarettes  were 
taxed  for  the  first  time  in  July,  1959,  at  15  percent  of 

«New  York  State  Tax  Commission,  Annual  Report  1961-1962, 
1962-196:1,  a  single  report  for  both  years,  Albany,  N.  Y. : 
1963,  p.  10.  Also,  letter  from  Leonard  F.  Requa,  Jr.,  Assist- 
ant Director,  Research  and  Statistics  Bureau,  New  York 
Department  of  Taxation  and  Finance,  July   14,   1964. 

""  State  of  New  York,  Department  of  Taxation  and  Finance, 
op.  cit.,  p.  28. 


their  wholesale  price.  This  tax,  however,  was  repealed 
in  1961.^^  The  revenue  changes  resulting  from  these 
amendments  in  the  tobacco  tax  are  indicated  in  Table 
26. 

The  tax  on  alcoholic  beverages  has  declined  in  rela- 
tive importance;  this  is  particularly  noticeable  when 
comparing  its  yield  with  that  of  the  tobacco  tax.  The 
tobacco  tax  has  continued  to  account  for  about  5^2 
percent  of  New  York 's  revenue  but  the  liquor  tax  has 
declined  from  4.5  to  2.5  percent  of  revenue.  Alcoholic 
beverages  are  taxed  in  New  York  at  the  following 
rates :  3|^  a  gallon  on  beer,  10^  to  40^  a  gallon  on  wine 
depending  on  the  type,  50^  per  gallon  on  liquor  not 
exceeding  24  percent  in  alcoholic  content,  and  $1.50 
per  gallon  on  liquor  exceeding  24  percent."* 


NEW 

Year 

1952 

1953 

YORK 
AND 

Table  26 
ALCOHOLIC   BEVERAGE 
TOBACCO  TAXES 

Percent  of  Total  Revenue 

Alcoholic 
Tolacco             Beverages 

5.8                      4.5 

5.5                        4.2 

1954 

5.3 

4.8 

4.4 

4.3 

1955 

4.1 

1956 

3.8 

1957 

-      4.3 

3.8 

1958 

1959 

4.3 

-      4.3 

3.5 
3.5 

1960 

-      6.0 

2.9 

1961 

-       6.2 

2.8 

1962 

5.4 

2.6 

1963   

_-  4.9 

2.5 

Taxes  on  wealth  accounted  for  about  3  to  4  percent 
of  New  York  revenue  from  1952  through  1963.  This 
group  includes  taxes  on  property,  both  real  and  per- 
sonal, and  the  estate  tax.^"  The  estate  tax  supplies 
the  bulk  of  revenue  for  this  group  of  taxes.  It  is  levied  1 
at  rates  ranging  from  2  percent  of  the  net  taxable 
estate  not  exceeding  $50,000  to  21  percent  of  the  net 
taxable  estate  in  excess  of  $10,100,000.*^  The  figures 
for  percent  of  total  revenue  yielded  show  rather  sharp 
fluctuation.  This  is  due  to  the  extremely  volatile  yield 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Table  27 
NEW  YORK  TAXES  ON  WEALTH 

Percent  of  Total  Revenue 

2.9 

2.9 

2.8 

2.5 

4.2 

3.8 

3.3 

2.7 

3.8 

4.4 

3.7 

3.8 


^  State   of    New   York,    Department   of   Taxation   and    Finance, 

op.   cit.,  p.   29. 
^'Ibld.,  p.  30. 

*>  See  page  7  for  definition  of  "Property  Tax"  as  the  term  is  used. 
"  State   of    New    York,    Department   of   Taxation   and   Finance, 

op.  cit.,  p.   32. 
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of  the  estate  tax,  affected  as  it  is  by  the  level  of  se- 
curity prices  and  the  number  of  large  estates  taxed  in 
any  one  year.  A  change  of  rates  was  enacted  in  1959, 
but  these  were  minor  and  did  not  materially  aifect 
revenues.  The  sharp  changes  shown  in  Table  27  for 
the  years  1956,  1959,  and  1960  were  caused  by  eco- 
nomic factors  and  the  number  of  large  estates. 

Approximately  13  percent  of  New  York  revenue 
during  the  period  1952  to  1963  was  derived  from  taxes 
on  insurance  companies,  parimutuel  wagering,  and 
other  gross  receipts  taxes  such  as  taxes  on  public  util- 
ities companies  and  an  amusements  tax.  This  group 
of  taxes  showed  no  sharp  changes  in  percent  of  total 
revenue. 

Table  28 

NEW  YORK   INSURANCE,  PARIMUTUELS,  AND 
OTHER  GROSS   RECEIPTS  TAXES 

Percent  of  Total  Revenue 

Year 

1952 

1953 

1954 


1955. 

1956  . 

1957. 

1958  . 

1959. 

1960. 

1961 

1962 

1963 


Insurance 

8.6 

3.9 

4.2 

4.1 

3.7 

3.7 

. 3.8 

. 3.8 

. 3.3 

. 3.3 

. 3.1 

. 3.1 


Parimutuels 
3.3 
3.4 
4.3 
4.8 
4.5 
4.9 
4.9 
4.9 
4.4 
4.5 
4.1 
4.4 


Other  ^ 
4.2 
4.2 
4.4 
4.3 
4.0 
4.2 
4.2 
4.3 
3.6 
3.5 
3.3 
3.2 


License  fees,  other  taxes  on  privilege,  and  a  docu- 
ment and  stock  transfer  tax  complete  the  New  York 
system.  These  taxes  produced  11  to  16  percent  of  all 
state  revenue  during  the  interval  studied.  No  signifi- 

"  Included  public  utilities  and  amusements. 


cant  trends  resulting  from  legislation  are  apparent 
in  this  group  of  taxes,  with  the  exception  of  the 
legislative  transfer  of  real  estate  corporation  taxes 
from  this  category  to  the  corporate  income  tax,  as 
mentioned  previously. 

Table  29 

NEW  YORK,  TAXES  ON  PRIVILEGE  AND 

MISCELLANEOUS  TAXES 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Percent  of  Total  Revenue 

15.3 

16.0 

16.0 

17.5 

16.7 

15.6 

15.1 

15.9 

13.2 

12.9 

12.6 

10.8 


The  portrayal  of  New  York's  tax  structure  in 
Figure  4  shows  a  marked  difference  from  the  pattern 
for  all  states  sho^vn  in  Figure  1.  Fully  50  percent  of 
New  York  revenue  comes  from  the  individual  income 
tax  and  the  corporate  income  tax ;  only  20  percent  of 
the  revenue  for  all  states  is  derived  from  these  two 
taxes. 

Figure  4  also  reveals  the  changing  importance  of 
these  two  taxes  in  relation  to  each  other.  The  com- 
bined percentage  of  total  revenue  for  the  two  taxes 
increased  from  50  percent  to  58  percent.  However,  the 
corporate  tax  percentage  has  declined  while  the  in- 
dividual income  tax  has  risen  enough  to  offset  that 
decline  and  advance  the  total  of  the  two. 
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1952  53   54   55   56   57   58   59   60   61   1962 


*SOURCE:  Derived  from  data  presented  in  Appendix,  Table  4. 


NORTH  CAROLINA 

This  state  is  unique  among  the  states  compared,  by  ble  personal  property.  Candy  manufacturers  are  also 

virtue  of  the  dominant  role  played  by  motor  fuel  taxed  on  products  consigned  to  other  than  licensed 

taxes   in   its   revenue    system.    During   this    12-year  merchants. 

period,  1952-1963,  North  Carolina  motor  fuel  taxes  There  are  29  exemptions  from  the  tax.  Most  of  these 
provided  the  largest  share  of  the  state's  revenue.  cover  various  agricultural,  mining  and  timber  prod- 
In  1962,  however,  the  balance  shifted  and  for  the  ucts  sold  by  producers  to  other  manufacturers  or  re- 
first  time  the  sales  tax,  which  had  been  extended  eon-  tailers.  Also  exempt  are  gasoline,  prescription  medi- 
siderably  by  1961  legislation,  moved  ahead  of  the  fuel  cines,  school  lunches,  and  newspapers.  Refunds  are 
taxes  in  percent  of  total  revenue.  made  to  non-profit  hospitals,  educational  institutions, 
There  are  three  taxes  in  the  North  Carolina  fuel  churches,  and  other  non-profit  charitable  or  religious 
tax  system:  the  motor  fuel  tax,  the  special  fuel  tax,  organizations. 

and  the  road  tax.  The  motor  fuel  tax  is  collected  by  ^he  sales  and  use  tax  has  differing  rates  for  various 
distributors  at  a  rate  of  ^  per  gallon.  Fuels  pro-  commodities  and  types  of  transactions:  retail  sales,  3 
duced  and  sold  for  export  or  public  school  bus  use  percent;  retail  sales  of  aircraft,  railroad  locomotives 
are  exempt.  Various  rebates  are  allowed  for  such  sales  ^^^^  ^^^.^^  ^^^  j^^^or  vehicles,  IV2  percent;  lease  or 
as  fuel  for  non-highway  use  sales  to  the  United  States  ^.^^^^^1^  ^^^  ^^^^  ^^  ^1^^  ^^1^^  ^^^  ^^^^ .  ^^^  ^^^^  ^^^^  ^^^ 
and  local  governments  and  sales  of  fuel  for  use  in  ^^^^  ^^  ^^^  comparable  sales  tax  rate;  candy  manu- 
aircraft.  The  tax  on  special  fuels  is  levied  at  the  same  facturers,  3  percent ;  sales  to  farmers,  manufacturers, 
rate  and  has  similar  provisions.  The  road  tax  is  im-  ^^^.  cleaners,  freezer  plant  operators,  and  commercial 
posed  on  motor  carriers  m  the  state  at  the  rate  of  ?«*  ^^'^^^  ^^^^  rpy  stations  of  certain  commodities  and 
per  gallon  on  fuel  used  m  their  operations  in  North  equipment  used  in  the  course  of  business  or  produe- 
Carolma,  with  a  credit  of  7$!  per  gallon  allowed  for  all  ^ion,  1  percent ;  3  percent  on  sales  by  pressing,  clean- 
fuel  purchased  in  the  state.«3  j^^^  ^^^^  laundry  plants,  and  clothing  and  linen 
The  annual  increases  in  revenue  from  motor  fuel  rentals 

taxes  have  progressed  evenly  throughout  the  12  vears  .    ,.  ^     ^  o  .^     ^  ^i     ^       i-  1  -t^     •      1 
j^,         ill                 ■•£*!             -"i                  A  discount  01  6  percent  01  the  tax  liability  is  al- 
and there  have  been  no  significant  changes  m  rates.  ,        i      ^  ■,       j^  ^     1        j      «k 
_,      ■,•••,•                  iSxii                    -uji.  lowed  retailers  tor  payment  when  due."" 
The  diminishing  percent  or  total  revenue  vielded  by 

these  taxes,  from  25  in  1952  to  19  in  1963,  is  explained  ^  number  of  changes  have  been  made  in  the  North 

by  changes  in  other  parts  of  the  tax  structure.  Carolina  sales  and  use  tax,  the  first  of  which,  during 

the  period  considered  here,  were  made  in  1955.  Ef- 

Table  30  feetive  in  July  of  that  year,   the  tax  base  was  ex- 

NORTH  CAROLINA  MOTOR  FUEL  TAXES"  panded  to  include  transient  room  rentals,  the  exemp- 

^^"^  P^""^"*  "f  ^"'"^  Revenue  ^j^^  of  building  materials  was  repealed,  a  limit  of  $15 

1^'i'?  256  *^^  '^^  ^  single  article  was  eliminated,  and  motor  ve- 

1954  ~~'~~"I"~~~~II~~miIIIIIIIII~"  257  hides  and  aircraft  were  taxed  at  1  percent  with  an 

19.55  26.1  $80  maximum  tax,  the  previous  rate  having  been  3 

19.56  24.8  percent  and  a  $15  maximum.  A  new  exemption,  farm 

1Q5S  tdt  machinery,  was  added.  The  net  increase  in  revenue 

1959  240  from  these  changes  was  estimated  to  be  $6,150,000  per 

1960  21.6  year.«* 

1961  21.7  jjj  1961  extensive  amendments  were  made  in  the 

1963  194  ®^^^^  ^^■^  ^^^'  '^^^  °^°^*  important  of  these  was  the 

^^.^.^^^.^^^  ^^  ^^^  exemption  of  food  for  off-premises 

The  second  most  important  producer  for  North  consumption.  At  the  time  of  enactment  this  change 
Carolina  from  1952  to  1963  was  the  sales  and  use  tax,  was  estimated  to  yield  $25  million  per  year  in  ad- 
which  accounted  for  18  to  24  percent  of  the  state's  ditional  revenue.  The  exemption  of  fuel  sold  to  far- 
revenue.  It  is  imposed  on  retailers  and  lessors  of  tan-  mers  and  manufacturers  was  removed,  with  such  fuel 
gible  personal  property,  on  rooms  and  lodgings  for  oe-  to  be  taxed  at  1  percent.  A  1  percent  tax  with  limit 
cupancy  of  less  than  90  days,  and  on  the  use  of  tangi-  of  $80  per  article  was  extended  to  farm  and  mill  ma- 

«  Commerce  Clearing  House,   State  Tax  Guide,  op.  cit.,  pp.   4,  5,  «=  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.  6113- 

4051.  6114. 

"  All    tables   in   this   section    are   computed    from    total   revenue  "  Letter   from   H.    C.    Stansbury,    Director.    Department   of   Tax 

figures  in  Appendix,  Table  5.  Research,  State  of  North  Carolina,  May  15,  1964,  p.  1. 

(23) 
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chinery  and  parts,  laundry  and  dry  cleaning  equip- 
ment, broadcasting  equipment,  and  telephone  central 
office  equipment.  It  was  anticipated  that  these  latter 
changes  would  yield  approximately  2^/^  million  dol- 
lars. The  1961  amendments  also  eliminated  the  ex- 
emptions of  sales  to  the  state  and  its  political  subdi- 
visions, as  well  as  to  churches,  educational  or  chari- 
table institutions,  and  non-profit  hospitals;  provision 
was  made  for  annual  refund  to  all  of  these  except  the 
state.  At  the  same  time,  the  wholesale  sales  tax  was 
repealed  at  an  estimated  revenue  loss  of  $875,000  per 
year.  Effective  July  1,  1962,  the  sales  tax  on  motor 
vehicles  and  airplanes  was  increased  from  1  percent 
with  a  maximum  of  $80  to  1.5  percent  with  a  maxi- 
mum of  $120.  The  yield  is  expected  to  be  nearly  $2.5 
million  yearly."^ 

Table  31 

NORTH  CAROLINA  SALES  AND  USE  TAXES 

Year  Percent  of  Total  Revenue 

1952   18.6 

1953   19.2 

1954   18.8 

1955   19.0 

1956   20.3 

1957   19.9 

1958   19.5 

1959   20.5 

1960   19.2 

1961   18.7 

1962   24.3 

1963   24.8 

During  the  period  under  consideration,  individual 
and  corporate  income  taxes  produced  approximately 
28  percent  of  North  Carolina's  revenue.  In  1952,  the 
personal  income  tax  yielded  13  while  the  corporate 
tax  produced  15  percent  of  the  total.  However,  there 
has  been  a  fairly  steady  trend  toward  the  reversal  of 
roles,  so  that  in  1963  the  personal  tax  yielded  almost 
18  percent  whereas  the  corporate  tax  had  shrunk  to 
less  than  11  percent  of  total  revenue.^^ 

The  individual  income  tax  in  North  Carolina  is 
levied  on  a  graduated  basis,  with  rates  moving  from 
3  percent  on  taxable  incomes  of  $2,000  to  7  percent 
of  the  excess  over  $10,000.  Yield  in  1952  was  approxi- 
mately $36.5  million,  rising  to  $103.9  million  in 
1963.«9 

North  Carolina  enacted  no  appreciable  rate  changes 
during  this  interval.  However,  a  withholding  system 
became  effective  January  1,  1960.  Overlapping  of  col- 
lections produced  "windfall"  revenues  of  $20.4  mil- 
lion in  1960  and  $10  million  in  1961.  As  a  percent 
of  total  revenue,  the  individual  income  tax  jumped 
from  15  in  1959  to  20  in  1960,  dropped  slightly  in 
1961,  and  declined  to  17.7  for  both  1962  and  1963.  A 
portion  of  the  increased  fraction  of  total  revenue  and 
increased  dollar  amounts  is  believed  due  to  better 
enforcement  arising  from  the  withholding  system.''" 


While  proceeds  from  the  individual  income  tax  have 
nearly  trippled  since  1952,  the  corporate  income  tax 
yield  has  increased  only  by  half.  Dollar  amounts  have 
varied  noticeably  up  and  down,  affected  primarily  by 
general  business  conditions.  However,  tax  amendments 
enacted  in  1957  were  designed  to  reduce  corporate 
income  tax  revenue  somewhat.  The  most  important 
change  was  adoption  of  a  three-factor  allocation 
formula  designed  to  favor  manufacturers,  as  North 
Carolina  sought  to  increase  industrialization.  This 
resulted  in  revenue  losses  of  $1.7  million  in  1958  and 
$3.4  million  in  1959.''i 

Table  32 

NORTH   CAROLINA   INDIVIDUAL  AND 

CORPORATE   INCOME  TAXES 

Percent  of  Total  Revenue 
Individual       Corporate 
Year  Income  Tax    Income  Tax 

1952 13.1  15.3 

1953 13.0  13.4 

1954 13.2  12.9 

1955 13.0  11.4 

1956 13.6  12.5 

1957 14.3  12.3 

1958 14.7  12.2 

1959 15.3  10.3 

1960 20.0  11.2 

1961 19.6  11.5 

1962 17.7  10.5 

1963 17.7  10.6 

Fourth  revenue  producer  in  the  North  Carolina  sys- 
tem is  the  group  of  taxes  on  the  exercise  of  privilege. 
This  includes  owoaership  and  operation  of  automobiles, 
business  licenses,  corporate  franchise  tax,  hunting  and 
fishing  license  fees,  amusements,  and  sale  of  alcoholic 
beverages. ''^^  During  the  period  discussed,  there  have 
been  no  significant  changes  in  the  structure  of  these 
taxes,  and  the  yields  have  increased  in  a  relatively 
consistent  fashion.  In  terms  of  percent  of  total  rev- 
enue, this  group  has  declined  slightly  from  almost  14 
to  11." 

Table  33 

NORTH   CAROLINA  TAXES  ON   PRIVILEGE 

AND   MISCELLANEOUS  TAXES 

Tear  Percent  of  Total  Revenue 

1952  13.9 

1953  14.3 

1954  14.5 

1955  14.7 

1956  13.8 

1957  13.4 

1958  13.7 

1959  13.9 

1960  12.5 

1961  12.4 

1962  11.7 

1963  11.2 

North  Carolina  imposes  gross  receipts  taxes  on  pub- 
lic utility  companies  and  insurance  companies  doing 
business  within  her  borders.  Public  utilities  such  as 
transportation  and  communication  firms,  gas  and  elec- 
trical firms,  and  water  and  sewerage  companies  are 


"  Ihtd. 

"Computed  from  revenue  figures  in  Appendix,  Table   5. 

">  Stansbury,  op.  cit.,  p.  2. 


"  Ibid.,  p.  3. 

"Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.  575-6. 

'"  Appendix,  Table  5. 
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taxed  on  gross  receipts  from  intrastate  business^*  In- 
surance companies  with  the  exception  of  farmers' 
mutual  fire  insurance  companies  and  non-profit  fra- 
ternal orders  pay  varying  rates  on  gross  premiums  for 
different  types  of  policies;  workman's  compensation, 
1.6  percent ;  annuities,  1.5  percent ;  other  coverages  by 
domestic  companies,  1  percent  of  gross  premiums  or 
the  corporate  income  tax,  whichever  is  greater; 
foreign  companies,  2.5  percent ;  fire  and  lighting  cov- 
erage, 1  percent  additional.''^  There  have  been  no  sig- 
nificant changes  in  the  laws  establishing  these  taxes 
during  these  years,  and  yields  have  shown  a  smooth 
increase  in  terms  of  dollars,  while  remaining  quite 
constant  in  terms  of  percent,  as  shown  in  Table  34. 

Table  34 
NORTH   CAROLINA  GROSS   RECEIPTS  TAXES 

Percent  of  Total  Revenue 


Tear 

1952  . 

1953  . 

1954  . 

1955  . 

1956  . 

1957  . 

1958  - 
1959 

1960  - 

1961  . 

1962  . 

1963  . 


Insurance 

2.2 

2.4 

2.6 

2.6 

-__  2.6 

2.6 

2.8 

2.9 

2.8 

2.8 

2.7 

2.7 


Other 

4.5 
5.1 
5.3 
5.4 
5.1 
5.2 
5.5 
5.6 
5.3 
5.5 
5.1 
5.1 


Taxes  on  wealth  in  North  Carolina  include  levies 
on  property,  and  death  and  gift  taxes.  The  property 
taxes  present  an  unusual  aspect  in  that  for  many 
years  they  have  been  levied  only  against  intangibles. 
These  include  bank  deposits,  taxed  at  10^  per  $100; 
money  on  hand,  including  funds  in  safe  deposit  boxes, 
cash  registers,  and  so  forth,  25<!f  per  $100;  accounts 
receivable,  25^  per  $100  face  value;  bonds  and  notes, 
25^  per  $100  actual  value  over  and  above  like  evi- 
dences of  indebtedness  of  the  taxpayer;  shares  of 
stock,  25^  per  $100  of  fair  market  value;  beneficial 
interests  in  foreign  trusts,  25^  per  $100  of  fair  market 
value;  insurance  funds  left  with  insurer,  10^  per 
$100.'*  Exemptions  from  this  tax  include  deposits  of 
banks  in  other  banks,  deposits  of,  or  bonds  of,  Federal 
or  state  governments  or  other  political  subdivisions, 


Table  35 
NORTH  CAROLINA  TAXES  ON  WEALTH 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Percent  of  Total  Revenue 

3.5 

3.2 

3.5 

4.2 

3.4 

3.6 

3.7 

3.8 

3.9 

4.0 

4.0 

4.7 


deposits  representing  Federal  payments  to  war  veter- 
ans, and  the  intangibles  of  pension  funds  and  religious 
or  other  non-profit  organizations.'^ 

North  Carolina  is  unique  among  the  states  consid- 
ered here  in  imposing  no  taxes  on  tobacco  products. 
However,  she  falls  into  line  with  other  states  in  the 
taxation  of  alcoholic  beverages,  and  has  a  somewhat 
more  complicated  structure  for  this  type  of  tax  than 
is  common.  Spiritous  liquors  (more  than  24  percent 
alcohol  by  volume)  are  taxed  at  10  percent  of  retail 
price,  plus  an  additional  tax  of  2  percent;  fortified 
wines,  10^  per  gallon;  unfortified  wines  (5  to  14  per- 
cent alcohol),  60^  per  gallon;  imitation,  substandard, 
and  synthetic  wines,  $2.40  per  gallon ;  fruit  cider,  %^ 
per  6  ounces.  Beer  is  taxed  at  $7.50  per  31-gallon 
barrel,  plus  an  additional  tax  of  $3.00;  quart  con- 
tainer, 6%^,  plus  2%^;  container  of  12  ounces  or  less, 
2^^  plue  1^;  7-ounce  container,  li/^^  plus  .6^;  con- 
tainer of  6  ounces  or  less,  li/4<^  plus  ^fS.'s 

These  taxes  produced  revenues  slightly  over  $22 
million  in  1963.  The  increase  in  yield  has  been  fairly 
steady  over  the  12-year  period  under  study,  with  mod- 
erate jumps  in  1956  and  1962  reflecting  rate  changes.'^ 
As  a  portion  of  total  revenue,  alcoholic  beverage  taxes 
have  remained  very  steady  at  slightly  under  4  per- 
cent. 

The  first  appreciable  rate  changes  during  this  in- 
terval occurred  in  1955.  At  that  time,  the  rate  on 
spiritous  liquor  was  increased  from  8I/2  to  10  percent, 
and  the  fortified  wine  levy  from  400  to  70^  per  gallon. 
The  basic  rates  on  beer  in  12-ounce,  7-ounce,  and  6- 
ovince  containers  were  introduced.  In  the  same  leg- 
islative action,  the  "additional"  taxes  on  beer,  men- 
Table  36 


NORTH   CAROLINA  TAXES  ON 
ALCOHOLIC   BEVERAGES 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Percent  of  Total  Revenue 

3.9 

3.8 

3.5 

3.6 

3.9 

3.9 

3.6 

3.8 

3.6 

3.7 

3.9 

3.8 


tioned  above,  were  imposed  as  a  temporary  measure, 
to  be  operational  from  July  1,  1955,  to  July  1,  1957.** 
However,  in  1957,  the  "additional"  taxes  were  made 
permanent;  although  permanent,  they  are  still  listed 
separately  from  the  basic  impositions.®^  Effective 
July  1,  1961,  an  "additional"  2  percent  tax  on  the 


'*  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.   8063. 
'^lUd.,  p.  8545. 
■'"Ibid.,  p.  253-54. 


"  IMd. 

'8  Ibid. 

"Appendix,  Table  5. 

M  Commerce  Clearing  House,   State  Tax  Review,  Vol.   17,   no.   1, 

January  5,  195G,  p.  69. 
^Ibid.,  Vol.  18,  no.  50,  December  30,  1957,  p.  66. 
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retail  price  of  spiritous  liquors  was  added,  completing  ilar  to  that  of  all  states  combined  and  to  that  of  CaU- 

the  present  structure  of  alcoholic  beverage  taxes.**  fornia,  with  some  modest  differences  in  emphasis.  The 

A  graphic  representation  of  North  Carolina's  rev-  similarity  is  more  pronounced  for  the  latter  years  of 

enue  system  from  1952  to  1963  is  shown  in  Figure  5.  the  period  being  examined,  due  largely  to  the  reversal 

Comparison  of  this  with  Figure  1  and  Figure  2  shows  of  relative  importance  of  North  Carolina 's  personal 

that  North  Carolina's  tax  structure  is  generally  sim-  income  and  corporate  income  taxes,  and  of  her  sales 

„„,^    ■    ,  „,  „    IT      o„,  J  iDo  T>  C7  and  motor  fuel  taxes. 

''Ibid.,  Vol.  23,  No.  1,  January  4,  1962,  p.  67. 
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1952  53   54   55   56   57   58   59   60   61   1962 


'SOURCE:  Derived  from  data  presented  in  Appendix,  Table  5, 


PENNSYLVANIA 

Pennsylvania  relies  on  sales  taxation  as  the  major  Table  37  shows  the  reTenne  effects  produced  by  the 

source  of  state  income.  Although  the  proportion  of  initiation  of  the  tax,  the  subsequent  rate  increases,  and 

revenue  contributed  is  high,  being  over  31  percent  for  extensions  of  coverage.                                                       1 

1963,  it  is  not  quite  so  large  as  in  Washington  and  II-  Jah\e  37 

linois  where  sales  taxes  provide  approximately  half  Pennsylvania  sales  and  USE  TAX* 

of  state  funds.  Pennsylvania's  sales  tax  is  more  closely  y^^^                                         Percent  of  Total  Revenue 

comparable  in  this  respect  to  California's  which  also  ^9.52  —  j 

provided  approximately  32  percent  of  state  revenue  19.53  —  | 

m   1903.  jg--     gg 

The  Pennsylvania  sales  tax  is  presently  levied  at  a  1956  4!9 

rate  of  5  percent  on  a  broad  base.  Taxable  transactions  1957  19.3 

include    retail    sale    of    tangible    personal    property,  ^g^g  IIIIZIIIZIIIZIIIIIZIIZIIIIIIIIIII  24^2 

steam,  natural,  manufactured  and  bottled  gas,  elec-  i960  32.0 

tricity,   intrastate   telephone   and   telegraph   service,  1961  32-9 

spiritous  or  vinous  liquor  and  malt  brewed  beverages,  19^3  ZZZZZZZZZZZZZZZZZZZZZZZZZZZZZZZZZ  3l!4 
and  soft  drinks.  Transient  living  accomodations  are 

also  taxed.  A  variety  of  services  including  printing.  Second  in  order  of  importance,  according  to  pro- 
automobile  washing,  laundry,  dry  cleaning,  and  dye-  portion  of  revenue  produced,  are  Pennsylvania's 
ing  are  taxable  under  the  Pennsylvania  law.  The  motor  fuel  taxes  which  produced  approximately  20 
ma.jor  exemptions  from  the  tax  are  drugs  and  percent  of  the  state's  income  for  the  12-year  period, 
medicines,  coal,  water,  clothing,  cigarettes,  food  for  The  motor  fuel  tax  is  paid  by  distributors,  based  on 
home  consumption,  and  periodicals.  Licensed  vendors  all  liquid  fuel  sold,  used  or  delivered  in  Pennsylvania, 
are  allowed  a  discount  of  1  percent  of  the  tax  if  re-  Exemptions  are:  fuel  sold  to  the  U.  S.  Government, 
turns  and  pajTnents  are  filed  on  time.®^  fuel  not  taxable  under  the  U.  S.  Constitution,  and 

The  Pennsylvania  sales  tax  was  initiated  during  the  special  solvents  and  fuels  used  in  industry.  A  deduc- 

1953  legislative  session  and  went  into  effect  in  Sep-  tion  is  allowed  for  handling  and  storage  losses.  The 

tember  of  that  year.  The  rate  was  1  percent.®*  Because  rate  of  the  tax  is  7(i  per  gallon.  Fuel  for  propellor  air- 

the  tax   was  not  in  effect   for  the  full  fiscal  year  craft  is  taxed  at  1^4^  per  gallon  and  jet  fuel  is  1^  per 

1953-54,  revenues  were  about  $25  million  below  that  gallon.  A  use  fuel  tax  with  similar  provisions  at  the 

of  the  succeeding  year.  On  August  1,  1955,  the  1  per-  same  rates  is  also  in  force.®^ 

cent  tax  expired  and  from  September,  1955,  through  Pennsylvania  motor  fuel  taxes  underwent  numerous 

February,  1956,  the  state  was  without  a  sales  tax.  rate  changes  since  1952,  and  these  changes  had  a  de- 

In  March,  1956,  a  new  sales  tax  law  went  into  effect,  cided  influence  on  revenue.  Effective  from  September, 
applicable  to  enumerated  items  of  tangible  personal  1955,  through  May,  1957,  the  fuel  tax  was  increased 
property,  utility  services  and  hotel  occupancy.  The  from  5^  to  6^  per  gallon.  When  the  rate  was  restored 
rate  at  this  time  was  3  percent.  Revenue  from  the  to  ofS  in  1957,  revenue  dropped  correspondingly.  Total 
sales  tax  was  again  increased  in  1959  and  1960  by  two  revenue  figures  in  Appendix  also  show  a  revenue  de- 
major  changes  in  the  tax.  First,  effective  in  April,  crease  of  six  million  dollars  from  1959  to  1960  but  this 
1959,  the  tax  rate  was  increased  from  3  percent  to  was  due  to  late  deposit  of  monies  in  the  final  month  of 
31^4  percent;  the  tax  base  was  extended  to  include  the  1960  fiscal  year;  these  monies  were  deposited  in 
sales  of  electricity,  intrastate  telephone  calls,  repair  the  following  fiscal  year. 

and  service  charges,  and  utility  maintenance  services.  The  motor  fuel  tax  rate  was  increased  from  5^  per 

In  August  of  the  same  year,  the  rate  and  base  were  gallon  to  its  present  level  of  7^  effective  April  1,  1961. 

again  changed.  The  rate  was  increased  to  4  percent  This  last  change  had  a  most  pronounced  effect,  raising 

and  coverage  was  extended  to  include  alcoholic  bever-  total  revenue  from  approximately  $166  million  in  1961 

ages  at  the   distributor  level,  soft  drinks,  auto  in-  to  $234  million  in  1962.^®  The  proportion  of  total 

spections,  and  laundry  and  dry  cleaning  service.*^  In  revenue  for  the  fuel  tax  increased  from  13.7  to  18.6 

1963,  the  rate  was  brought  to  the  present  5  percent.  percent.    Table   38   shows   the    consequences   of   this 

^^^^evce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.  6119-  Change  and  the  rate  changes  in  1955  and  1957. 

"Commerce  Clearing  House,  State  Tax  Review,  Vol.  14,  no.  42,  '"AH   tables    in   this   section   are   computed    from   total   revenue 

October  22,  1953,  p.   52.  figures  in  Appendix,  Table   6. 

» Letter   from    Theodore   R.    Smith,   Jr.,    Secretary   of   Revenue,  s' Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.  4057. 

Commonwealth  of  Pennsylvania,  May  22,   1964,  p.  2.  ss  Smith,  op.  cit. 

(28) 
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Table  38 
PENNSYLVANIA  MOTOR   FUEL  TAXES 
Year  Percent  of  Total  Revenue 

1952 21.5 

1953 20.4 

1954 21.5 

1955 21.9 

1956 22.1 

1957 18.4 

1958 17.7 

1959 17.9 

1960 15.0 

1961 13.7 

1962 18.6 

1963 19.3 

Tobacco  and  alcoholic  beverage  taxes  are  a  source 
of  revenue  that  is  considerably  more  significant  in 
Pennsylvania  than  in  California,  New  York,  Illinois, 
"Washington,  or  North  Carolina.  Texas  is  the  only 
other  state  considered  here  that  derives  so  great  a 
portion  of  its  revenue  from  this  source.  During  the 
period  under  discu.ssion,  tobacco  and  alcoholic  bever- 
age levies  accounted  for  from  11  to  16  percent  of 
Pennsylvania's  total  revenue.  The  Texas  figures  were 
much  the  same.  New  York  and  Illinois  averaged  be- 
tween 8  and  9  percent  of  total  revenue  for  these 
taxes,  which  approximates  the  national  average.  Cali- 
fornia received  only  about  5  percent  of  total  revenue 
from  liquor  and  tobacco. ^^ 

Pennsylvania  liquor  taxes  are  now  levied  on  manu- 
facturers and  importers  of  alcoholic  beverages.  The 
rates  for  manufacturers  are:  distilled  spirits,  $1.00 
per  gallon;  rectified  spirits,  30^  per  gallon;  wines 
from  5  to  24  percent  alcoholic  content,  .005^  per  unit 
proof  per  wine  gallon.  Importers  are  taxed  at  the 
same  rates  except  for  rectified  spirits  which  are  $1.30 
per  gallon.  Manufacturers  and  importers  of  malt  or 
brewed  beverages  are  taxed  at  $2.48  per  barrel.  There 
is  a  fractional  rate  schedule  for  smaller  containers 
than  the  31-gallon  barrel.  In  addition  to  these  rates 
there  is  an  emergency  tax  of  15  percent  levied  on  all 
liquor  sold  by  the  Liquor  Control  Board.^" 

There  have  been  no  unusual  variations  in  revenue 
from  Pennsylvania's  liquor  taxes  over  the  12-year 
period,  and  no  significant  changes  in  the  tax  rates. 

Pennsylvania  imposes  a  tax  on  cigarettes  at  the 
rate  of  3^^  on  each  10  cigarettes  or  fraction.  An  ad- 
ditional tax  of  i^  per  10  cigarettes  is  levied  to  pay  a 
Korean  veterans'  bonus  bringing  the  total  tax  to  8(J 
per  package  of  20  cigarettes.  No  distinction  is  made 
between  tj^pes  of  cigarettes.  A  discount  of  3  percent 
is  allowed  on  purchase  of  tax  stamps  in  quantities 
over  $100.91 

Several  rate  changes  in  the  cigarette  tax  occurred. 
In  September,  1955,  the  rate  was  increased  from  4^ 
to  5^  per  pack  and,  in  1959,  the  rate  was  expanded 


another  1^  per  package.  As  of  June  1,  1963,  the  pres- 
ent rate  of  8^  became  effective.®^ 

Table  39 

PENNSYLVANIA  ALCOHOLIC  BEVERAGE 

AND  TOBACCO  TAXES 

Percent  of  Total  Revenue 


Year 
1952 

Tobacco 

8.2 

Alcoholic 
Beverages 

8.0 

1953 

7.6 

7.7 

1954 

7.2 

7.0 

1955 

6.9 

7.1 

1956 

6.2 

6.1 

1957 

4.6 

4.8 

1958 

6.5 

5.0 

1959 

6.9 

5.3 

1960 

6.1 

4.5 

1961 

6.5 

4.1 

1962 

6.7 

4.0 

1963        -   . 

6.8 

3.S 

«» See  tables  on   tobacco  and  alcoholic  beverage  taxes  in  other 

•"Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.  3567. 
•i/bid.,  p.  6561. 


A  tax  on  corporate  income  is  the  only  form  of  in- 
come taxation  in  Pennsylvania.  The  corporate  net 
income  tax  is  imposed  at  the  rate  of  6  percent  of  net 
income  of  corporations,  limited  partnerships,  or  joint 
stock  associations  engaged  in  business  or  employing 
property  in  the  state.  This  tax  does  not  apply  to 
building  and  loan  associations,  trust  companies,  title 
insurance  companies,  banks,  or  insurance  companies, 
which  are  under  a  separate  corporation  income  tax 
at  the  same  6  percent  rate."^ 

Examination  of  the  total  revenue  figures  for  this 
tax  shown  in  the  Appendix  reveals  considerable  fluc- 
tuation. These  shifts  are  for  the  most  part  attribut- 
able to  the  following  factors :  introduction  of  prepay- 
ment of  50  percent  of  the  tax  which  went  into  effect 
in  1953 ;  an  increase  in  the  tax  rate  from  5  to  6  per- 
cent in  1956 ;  an  increase  in  the  prepayment  rate  from 
50  to  80  percent  in  1961 ;  fluctuations  in  the  level  of 
corporate  profits ;  and  the  fact  that  taxpayers  have  a 
choice  of  two  methods  of  prepayment  of  the  tax.  Pre- 
payment is  based  either  on  the  last  reported  annual 
net  income,  or  upon  first  quarter  income  in  the  cur- 
rent year.^* 

Table  40 
PENNSYLVANIA  CORPORATE   INCOME  TAX 
Year  Percent  of  Total  Revenue 

1952 23.7 

1953 23.9 

1954 19.7 

1955 15.6 

1956 19.6 

1957 16.7 

1958 15.5 

1959 14.2 

1960 13.8 

1961 12.8 

1962 11.8 

1963 11.3 

»a  Smith,  op.  cit.,  p.  3  ;  also,  Commerce  Clearing  House,  State  Tax 
Review,  Vol.  25,  no.  2,  January  14,  19  64.  p.  14. 

«  Commerce  Clearing  House,  State  Tax  Chuide,  op.  cit.,  pp.  1114- 
1115. 

«  Smith,  op.  cit.,  p.  4. 
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Gross  receipts  taxes  levied  on  insurance  companies, 
public  utilities,  amusements,  and  other  specified  busi- 
nesses accounted  for  roughly  5  percent  of  Pennsyl- 
vania's revenue. 

Insurance  companies  are  taxed  at  5  percent  of 
gross  premiums.  This  applies  to  both  foreign  and  do- 
mestic life  companies.  Marine  insurance  companies 
pay  a  5  percent  tax  on  allocated  underwriting  profit.®^ 

Electric  light,  water  power  and  hydro-electric  cor- 
porations, gas  companies,  and  all  other  public  utili- 
ties operating  wholly  within  the  state  pay  a  tax  of 
14  mills  per  $1  on  their  gross  receipts.  Pennsylvania 
now  has  a  parimutuels  tax  but  it  was  not  in  force 
during  most  of  the  time  period  considered  here,  hav- 
ing taken  effect  only  in  the  latter  part  of  fiscal  1963. 
Also  included  in  this  class  of  taxes  is  a  5  percent 
hotel  occupancy  tax.*® 

The  only  significant  revenue  changes  in  this  tax 
group  occurred  in  the  insurance  premiums  tax  and 
the  utility  gross  receipts  tax  between  1960  and  1961.*'' 
These  revenue  increases  resulted  from  the  extension 
of  the  insurance  premiums  tax  to  domestic  life  and 
limited  life  companies  that  year  and,  in  addition,  the 
inclusion  of  the  tax  prepayment  for  1962  with  1961 
revenue.  The  80  percent  tax  prepayment  applied  to 
both  the  public  utilities  and  insurance  company  gross 
receipts  taxes.®* 

Table  41 

PENNSYLVANIA  GROSS   RECEIPTS  TAXES  ON 

INSURANCE,  PUBLIC   UTILITIES,  AND 

OTHER   BUSINESSES 

Percent  of  Total  Revenue 


Year 
1952  _ 
19.53  . 
1954- 

1955  - 

1956  - 

1957  . 

1958  . 

1959  _ 
1960. 

1961  . 

1962  - 

1963  . 


Insurance 

3.7 

3.9 

3.5 

3.5 

—  3.4 
„_  2.6 
___  3.0 

—  3.1 
_—  2.8 

3.8 

2.5 

_—  2.6 


Other' 
2.7 
2.5 
2.3 
2.1 
2.1 
1.7 
1.9 
2.0 
1.9 
3.6 
2.3 
2.3 


An  inheritance  tax  and  an  estate  tax  provide  most 
of  the  revenue  from  taxation  of  wealth  in  Pennsyl- 
vania. The  estate  tax  has  a  classified  rate  system 
based  on  relationship  to  the  decedent  with  the  tax 
on  Class  A,  spouses  and  lineal  descendents,  being  2 
percent.  For  Class  B,  all  other  persons,  the  rate  is  15 
percent.  There  is  a  $1000  family  exemption  in  Class 


^Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.  595. 

'^  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.   592- 

595. 
"  Refer  to  Pennsylvania  revenue  totals  in  Appendix,  Table  6. 
"  Smith,  op.  cit.,  p.  3. 
■*  Includes   public    utilities,    amusements,    and    "Other"    category 

shown  In  Appendix. 


A  and  an  exemption  for  transfers  to  charitable  and 
religious  organizations.  The  estate  tax  is  provided  to 
absorb  the  difference  between  Pennsylvania's  inheri- 
tance tax  and  the  Federal  estate  tax.^"* 

Table  42 

PENNSYLVANIA  TAXES  ON   WEALTH 

Year  Percent  of  Total  Revenue 


1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


5.1 
5.8 
6.0 
5.7 
6.3 
4.5 
5.8 
4.7 
5.1 
3.9 
4.7 
4.2 


Table  43 
PENNSYLVANIA  TAXES  ON   PRIVILEGE 


Year 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 


Percent  of  Total  Revenue 

27.1 

28.1 

27.6 

27.4 

29.2 

27.3 

21.6 

21.7 

18.7 

19.5 

16.9 

18.3 


Completing  the  picture  of  Pennsylvania's  tax  struc- 
ture are  the  various  license  fees,  franchises,  and  mis- 
cellaneous taxes,  such  as  the  realty  transfer  tax. 

Although  total  license  tax  revenue  in  Pennsylvania 
increased  from  approximately  $143  million  to  $191 
million  during  these  years,  the  proportion  of  total 
revenue  accounted  for  by  these  taxes  declined.  This 
is  of  course  due  to  the  increased  contribution  of  other 
taxes  in  the  system.  There  were  several  marked  reve- 
nue increases  in  the  license  tax  category  but  the  most 
apparent  was  the  increase  in  the  capital  stock  and 
corporation  franchise  taxes  in  1957.  These  are  listed 
under  "Corporations  in  General"  in  the  Appendix. 
The  inclusion  of  an  80  percent  prepayment  of  1958 
taxes  with  the  1957  revenues  nearly  doubled  income 
for  1957  from  this  source.^"^ 


Figure  6  shows  the  major  features  of  the  Pennsyl- 
vania tax  structure.  The  most  noticeable  trend  is  the 
increasing  share  of  revenues  derived  from  taxes  on 
consumption.  This  trend  is  the  direct  result  of  the 
introduction  of  sales  taxation  in  1953  and  the  sub- 
sequent rate  increases  and  extensions  of  the  tax  base. 

™  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.  8986. 
«"  Smith,  op.  cit.,  p.  4. 
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*SOURCE:  Derived  from  data  presented  in  Appendix,  Table  6. 


TEXAS 

The  most  prominent  feature  of  the  Texas  revenue  Revenue  from  severance  taxes  has  fluctuated  notice- 
system  is  the  large  contribution  made  by  the  severance  ably.  Much  of  this  was  due  to  legislative  change  but 
tax  and  other  taxes  on  wealth.  In  1952,  Texas  obtained  disturbances  in  the  world  oil  market  also  had  an  ap- 
41.2  percent  of  its  revenue  from  taxes  on  wealth.  The  preciable  effect  on  Texas  revenue.  In  1952,  the  tax 
bulk  of  this  amount  was  contributed  by  severance  rate  on  condensate  was  changed  from  4.125  to  4.6 
taxes.  By  1963,  the  figure  for  severance  taxes  had  percent  of  market  value ;  this  produced  around  9  mil- 
diminished  considerably ;  however,  they  were  still  one  lion  dollars  in  additional  revenue.  The  rate  on  natural 
of  the  two  most  important  tax  groups  in  the  system.  gas  and  casinghead  was  changed  from  9  percent  to  8 

Individual  members  of  the  severance  tax  group  are :  percent  in  1956 ;  this  rate  was  again  reduced  in  1957, 

the  natural  gas  production  tax,  the  oil  production  tax,  this  time  to  7  percent. 

the  sulphur  production  tax,  the  cement  distributors  The  Suez  crisis  had  a  major  impact  on  petroleum 

tax,  and  the  dedicated  reserve  gas  tax.  The  natural  tax  revenue  in  1957  and  1958.  At  this  time  oil  and  gas 

gas  production  tax  is  levied  at  the  rate  of  7  percent  production  in  Texas  were  considerably  augmented."* 

and  is  based  on  the  market  value  of  gas  produced  Ot^^er  taxes  on  wealth  m  Texas  include  a  general 

and  sold  in  the  state  of  Texas.  Natural  gas  is  taxed  property  tax,  an  inheritance  and  succession  tax,  and 

at  rates  not  less  than  121/1500  of  1<J  per  1000  cubic  ^n  estate  tax.  These  taxes  taken  together  provided 

feet.  In  determining  the  market  value  of  gas  the  fol-  ^bout  7  percent  of  the  state  s  income  for  the  1952- 

lowing  are  excluded:   (a)   gas  lawfully  injected  into  19od  years. 

the  earth,  (b)  lifting  oil,  and  (c)  gas  lawfully  vented  The  inheritance  tax  is  levied  according  to  a  rate 

or  flared  in  connection  with  the  production  of  oil,  schedule  which  varies  with  relationship  to  the  de- 

except  where  gas  injected  into  the  earth  is  sold  for  cedent:  Class  A  and  B,  direct  descendents,  1  percent 

that  purpose  *°  ^  percent  of  clear  market  value  of  property  trans- 

',.       .    ^       1     ^  A  n              4.     £         14.  f erred  at  death,  or  during  lifetime  in  contemplation 

Oil  production  is  taxed  at  4  6  percent  of  market  ^^               ^.^^  ^  ^25,000  exemption.  Rates  in  other 

value  If  It  exceeds  $1  per  42-gallon  barrel;  otherwise  ^^^^^^^  ^'          ^^^^  3  ^^  ^q     ^^^^^^  ^.^^  ^  ^^0  000 

It  IS  taxed  at  4  6^  Pe^-^arrel.  There  is  also  an  addi-  g^^mption,  to  5  to  20  percent  with  $500  exempt.  The 

tiona    tax  of  %«  of  _1«^  per  barreL  The  tax  is  levied  ^^^^^^  ^^^  .^     ^  ^^^^  .^  ^^^  ^^^^^^  ^^  ^^-^^  ^^^^ 

on  all  oil  produced  m  Texas  and  is  paid  by  the  first  j^^  ^^  ^^^  ^^^^^^^  ^^^^.^  attributable  to  property 

purchaser  and  deducted  from  payment  due  the  pro-  ^  ^p^^^  ^^^^^^^  inheritance  tax  payable  to  Texas, 

ducer  unless  it  is  not  sold  during  the  month  it  is  ^^^^^  ^^  ^^^  ^^^^^^  ^  ^^g^^^  ^^  pg^^^^l  ^^^  105 

produced,  in  which  case  it  IS  paid  by  the  producer.  »         •        ,           c      ^.i.-                 e  ^.           ^  „., a 

oil.             J                   *i  no         1         I-      ^    *«o«  A  manor  change  for  this  group  of  taxes  concerned 

Sulphur  producers  pay  $1.03  per  long  ton  or  frac-  ,       ^"■•>    ,    ,     ^t    mn     4.  4.               4.    4-          t^^^a 

J        J,           1  1.          •     J  •     m           n          4.  the  property  tax.  In  1951,  state  property  taxes,  levied 

tion  thereof  on  sulphur  mined  m  Texas.  Cement  pro-  uuc  pi^i.-ciuj'  uo                  ,         ^    *;      •'           ' 

duction  is  taxed  at  2f  ^  per  100  pounds  or  fractional  ^t  the  rate  of  30^  per  $100  of  taxable  valual^n,  were 

part  thereof.  Cement  imported  into  the  state  is  taxed  ^^P^^^'^-  Tl^^s  resulted  m  a  diminished  revenue  yield 

at  the  same  rate.  Only  one  sale,  distribution,  or  use  Table  44 

is  taxed."-  TEXAS,  taxes  on  wealth  i« 

The  dedicated  reserve  tax  on  gas  production  is  im-  Percent  of  Total  Revenue 

posed  upon  the  severance  beneficiary  of  any  gas  well,  ^^'^^                               Severance  Taxes       Other  ^ 

including  the  holder  of  a  dedicated  reserve  contract,  ^^                             _____  328                    68 

at  a  rate  of  1^  per  1000  cubic  feet  of  residue  gas  pro-  ^954  """I"IIlI"mi"II  32^5                    7.0 

dueed.  The  amount  of  tax  to  be  paid,  however,  is  the  1955 32.5                    6.9 

difference  between  the  existing  production  tax  of  7  1956 29.7                    6.1 

percent  of  market  value  and  the  rate  of  l«i  per  1000  J^g  -— ^JJ                    JJ 

cubic  feet.  An  exemption  provides  that  no  person  ^ggg  '_'_'_'/- 26.6                    6.3 

operating  a  gasoline  plant  is  liable  for  this  tax  in  i960 22.8                    6.3 

respect  to  the  residue   gas  after  processing  in  the  1961 22.9                    6.5 

„i„„4.  103  1962 18.9                        5.9 

P^^'^^-  1963 18.3                        5.3 

i«  Commerce  Clearing  House,  !?tate  Tax  Guide,  op.  cit.,  pp.  4543-  ,«  better  from  Robert  S.  Calvert,  Comptroller  of  Public  Accounts, 

103 This    law   was   enacted    during   the    1961    legislative   session;  .^r^^^'^^''  °^'^nl^^'dT^^ZJj\}ttp'TnT  Guide    on    cit     r>    614 

VinwevoT-    it   wa  o   rieHnrort    unf  on«;titutional   in   March     1964.  "k  Commerce  Clearmg  House,    btate   lax   Lruiae,  op.   cu.,  p.   oi*. 

Cormerbe''clIt?int  H%'use,"S?a?l*TaL  Seiie?«,  VoT  2^  ^«A11   tables   in   this   section   are   computed   from   total   revenue 

1,   January   4,   1962,   p.    85   and   Commerce   Clearing   House,  figures  shown  m  Appendix    Table  7. 

State  Tax  Guide,  op.  cit.,  pp.  4544-45.  ""Includes  property,  inheritance,  and  estate  taxes. 

(32) 
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in  1953  for  the  group. ^"^  The  impact  of  this  tax  repeal 
is  also  noticeable  in  the  percent  of  total  revenue  fig- 
ures shown  in  Table  44. 

Fuel  taxes,  providing  about  20  percent  of  Texas 
revenue,  are  the  second  largest  source  of  state  income. 
There  are  two,  a  motor  fuel  tax  and  a  special  fuel  tax, 
in  this  category. 

The  motor  fuel  tax  is  imposed  upon  the  distributor 
who  makes  first  sale  or  distribution  of  the  fuel.  Rates 
for  this  tax  are:  5^  per  gallon  generally  and  4(J  per 
gallon  for  local  transport  companies.  One  and  one-half 
percent  of  the  taxable  gallonage  can  be  deducted  by 
the  distributor  to  cover  shrinkage.  Exemptions  are 
allowed  on  motor  fuel  imported  in  the  fuel  tank  of 
a  motor  vehicle  in  quantities  of  less  than  30  gallons, 
sales  in  interstate  commerce,  sales  for  export  when 
motor  fuel  is  delivered  to  a  common  carrier  or  into 
ocean-going  vessels,  and  sales  of  fuel  to  bonded  dis- 
tributors for  further  processing,  export  resale,  or 
distribution. 

Special  fuels  used  to  power  motor  vehicles  on  state 
highways  are  also  subject  to  taxation.  The  rates  are 
5(f:  per  gallon  on  liquefied  gases,  and  6.5^  per  gallon 
on  distillate  fuel.  One  percent  of  taxable  gallonage 
may  be  deducted  for  shrinkage.  Local  transit  com- 
panies are  taxed  at  reduced  rates,  4^  per  gallon  on 
liquefied  gases  and  6((  on  distillate  fuel.  No  tax  is  due 
on  30  gallons  or  less  brought  into  the  state  in  a  private 
vehicle  fuel  tank.^"® 

The  only  change  in  this  tax  was  a  rate  increase 
enacted  in  1955.  The  motor  fuel  tax  was  increased 
from  4^  to  5^  per  gallon  and  the  special  fuel  tax  was 
changed  from  4(f  to  5^  per  gallon  for  liquified  gas  and 
from  6^  to  6.5^  per  gallon  on  other  special  fuels. ^^^ 
This  had  a  pronounced  effect,  bringing  in  about  $40 
million  of  additional  revenue  for  1956.  The  increase 
produced  a  shift  in  the  share  of  total  revenue,  which 
rose  from  23.1  in  1955  to  25.2  percent  in  1956. 

Table  45 

TEXAS  MOTOR   FUEL  TAXES 

Year  Percent  of  Total  Revenue 

1952 23.1 

1953 23.4 

1954 23.3 

1955 23.1 

1956 25.2 

1957 25.0 

1958 25.5 

1959 25.4 

1960 23.4 

1961 23.4 

1962 20.0 

1963 19.6 

The  most  noteworthy  change  in  the  Taxas  revenue 
system  during  the  period  under  examination  was  the 
introduction  of  a  broadly  based  general  sales  tax.  This 
took  effect  on  September  1,  1961.  A  complementary 

""^  Calvert,  op.  cit.,  p.  4. 

™  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.  4062. 

"»  Calvert,  op.  cit.,  p.  1. 


use  tax  was  also  enacted.  All  retail  sales  of  tangible 
personal  property  are  covered  by  the  tax.  The  rate  is 
2  percent.  Food  for  human  consumption,  excluding 
patent  medicines,  water  and  restaurant  meals,  and 
single  articles  of  outer  wearing  apparel  (as  defined 
by  regulation)  which  sell  at  retail  for  less  than  $10, 
are  exempt.  Additional  exemptions  include:  consti- 
tutionally exempt  property,  prescription  medicines, 
animal  life,  seeds,  insecticides  and  fertilizer  used  in 
the  production  of  food  for  human  consumption,  and 
exemptions  relating  to  sales  to  other  levels  of  govern- 
ment, certain  industrial  machinery,  and  sales  to  char- 
itable and  religious  organizations.  A  basic  discount  of 
1  percent  is  allowed  for  collection  expenses. ^^^ 

As  would  be  expected,  the  impact  of  this  on  the  rev- 
enue structure  was  considerable.  In  the  year  follow- 
ing its  enactment,  the  new  tax  produced  over  $148 
million  dollars,  constituting  15  percent  of  total  rev- 
enue for  that  year.^^^ 


Table  46 

TEXAS  SALES  AND  USE  TAXES 

Year 

Percent  of  Total  Revenue 

1962 

15.0 

1963  - 

17.2 

Cigarettes  used  or  otherwise  disposed  of  in  Texas 
are  subject  to  taxation.  The  rate  is  8(4  per  pack  of 
twenty,  if  the  weight  is  less  than  3  pounds  per  1000 ; 
at  greater  weights,  the  rate  is  12^  per  pack.  Cigars 
and  other  tobacco  products  are  taxed  separately  at 
rates  of :  1^  per  10  cigars  weighing  less  than  3  lbs.  per 
1000;  cigars  weighing  more  than  3  lbs.  per  1000  and 
retailing  for  3.3^  each  or  less,  $7.50  per  1000;  other 
cigars,  $15  per  1000;  other  tobacco,  25  percent  of  fac- 
tory price. ^^* 

Two  major  changes  were  made  in  the  tobacco  taxes 
during  the  1952  to  1963  period.  In  1955  the  tax  on 
cigarettes  was  increased  from  4^  to  5^  per  pack.  The 
rate  was  raised  in  1959  to  the  present  level.  The  taxes 
on  cigars  and  other  tobacco  products  were  enacted  at 
that  time."* 

Considerable  amounts  of  additional  revenue  were 
generated  by  these  changes.  Approximately  $10  mil- 
lion was  derived  in  1956  from  the  1955  rate  increase. 
Introduction  of  a  new  tax  on  other  tobacco  products 
and  another  cigarette  rate  increase  in  1959  produced 
about  $30  million  more  revenue  for  I960."'  Only  the 
1959  changes,  however,  produced  a  change  in  the  por- 
tion of  total  revenue  contributed  by  tobacco  taxes.  The 
1959  figure  of  7.3  percent  of  total  revenue  increased  to 
10.8  percent  in  1960. 

Alcoholic  beverages  are  subject  to  gallonage  taxes 
if  they  are  over  .5%  alcohol  by  weight.  The  tax  on 
beer  is  $4.30  per  barrel.  A  tax  of  22^  is  imposed  upon 
every  prescription  for  liquor  which  is  filled  by  a  phar- 


lu  Commerce  Clearing  House,  State  Tax  Review,  Vol.  23,  no.  1, 

January  4,  1962,  pp.  27-28. 
"2  See  total  revenue  figures  shown  in  Appendix,  Table  7. 
"3  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.  613. 
"•  Calvert,  op.  cit.,  p.  1. 
"=  See  Appendix,  Table  7. 
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macist.  Rates  for  intoxicating  liquors  (over  4  percent 
alcohol  by  weight)  are:  spiritous  alcoholic  liquors, 
$1.68  per  gallon,  minimum  tax  10.5(!f  per  package ;  still 
wine  not  over  14  percent  alcohol  by  volume,  13.2(i  per 
gallon ;  still  wine  more  than  14  percent  by  volume  but 
not  more  than  24  percent,  26.4^  per  gallon ;  still  wine 
more  than  24  percent  alcohol  by  volume,  66^  per  gal- 
lon ;  sparkling  wine,  33^  per  gallon ;  malt  liquor  more 
than  4  percent  alcohol  by  weight,  16.5<(  per  gallon. i^' 
There  was  only  one  significant  change  in  the  alco- 
holic beverage  taxes ;  in  1955,  the  tax  on  beer  was  in- 
creased from  $2.00  per  barrel  to  its  present  rate  of 
$4.30  per  barrel.  This  change  provided  about  eight 
or  nine  million  dollars  more  in  revenue  in  1956,  and 
increased  the  fraction  of  total  revenue  contributed  by 
this  tax  from  3.5  to  4.6  percent.^" 


Table 

47 

TEXAS 

ALCOHOLIC 

BEVERAGE 

AND 

TOBACCO  EXCISE  TAXES 

Percent  of  Total  Revenue 

Alcoholic 

Tobacco 

Year 

Beverages 

Products 

i9ra 

3.8 

8.0 

1953 

3.8 

7.8 

19.^4 

3.7 

7.5 

1955 

3.5 

7.0 

1956 

4.6 

7.0 

1957 

4.6 

6.9 

1958 

4.6 

7.1 

1959 

4.6 

7.3 

1960 

4.4 

10.8 

1961 

4.4 

11.4 

196?, 

3.8 

9.5 

1963 

3.7 

9.2 

Revenue  from  taxes  on  insurance,  public  utilities, 
amusements,  and  other  gross  receipts  taxes,  including 
an  excise  tax  on  the  sale  of  automobiles,  contributed 
10  to  11  percent  of  total  state  income  for  the  years 
1952  through  1963. 

The  tax  on  domestic  insurance  companies  is  at  a 
rate  of  1.1  percent  of  gross  premiums  less  return  pre- 
miums, dividends  paid,  and  premiums  received  for 
reinsurance.  Foreign  insurance  companies  pay  3.3 
percent  of  gross  premiums,  except  fire  and  casualty 
companies,  which  pay  3.85  percent. 

Public  utilities  companies  in  Texas  pay  a  tax  on 
gross  receipts  earned  within  the  state.  The  rates  are : 
express  companies.  21  percent ;  gas,  electric  and  water 
companies,  .581  of  1  percent  to  1.997  percent,  accord- 
ing to  population ;  freight  car  companies,  3  percent ; 
dining  and  sleeping  car  companies,  5  percent;  tele- 
phone companies,  1.65  percent  to  2.5025  percent  ac- 
cording to  population ;  telegraph  companies,  1.5  per- 
cent to  2.275  percent  according  to  population. ^^* 

The  rate  schedule  for  the  gross  receipts  tax  on  ad- 
missions is:  1^  for  each  10^  or  fraction  in  excess  of 
51^,  except  charges  to  fixed  and  regularly  established 
theaters ;  in  such  regular  establishments  the  tax  is  1^ 
if  the  charge  is  more  than  $1.05  and  less  than  $1.15, 
and  2^  if  the  charge  is  in  excess  of  $1.15,  plus  1^  for 

"» Commerce  Clearing:  House,  State  Tax  Guide,  op.  cit.,  p.   612. 

'"  Calvert,  op.  cit.,  p.  1. 

"'Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.   613. 
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each  10^  or  fraction  in  excess  of  $1.25;  the  tax  on 
charges  to  horse,  dog,  motorcycle,  or  auto  races  is  1^ 
for  each  10^  or  fraction. ^^® 

The  automobile  sales  and  use  tax  is  imposed  on  the 
retail  sale  of  all  motor  vehicles  at  a  rate  of  2  percent 
of  the  sale  price. '^^  If  autos  are  exchanged  on  an  even 
basis,  both  parties  pay  a  tax  of  $5.  Where  a  gift  is 
made  of  a  motor  vehicle,  the  donee  must  pay  a  tax 
of  $10.  A  use  tax  of  $15  must  be  paid  on  application 
for  the  initial  certificate  of  title  for  a  motor  vehicle.*** 

Only  two  significant  changes  were  made  in  this 
group  of  taxes  in  the  time  under  consideration :  the 
tax  on  motor  vehicle  sales  was  changed  in  1959  from 
a  rate  of  1.1  percent  to  1.5  percent  of  the  purchase 
price.***  Effective  July  1,  1963,  the  rate  was  increased 


to  the  present 

2 

percent. 

The  19.59 

change  produced i 

about  $12  million 

in  additional  revenue  during  1960 

and  boosted  the  relative  contribution  of  this  "Other" 

category  of  gross 

receipt 

3  taxes  from  6.0  in  1959  toj 

7.4  percent  in 

1960. 

1 

Table  48 

TEXAS 

GROSS 

RECEIPTS  TAXES                       | 

Percent 

3/  Total  Revenue         \ 

Year 

Insurance         Other  "^             | 

1952 



_     3.4 

7.1                ' 

7.1 

7.2 

1953 

3.6 

1954 

4.2 

1955 

4.3 

6.6 
6.3 
6.1 
6.0 
6.0 

7.4        : 

7.4                1 

6.0 

6.1 

1956 

3.8 

1957 

3.9 

4.2 

1958 



1959        -     - 

4.3 

1960 

4.1 

1961 



4.1 

1962 

3.4 

1963 

3.5 

The  tax  category  which  covers  license  fees,  fran-- 
ehises,  other  taxes  on  privileges,  and  miscellaneous  5 
taxes  shows  some  rather  substantial  changes  for  thea 
interval  studied.  Taxes  in  this  category  are  numerous^ 
and  cover  licensing  of  a  wide  variety  of  activities,, 
from  hunting  and  fishing  to  liquor  licenses.   How- 
ever, the  major  revenue  increases  indicated  in  Table 
49  are  the  result  of  statutory  changes  in  three  taxes: 
motor  vehicle  licenses,  motor  vehicle  operator  licenses 
and  corporate  franchises. 

The  most  important  changes  in  motor  vehicle  regis- 
tration fees  were  made  in  1957.  A  general  revision  of 
the  rate  schedules  for  all  vehicles  was  enacted.  Ratey 
increases  for  passenger  cars,  motorcycles,  buses,) 
antique  autos,  commercial  vehicles,  farm  vehicles,|, 
trailers  and  an  additional  rate  for  diesel-powered  ve-' 
hides  were  put  into  effect.  These  rate  increases  are 
too  detailed  to  enumerate  here;  however,  they  prob- 
ably produced  from  3  to  5  million  dollars  of  addi- 
tional revenue  in  1958.  Motor  vehicle  operator  license 
fees  were  increased  in  1955  and  1962. 


p.  6130. 

p.  5126.  This  rate  went  into  effect  in  1963. 


"» Ibid. 
120  Ibid. 
^Ibid. 

122  Calvert,  op.  cit.,  p.  2. 

123  Includes    taxes    on    public 

sales,  and  cement. 
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The  fluctuations  indicated  in  the  total  revenue 
»ures  for  the  corporate  franchise  tax,  listed  as  ' '  Cor- 
jrations  in  General"  in  Appendix,  are  the  result  of 
series  of  rate  changes.  These  were  as  follows: 

1954 — The  franchise  tax  rate  was  changed  from 
1.25  per  $1000  of  taxable  capital  or  assessed  prop- 
•ty  values,  whichever  yielded  the  greater  tax,  to 
2.00  per  $1000. 

1955 — The  franchise  tax  rate  was  again  increased, 
lis  time  to  $2.25  per  $1000  of  taxable  capital  or  as- 
issed  property  values. 

1959 — A  temporary  surtax  was  levied  on  corpora- 
ons  in  addition  to  the  regular  franchise  tax.  This 
imporary  measure  which  was  to  be  in  force  until 
pril  30,  1964,  was  to  be  at  the  rate  of  33.33  percent 
I  the  existing  franchise  tax. 

1960 — The  decrease  in  revenue  from  1960  to  1961 
•suited  from  a  reduction  in  the  surtax  multiplier 
-om  33.33  to  22.22  percent.  This  went  into  effect  in 
[ay,  1960.124 

The  condensed,  graphic  representation  of  the  Texas 
jvenue  system  in  Figure  7  reveals  a  marked  change, 
axation  of  wealth,  primarily  in  the  form  of  a  sever- 
Qce  tax,  has  diminished  from  about  40  percent  of 
)tal  revenue  in  1952  to  less  than  24  percent  in  1963. 
orresponding  with  this  is  the  increased  proportion 


Calvert,  op.  cit.,  pp.  2-4. 


Table  49 
TEXAS,  TAXES  ON  PRIVILEGE  AND 
MISCELLANEOUS  TAXES-^^ 
Year  Percent  of  Total  Revenue 

1952     13.3 

1953     14.6 

1954     14.5 

1955     16.1 

1956 17.2 

1957     17.2 

1958     19.4 

1959     19.4 

1960     20.7 

1961     19.9 

1962     17.5 

1963     18.8 

of  income  contributed  by  license  fees  and  other  mis- 
cellaneous taxes  resulting  from  the  series  of  rate  in- 
creases mentioned  earlier,  and  the  sharp  increase  in 
the  proportion  of  consumption  taxes  brought  about 
largely  by  the  introduction  of  a  general  sales  tax  in 
1961. 

Texas,  which  at  first  presented  a  contrast  to  the 
usual  consumption-based  state  tax  pattern,  shifted 
toward  greater  reliance  on  this  form  of  taxation  in 
recent  years,  thus  bringing  its  revenue  practices  into 
closer  conformity  with  most  other  states. 

125  In  addition   to   the  taxes   discussed   this   category  Includes  a 
poll  tax  and  a  document  and  stock  transfer  tax. 
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WASHINGTON 

"Washington,  like  Illinois,  depends  on  sales  taxation  $300  per  month,   farm   products  sold  at  wholesale, 

'as  the  major  soviree  of  state  revenues.  The  retail  sales  employees   and   servants,   fraternal  benefit  societies, 

tax,  the  use  tax,  and  the  business  and  occupations  the  Red  Cross,  and  most  occupations  subject  to  other 

tax  make  up  this  group  of  taxes  which  consistently  gross  receipts  taxes. ^^^ 

yielded  around  55  percent  of  Washington's  revenue  During  the  time  considered  here,  several  important 

from  1952  to  1963.  changes  were  made  in  the  sales  tax  laws.  Although 

The  retail  sales  tax  is  imposed  on  all  retail  sales  some  of  these  did  not  result  in  a  dramatic  alteration 
in  Washington  including  successive  retail  sales  of  the  in  the  relative  contribution  of  the  tax,  they  did  pro- 
same  goods  and  retail  sales  of  intoxicants  by  state  duce  considerable  increases  in  revenue.  In  1955,  the 
liquor  stores.^^"  The  term  "sale  at  retail"  includes  rates  of  the  retail  sales  tax  and  the  use  tax  were  in- 
sales  in  personal  business  or  professional  services,  in-  creased  from  3  to  3  1/3  percent.  An  additional  40  per- 
cluding  rents,  fees  and  admissions.  cent  was  added  to  the  previous  20  percent  surtax  on 

Some  of  the  more  important  exemptions  from  the  the  business  and  occupations  tax,  bringing  the  total 

tax  include  casual  or  isolated  transactions;  property  surtax  to  60  percent.  These  changes  were  responsible 

subject  to  the  utilities  tax ;  newspapers ;  motor  fuel  for  the  $34  million  increase  in  revenue  for  1956.  The 

subject  to  excise  tax ;  operating  property  of  publicly  percent  of  total  revenue  increased  from  52.3  to  55.5 

or  privately  owned  utilities  sold  to  the  state  or  polit-  percent. ^^^ 

ical  subdivisions;  purebred  livestock;  rolling  stock.  In  1959,  additional  rate  increases  and  an  extension 

airplanes   or  floating  equipment  in   interstate   com-  of  the  tax  base  were  enacted  for  the  group.  The  retail 

meree ;  and  several  other  provisions  relating  to  exemp-  sales  tax  rate  was  increased  from  3  1/3  to  4  percent 

tion  of  sales  to  nonresidents.  The  tax  is  imposed  at  the  and  the  base  was  extended  to  several  new  services, 

rate  of  4  percent  of  the  retail  price. ^^'^  including  the  rental  of  tangible  personal  property,  the 

The  use  tax  or  compensating  tax  is  levied  for  the  moving  of  earth  (excepting  land  leveling  in  commer- 

privilege  of  using  within  the  state  of  Washington,  cial  farming),   clearing  of  land,   and   the  cleaning, 

as  a  consumer,  tangible  personal  property  purchased  fumigating,  razing  or  moving  of  existing  buildings  or 

at  retail  outside  the  state,  acquired  by  lease,  gift  or  structures  but  excluding  janitorial  services.  The  use 

bailment,   or   extracted,   produced,   or  manufactured  tax  rate  was  also  increased  to  4  percent.  The  base  of 

by  the  user.  The  rate  of  this  tax  is  4  percent  of  the  the  business  and  occupations  tax  was  extended  to  in- 

value  of  the  article  used  which  is  the  consideration  elude  rental  of  real  property  but  this  provision  was 

paid  by  the  purchaser  of  the  article.  Exemptions  are  declared   unconstitutional  by  the   courts.    Although 

roughly  the  same  as  those  for  the  retail  sales  tax.  In  these  changes  produced  around  $20  million  in  addi- 

addition,  a  nonresident's  tangible  personal  property  tional  revenue  for  1960,  the  percent  of  total  revenue 

is  exempt  if  acquired  and  used  more  than  30  days  contributed  by  the  sales  tax  group  did  not  change 

prior  to  entering  the  state.^^s  materially. i^i 

The  business  and  occupations  tax  is  imposed  iipon  Table  50 

certain  business  categories  for  the  privilege  of  doing  WASHINGTON  sales  and  use  taxes «= 

business  in  Washington.  The  tax  is  based  on  gross  Year                                   Percent  of  Total  Revenue 

receipts  and  is  levied  at  varying  rates  which  depend  1952 54.3 

on  the  type  of  business  involved.   Operators  of  me-  j^^^ ^-^ 

chauical  games  such  as  piuball  machines  pay  20  per-  1955  IIIIIIIIIIIIIIIIZIIIIZZIIIIIIII  52!3 

cent  of  gross  receipts  if  there  is  an  element  of  chance  1956 55.5 

involved,  and  40  percent  if  there  is  not.    Other  busi-  jg^g  ZIIIIIZIZIIIIIIIIIIIIIIIIIZIIII  54^8 

nesses  pay  1/100  of  1  percent  of  their  gross  receipts  1959 56.7 

depending  on  the  type  of  business.  There  is  also  a  sur-  I960 56.8 

tax  of  76  percent  of  the  basic  tax  levied  on  certain  2962  IIIIIIIZIIZIZIZIZIZZIZZIZZIZIZI  55^0 

enumerated    businesses.    Exemptions    cover    persons  1963 54.9 

engaged  in  business  whose  gross  income  is  less  than  i^nki..  pp.  6i37-6i3s. 

'. ^L_  120  Waishington    State    Tax    Commission,    Research    Division,    Tax 

™AUliough    alcoholic   beverages   and   amusements  are   governed  Changes  in   Washington  Since   19S5,  Olympia,  Wash.:    1963, 

by  the  same  law   as   retail   sales,   figures   for   revenue   from  p.  10. 

these  sources  are  not  included  here.  They  will  be  considered  i^!!  See  Table  50.                      ^                                   ,    .,           ,       , 

separately  ""^  All   tables   in   this   section   are   computed   from   total   revenue 

>» Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.  6134-  figures  in  Appendix,  Table  S.  Note:  These  figures  do  not  in- 

6135  elude  the  contribution  of  the  tax  on  alcoholic  beverages  or 

"* /bid.,  pp.  6136-G137.  amusements. 
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The  base  of  the  retail  sales  tax  was  extended  again  beer  by  state  liquor  stores  are  subject  to  this  tax  at 

in  1961  to  include  certain  amusement  and  recreation  the  rate  of  10  percent  of  the  selling  price.  There  is  an 

businesses,   services   rendered   by   abstract,   title   in-  additional  tax  of  5  percent  of  the  selling  price  and 

surance,    escrow   and   credit  bureau   businesses   and  another  of  1.1^  per  fluid  ounce  or  fraction  thereof, 

charges  for  parking  and  storage  of  automobiles.  These  There  is  also  a  liquor  excise  tax  on  beer  and  malt 

additions  to  the  tax  base,  however,  had  no  effect  on  liquors  sold  by  brewers  and  wholesalers  and  wine 

the  relative  contribution  of  the  tax.^^^  sold  by  domestic  wineries.  The  tax  on  beer  is  $1  per 

In  Washington,  as  in  many  other  states,  motor  fuel  barrel  and  on  domestic  wine  10^  per  wine  gallon."* 

taxes  are  the  second  most  important  source  of  state  Two  significant  rate  increases  were  enacted  in  the 

income.  In  1952  these  taxes  provided  17.6  percent  of  alcoholic  beverage  areas  during  the  1952  to  1963  pe- 

Washington  revenue ;  by  1963  this  figure  had  declined  riod.  The  tax  imposed  on  sale  of  spirits,  wine  and 

to  14.3  percent.  strong  beer  in  the  original  package  was  increased 

The  motor  vehicle  fuel  tax  is  paid  by  distributors  from  10  to  15  percent  in  1959.  This  increase  did  not, 

on  receipts  from  all  motor  vehicle  fuel  sold,  distrib-  however,  extend  to  sales  of  wines  produced  by  Wash- 

uted  or  used  in  Washington  at  the  rate  of  7i<j:  per  ington  wineries,  or  sales  by  holders  of  on-sale  liquor 

gallon ;  dealers  deduct  i  of  1  percent  to  cover  evapo-  licenses.  An  extra  $3  million  was  produced  by  this 

ration  losses.  Exemptions  from  the  tax  include  fuel  change.^"  In  1961,  an  additional  tax  of  1.1  cents  per 

sold  in  interstate  commerce,  fuel  sold  to  the  Federal  fluid  ounce  was  imposed  on  the  retail  sales  of  liquor 

armed  forces  for  exclusive  use  in  ships  or  aircraft,  ^^  the  original  package,  including  sales  by  holders  of 

fuel  sold  from  one  distributor  to  another,  fuel  car-  an  on-sale  liquor  license.  Revenue  was  increased  about 

ried  into  the  state  in  aircraft  or  motor  boat  fuel  $5.5  million  over  the  previous  year.i^s  The  relative 

tanks,  fuel  used  for  aviation,  and  fuel  used  exclu-  contribution  of  the  liquor  tax  to  total  Washington 

sively  for  marine  purposes.  In  addition,  motor  fuel  revenue  increased  from  2.3  to  3.5  percent  during  the 

used  by  the  state  or  its  subdivisions  in  highway  con-  period  1959-1963  as  a  result  of  this  legislation, 

struction  is  exempt.  A  tax  is  levied  on  cigarettes  sold,  used,  consumed, 

Tax  paid  on  fuel  used  for  non-highway  purposes  handled  or  distributed  in  Washington.   This  tax  is 

or  exported  and  on  fuel  used  by  urban  passenger  Paid  by  the  first  person  performing  any  of  the  above 

transportation  systems  (until  June  30,  1965)   is  re-  actions.  The  tax  rate  is  2  miUs  per  cigarette  plus  an 

funded.   This  does  not  apply  to  systems  operating  additional  mill  per  cigarette  to  provide  funds  for  a 

vehicles  of  less  than  16  person  capacity,  or  which  soldiers'  bonus  and  another  additional  tax  of  i  mill 

operate   more   than   6   miles  beyond   corporate   city  Per  cigarette.  Together  these  taxes  amount  to  7?f  per 

limits.^^*  package.  Stamps  sold  by  the  State  Tax  Commission 

During  the  period  considered  there  has  been  only  ^""^  ^^e  means  by  which  the  tax  is  collected, 
one  change  in  the  motor  vehicle  fuel  tax  that  sub-  -^  tobacco  products  tax  is  levied  on  all  tobacco 
stantially  changed  revenue  yield :  this  was  a  1(*  per  products,  other  than  cigarettes,  sold,  used,  consumed, 
gallon  increase  effective  in  1962  which  raised  the  tax  handled  or  distributed  in  Washington.  These  prod- 
to  7i4  per  gallon.  Revenue  was  augmented  by  about  uets  are  taxed  at  25  percent  of  the  wholesale  price. 
nine  to  ten  million  dollars  in  1962.^36  Tobacco  products  exempt  under  the  constitution  and 

laws  of  the  United  States  are  exempt. ^^' 

_       °    ^  Major  changes  in  the  Washington  tobacco  taxes 

WASHINGTON   MOTOR   FUEL  TAXES  ''       •,      .      ^^r^    ioko          a   inei     rru      incc     i, 

■^                                              r.        .  ^  m  .  ,  T>  were  made  in  1955,  1959,  and  1961.  The  1955  change 

Year                                                    Percent  of  Total  Revenue  ,      .                 '     .            .  ,             ,,,.,,.        ,     °, 

jgg2                 __           __      _    __            17  6  '^^^  made  m  connection  with  a  school  building  bond 

1953 17.4  law.  Cigarette  taxes  were  increased  from  4  cents  to  5 

iQcc iZ'q  cents  a  package.   As  compensation  for  affixing  the 

1956  IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII  15^9  stamps  a  discount  of  i  percent  was  allowed  dealers. 

1957 15.4  Additional  yield  in  1956  amounted  to  about  $3  mil- 

1958 15.1  lion 

1959 13.9 

1960 13.1  The  rate  on  cigarettes  was  again  increased  in  1959, 

1962 14  3  *^^^  ^^^  *°  ^^  P^^  package.  A  discount  of  10  percent 

1963 III— IIIIIIII-IIIIIIIIIIIIII  14^3  was  allowed  dealers  to  cover  the  expense  of  affixing 

the  stamps.  In  addition,  the  tobacco  products  tax  was 

Taxation  of  alcoholic  beverages  in  Washington  is  initiated  at  the  rate  of  25  percent.  Together  these 

accomplished  primarily  under  provisions  of  the  re-  changes  increased  revenue  about  $3  million  in  1960. 

tail  sales  tax.  Retail  sales  of  spirits,  wine,  and  strong  

i«»  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.  3581, 

"•Washington  State  Tax  Commission,  op.  cit.,  p.  111.  6135. 

■«  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.  4065-  '"Washington  State  Tax  Commission,  op.  cit..  p.  11. 

4066.  '^  Ibid.,  p.  12. 

""i  Washington   State  Tax  Commission,   op.   cit.,  p.    12.   See  also  i™  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  pp.  5571- 

total  revenue  figures  in  Appendix.  5572. 
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In  1961,  the  tax  -was  increased  to  the  present  rate 
of  7^  per  package.  Dealers  were  allowed  a  3f  percent 
discount  for  affixing  the  stamps.^** 

Viewing  the  relative  importance  of  tobacco  and 
liquor  taxes  combined,  one  may  note  that  the  frac- 
tion of  total  Washington  revenue  contributed  by  these 
taxes  has  risen  from  about  5  to  over  7  percent.  Most 
of  this  is  due  to  the  greater  yield  from  liquor  taxes. 

Table  52 

WASHINGTON  ALCOHOLIC   BEVERAGE 
AND  TOBACCO  TAXES 

Percent  of  Total  Revenue 
Alcoholic 
year  Beverages  Tobacco 

1952   0.6  4.2 

1953   2.9  4.1 

1954   2.8  3.8 

1955   3.0  3.6 

1956   2.5  3.9 

195T   2.4  3.7 

1958  2.4  3.6 

1959  2.3  3.5 

1960  2.8  3.9 

1961  2.7  4.0 

1962  3.7  4.1 

1963  3.5  3.9 


Parimutuel  wagering  in  Washington  is  taxed  at  the 
rate  of  5  percent  of  gross  receipts.^**  Amusement  tax 
revenue  is  covered  under  provisions  of  the  retail  sales 
tax. 

The  only  significant  legislative  change  in  this  group 
of  taxes  for  the  years  19.52-1963  was  in  the  public 
utilities  tax.  A  surtax  of  10  percent  was  added  in  1951 
and  another  surtax  of  10  percent  was  added  in  1957, 
bringing  the  surtax  to  its  present  20  percent  level. 
This  change  had  no  appreciable  effect  on  the  relative 
contribution  of  the  tax  to  total  revenue. 

Table  53 

WASHINGTON   INSURANCE,  PARIMUTUELS  AND 

OTHER  SELECTIVE  GROSS   RECEIPTS  TAXES 

Percent  of  Total  Revenue 
Year  Insurance  Parimtituels      Other^** 

19.52 1.7  0.3  5.0 

1953 1.8  0.3  4.5 

1954 1.8  0.3  3.9 

1955 1.8  0.3  4.0 

1956 1.6  0.3  3.7 

1957 1.7  0.3  3.9 

1958 1.7  0.3  4.0 

1959 1.7  0.2  4.1 

1960 1.7  0.2  3.6 

1961 1.7  0.3  3.9 

1962 1.6  0.3  3.8 

1963 1.7  0.3  3.6 


Gross  receipts  taxes  on  insurance  premiums,  public 
utilities,  parimutuel  wagering  and  amusements  ac- 
counted for  about  6  to  7  percent  of  Washington 
revenue. 

The  insurance  tax  is  levied  on  both  foreign  and 
domestic  insurance  companies  at  the  following  rates: 
foreign  companies,  2  percent;  domestic  companies,  1 
percent;  companies,  both  foreign  and  domestic,  re- 
quiring payment  of  the  entire  premium  at  the  time 
of  inception  of  policies,  2  percent;  ocean  marine  and 
foreign  trade  insurance  contracts,  %  of  1  percent.^*^ 

Public  utilities  in  Washington  are  taxed  at  the  fol- 
lowing rates  based  on  gross  income :  railroads,  express, 
railroad  car,  water  distribution,  light  and  power,  tele- 
graph and  telephone,  3  percent;  gas  distribution,  2 
percent;  urban  transportation,  i/2  of  1  percent;  ves- 
sels under  65  feet,  %  of  1  percent ;  motor  transporta- 
tion and  all  other  public  service  businesses  other  than 
those  mentioned,  l^/^  percent.  All  these  taxes  are  in- 
creased by  a  surtax  of  20  percent. 

Public  utility  districts  are  subject,  in  addition  to 
other  taxes,  to  a  tax  of  (1)  2  percent  of  gross  reve- 
nues from  the  sale  of  electric  energy  to  consumers 
served  by  a  distribution  system  owned  by  the  district, 
(2)  5  percent  of  the  first  4  mills  per  kilowatt  hour  of 
wholesale  value  of  self-generated  energy  distributed 
to  consumers,  (3)  5  percent  of  first  4  mills  per  kilo- 
watt hour  of  revenue  obtained  from  sale  of  self-gener- 
ated energy  for  resale.^*^ 


""Washington  State  Tax  Commission,  op.  cit.,  pp.  10-12. 

>«  Commerce  Clearing  House,  State  Tax  Guide,  op.  cit.,  p.  8555. 

'^'^Ihid.,  pp.  8076-8077. 


Taxation  of  wealth  provides  8  to  9  percent  of  Wash- 
ington revenue.  Under  this  heading  are  included  a 
general  property  tax,  a  forest  lands  and  crops  tax,  a 
motor  vehicle  excise  tax,  an  aircraft  tax,  an  inheri- 
tance tax,  an  estate  tax,  and  a  gift  tax. 

The  most  important  legislative  changes  for  this 
group  were  made  in  1959  and  1961.  An  increase  in 
the  motor  vehicle  excise  tax  was  enacted  in  1959  rais- 
ing the  rate  from  IV2  to  2  percent.  Revenue  yield  was 
augmented  for  1960  by  about  $6  million. 

The  1961  change  concerned  the  inheritance  tax;  at 
that  time  the  Federal  estate  tax  credited  against  state 
inheritance  taxes  was  repealed.  However,  this  did  not 
result  in  any  significant  increase  in  revenue  during 
the  following  year.  ^*^ 

Table  54 
WASHINGTON  TAXES  ON  WEALTH 

Percent  of 
Year  Total  Revenue 

1952 7.5 

1953 7.8 

1954 9.1 

1955 8.6 

1956 8.0 

1957 8.4 

1958 9.4 

1959 8.6 

1960 9.4 

1961  9.3 

1962 8.9 

1963 9.8 

i«/6trf.,  p.  3044. 

"*  Includes  public  utilities  taxes  and  also  amusement  taxes  col- 
lected under  the  retail  sales  tax  law. 
"=  V?ashington  State  Tax  Commission,  ov.  cit.,  pp.  10-12. 
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In  the  category  of  taxes  on  privilege  and  miscella- 
neous taxes,  "Washington  has  the  usual  types  of  license 
fees  on  motor  vehicles,  motor  vehicle  operators,  cor- 
porations, occupations  and  businesses,  and  hunting 
and  fishing  licenses. 

Also  included  in  this  class  is  a  conveyance  tax  pay- 
able on  deeds,  instruments,  or  writings  -whereby  own- 
ership of  real  property  is  transferred.  The  rate  is  50^ 
per  $.500."'^  Taken  together,  these  taxes  have  provided 
about  9  percent  of  Washington  revenue. 

An  important  change  was  made  in  motor  vehicle  li- 
censes and  driver  licenses  in  1957.  The  basic  vehicle 
license  fee  was  increased  from  $.5.00  to  .$6.50  and 
driver  licenses  were  increased  from  $-3.00  to  $-1.00. 
Revenue  was  expanded  by  about  $3  million.  Corpora- 
tion fees  were  also  altered  in  1957.  The  rate  was  dou- 
bled, thereby  producing  a  half  million  dollars  in  addi- 
tional revenue. 

In  1961,  motor  vehicle  licenses  were  again  increased, 
from  $6.50  to  $6.90 ;  gross  weight  fees  for  trucks  were 
also  increased  by  varying  amounts  along  with  certain 
other  miscellaneous  highway  user  fees.  This  produced 
about  $2  million.  I*'' 


None  of  the  changes  in  the  license  fee  and  miscel- 
laneous group  altered  the  relative  importance  of  these 
taxes.  ' 

Table  55  i 

WASHINGTON   TAXES  ON   PRIVILEGE  AND 
MISCELLANEOUS  TAXES 

Percent  of 
Total  Revenut 


Year 
1952 
1953 
1954 
10.55 
1956 
1957 
19.58 
19.59 
1900 
1961 
1962 
1963 


8.9 
8.8 
9.6 
9.1 
8.6 
8.5 
8.7 
9.0 
8.4 
8.4 
8.2 
8.2 


i«  Commerce  Clearing  House,  State   Tax  Guide,  op.  cit.,  p.   5633. 
"'Washington  State  Tax  Commission,  op.  cit.,  p.  12. 


Figure  8  shows  the  graphic  representation  of  Wash- 
ington's  tax  structure.  As  in  the  case  of  Illinois,  one 
finds  an  example  of  almost  complete  reliance  on  con- 
sumption taxation.  FuUy  82  percent  of  revenue  is 
derived  from  the  sales  and  gross  receipts  taxes;  the 
remaining  17  to  18  percent  is  derived  from  license  i 
fees,  property  taxes,  inheritance  taxes,  and  other  mis- 
cellaneous taxes. 
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INTRODUCTION 


State  revenue  sources  analj'zed  in  this  report  in- 
jludes  the  sales  and  use  tax,  alcoholic  beverage  ex- 
pise  taxes,  the  cigarette  tax,  and  revenues  from  horse 
.racing.  The  analyses  extend  to  the  present  status  of 
the  tax,  the  distribution  of  the  resulting  burden  by 
lincome  group,  and  fiscal  and  other  economic  conse- 
quences which  would  follow  from  revision  of  relevant 
isections  of  the  Revenue  and  Taxation  Code.  The 
future  financial  needs  of  California  and  projections 
of  revenue  by  source  have  been  taken,  with  some 
modification,  from  the  Joint  Legislative  Budget  Com- 
mittee's report  of  May,  1964,  "A  Projection  of  State 
Revenue  and  Expenditure  for  California  Fiscal 
Years  1964-65  to  1973-74."  i 

The  Revenue  Gap: 

The  suggestions  which  follow  have  been  condi- 
tioned by  these  projected  revenue  deficiencies.  In 
1965-66  the  current  general  fund  operating  deficit 
will  be  $247  million  and  will  increase  to  slightly  more 
than  $1  billion  in  1973-74.  Further,  if  the  State 
adopts  a  pay-as-you-go  program  in  lieu  of  bond  finan- 
cing, the  operating  deficits  are  estimated  to  be  in- 
creased additionally  in  amounts  diminishing  from 
$248  million  in  1965-66  to  $132  miUion  in  1973-74. 
The  assumption  used  here  is  that  the  State's  total 
fiscal  needs  encompass  both  of  these  deficit  sources, 
and  that  the  magnitude  of  the  1965-66  deficit,  for 
instance,  approximates  $495  million. 
Criteria  on  which  the  suggested  Tax  Alternatives 
Are  Based: 

One  criterion  used  in  formulating  the  additional 
revenue  suggestions  which  follow,  is  that  the  tax 
"mix"  of  the  recent  past  constituted  an  equitable 
total  tax  pattern,  i.e.,  the  proportion  of  total  gen- 
eral fund  revenue  attributable  to  taxes  on  con- 
sumption, income,  and  wealth  represented  a  satis- 
factory pattern  of  reliance  on  these  revenue  sources. 
A  second  criterion  includes  minimally  disturbing 
present  equity  relationships  among  various  taxpayer 
income  groups  and  minimally  affecting  business  pro- 
duction and  pricing  decisions.  A  final  criterion  used  is 
that  of  removing  present  inequities  between  various 
consumer  and  producer  groups.  It  is  apparent  that 
the  above  criteria,  with  the  exception  of  the  final 
one,  combine  to  constitute  an  implicit  defense  of  the 
status  quo.  This  position,  in  fact,  is  taken,  for  it  will 
be  asserted  here  that  California  has  enjoyed  a  re- 
markably equitable  and  effective  tax  structure. 

'■  The  sales  tax  projection,  of  particular  concern  in  this  report, 
has  been  modified  to  reflect  the  actual  receipts  of  fiscal  years 
1962-63  and  1963-64.  The  revenue  projections  used  are  those 
Identified  as  "medium  revenue." 


SUGGESTED  CHANGES 

There  follow,  in  summary  form,  suggested  changes 
in  the  Revenue  and  Taxation  Code,  ranked  by  esti- 
mated additional  revenue  which  would  be  produced 
during  fiscal  year  1965-66. 

$173  million — increase    sales    and    use    tax    to    3J 
percent. 
72  million — increase    cigarette    tax    to    6    cents 

per  pack. 
39  million — legalize    night    horse    racing     (this 
source  likely  could  not  become  fidly 
effective  until  1966-67). 
11  million — increase  tax  on  beer  to  8  cents  per 
gallon. 
8  million — impose  a  special  excise,  at  the  retail 
level,    on    tobacco    products,    other 
than    cigarettes,    approximating    15 
percent  of  wholesale  price. 
6  million — increase  tax  on  dry  wine  to  8  cents 
per  gallon  and  on     sweet  wine  to 
10  cents  per  gallon. 
2  million — eliminate   cigarette   tax   discount. 


$311  million         Total 

Each  of  these  suggestions  will  be  elaborated  with 
particular  reference  to  the  criteria  enumerated  above. 

First,  however,  it  should  be  noted  that  over  the 
next  few  years  the  above  suggestions  would  result 
in  total  current  general  fund  "outgo"  (net  of  capi- 
tal outlay)  being  financed  from  the  receipts  of  taxes 
on  consiunption  in  proportions  approximating  those 
prevailing  in  1959-60.^  In  that  year,  60.0  percent  of 
such  "outgo"  was  financed  by  consumer  taxes.  The 
above  possibilities  would  establish  this  relationship 
at  59.4  percent  in  1965-66,  but,  for  example,  it 
would  decrease  to  56.8  percent  in  1968-69.  In  later 
years,  the  proportion  would  be  even  lower,  as  other 
revenue  sources  more  closely  related  to  personal  and 
business  income  increases  would  continue  to  grow 
relative  to  total  general  fund  receipts. 

Sales  and  Use  Tax: 

Extending  sales  taxes  to  food  consumed  at  home, 
services,  and  utilities  is  considered  in  Chapter  I.  Tax- 
ing food  would  initially  generate  very  nearly  the 
same  additional  revenue  as  the  suggested  rate  change, 
but  would  produce  revenues  growing  less  rapidly 
over  time.  This  alternative  was  rejected  primarily  be- 

'  The  term  "outgro"  is  that  used  currently  in  the  Governor's 
budget  and  differs  from  expenditures  only  by  minor  amounts 
transferred  to  special  funds  from  the  general  fund. 
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cause  of  the  demonstrated  regressivity  of  food  taxa- 
tion. 

Taxing  services  (other  than  medical,  dental,  legal, 
etc.)  would  produce  about  .$90  million  in  1965-66  and 
subsequent  revenues  would  increase  apace  with  the 
yield  on  items  presently  taxed.  Likely,  such  action 
would  add  progressivity  to  the  sales  tax  burden.  Prob- 
lems of  implementation  and  administration,  however, 
weaken  the  argument  for  its  adoption. 

Imposing  a  sales  tax  on  utilities  would  produce 
about  $110  million  of  revenue  in  1965-66,  and  sub- 
sequent revenues  would  grow  slightly  faster  than 
receipts  from  sales  of  goods  presently  taxed.  The  utili- 
ties in  question  include  telephone,  telegraph,  electric- 
ity, gas,  and  water.  It  is  believed,  however,  that  such 
action  would  produce  more  adverse  business  price 
and  production  adjustments  than  would  result  from 
increasing  the  present  rate.  Further,  there  appears 
to  be  slightly  more  regressivity  involved  in  taxing  gas 
and  electricity  than  would  be  present  in  food  tax- 
ation. 

A  rate  increase  from  3  percent  to  3^  percent  is 
suggested  on  the  bases  of  its  negligible  impact  on 
the  business  community,  its  contribution  to  re-estab- 
lishing prior  relationships  between  taxes  on  consump- 
tion, income,  and  wealth,  and  its  minimal  adverse 
contribution  to  the  distribution  of  the  burden  of  aU 
State  taxes.  On  this  latter  point,  the  primary  regres- 
sivity element  in  the  sales  tax  appears  to  be  relevant 
with  respect  to  incomes  in  excess  of  .$7,500  per  year — • 
72  percent  of  the  State's  families  had  incomes  less 
than  this  amount  in  1960-61.  The  latter  group  of 
families  bear  roughly  a  proportional  burden,  if  not 
one  slightly  progressive. 

Tax  revisions  considered  elsewhere  in  this  study  of 
the  California  tax  structure  very  likely  will  suggest 
rate  and  other  provision  changes  which  will  be 
progressive  in  nature,  as  regards  the  distribution  of 
the  burden  of  State  taxes.  The  primary  general  fund 
revenue  sources  not  included  in  this  report  are  the 
personal  income,  bank,  and  corporation  taxes.  Prob- 
able revisions  of  any  of  these  taxes  would  increase 
their  present  progressivity  features — progressivity 
which  would  be  particularly  applicable  to  those  in- 
come groups  whose  sales  tax  burden  is  smaller  rela- 
tive to  their  income  than  is  the  case  for  lower  income 
groups. 

Cigaretie  Tax: 

Of  the  48  states  which  tax  cigarettes,  only  6  have 
rates  of  less  than  4  cents  per  pack.  The  average  tax 
of  all  taxing  states  is  6  cents.  The  most  common  rate 
is  8  cents  per  pack,  this  rate  being  imposed  by  13 
states.  Regressivity  in  the  cigarette  tax  is  apparent. 
It  is  not  clear,  however,  that  the  regressivity  in  ciga- 
rette taxation  should  aflFeet  public  policy  determina- 


i 
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tion  in  the  same  manner  that  regressivity  in  taxinf 
food,  for  example,  might  affect  it. 

Horse  Racing: 

The  suggestion  to  legalize  night  horse  racing  ha.' 
economic  and  public  policy  implications  quite  dif 
ferent  than  are  present  in  any  of  the  other  sugges- 
tions made  here.  It  is  urged  that  early  consideration 
of  this  proposal  and  other  techniques  to  optimize 
horse  race  revenues  be  undertaken  by  the  Racing 
Board,  members  of  the  racing  associations,  the  Legis- 
lature, and  other  interested  parties. 

Excise  Tax  on  Beer: 

All  50  American  states  levy  a  tax  on  beer.  The 
median  rate  is  10  cents  per  gallon.  Only  5  states  have 
a  lower  tax  than  California.  It  is  true  that  some  states 
exempt  beer  from  sales  taxes  at  the  retail  level,  and 
a  calculation  of  a  combined  excise  and  sales  tax  on 
beer  would  move  California  up  the  tax  list  somewhat. 
The  suggested  increase  in  the  tax  on  beer,  from  4 
cents  per  gallon  to  8  cents  per  gallon,  would  in- 
crease the  price  to  the  final  consumer  by  9  cents  per 
case  of  24  12-ounce  containers,  if  the  increase  in  tax 
were  fully  shifted  forward.  It  is  believed  that  the 
demand  for  beer  is  quite  inelastic  and  that  the  ad- 
tional  tax  would  be  shifted  forward,  with  consequent 
minimal  repercussions  on  the  brewing  industry. 

The  contention  that  beer  is  the  poor  man's  drink 
appears  to  need  some  qualification,  for  fragmentary 
data  available  concerning  consumption  habils  by  in- 
come class  lead  to  the  conclusion  that  the  burden  re- 
sulting from  beer  taxation  is  roughly  proportional 
for  incomes  of  less  than  $7,500  per  year.  To  illustrate 
the  significance  of  the  California  beer  excise  tax  to 
family  budgets,  it  is  estimated  here  that  if  the  sug- 
gested increase  in  beer  taxes  were  adopted,  the  re- 
sulting increase  in  tax  burden  for  the  average  family 
in  the  $4,000  -  $5,000  annual  income  class  would  be 
less  than  $1.25  per  year. 

Special  Excise  on  Tobacco  Products, 
Other  Than  Cigareftes: 

When  the  cigarette  tax  was  adopted  in  1959,  the 
major  argument  against  levying  an  excise  tax  on  other 
tobacco  products  was  that  a  similar  tax.  initially  paid 
by  distributors,  as  in  the  case  of  cigarettes,  could  not 
be  shifted  forward  in  the  retaU  price  for  those  tobacco 
products  advertised  nationally  at  a  certain  retail 
price.  This  argument  becomes  irrelevant  if  legislation 
IS  adopted  to  levy  a  special  excise  tax  superimposed 
on  the  retail  price  of  cigars,  for  example.  If  such  a 
tax  would  create  serious  administrative  problems, 
there  is  the  precedent  of  16  states  which  do  impose 
a  tax  on  tobacco  products,  other  than  cigarettes,  at 
the  wholesale  level.  Whatever  the  rationale"  for  taxing 
cigarettes,  it  certainly  appears  to  extend  to  the  taxa°- 
tion  of  other  tobacco  products.  Taxing  other  tobacco 
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iroducts  would  remove  inequities  as  between  cigarette 
nd  other  tobacco  consumers. 

Vine  Tax: 

The  present  structure  of  wine  tax  rates  in  Califor- 

lia  has  remained  unchanged  since  1937.  Concerning 

Iry  wine,  California 's  rate  of  1  cent  per  gallon  is  the 

owest  of  all  states — the  next  lowest  being  10  cents  per 

allon.  As  regards  sweet  wine,  again  California's  rate 

)f  2  cents  per  gallon  is  the  lowest  of  all  states — and 

igain  the  next  lowest  rate  is  10  cents  per  gallon.  The 

suggested  increase   of  tax  on   dry  wine  to   8   cents 

per  gallon  and  on  sweet  wine  to  10  cents  per  gallon 

would  result  in  minimal  price  increases  to  the  con- 

,sumer  and,  it  is  believed,  would  have  no  perceptible 

limpact  on  wine  producers.  Finally,  increasing  the  tax 

on  wine  would  reduce  present  inequities  which  exist 

between  wine  and  other  alcoholic  beverage  producers. 

Cigaretie  Tax  Discount: 

Accompany  the  suggestion  to  eliminate  the  ciga- 
rette tax  discount  is  a  suggestion  to  move  from  a 
tax  indicia  (stamp  or  meter  impression)  require- 
ment to  one  in  which  distributors  use  the  invoice 
method  of  calculating  the  amount  of  tax  to  remit  to 
the  State.  Presently  there  are  inequities  among  vari- 
ous distributors  who  experience  different  costs  in  affix- 
ing the  indicia  and,  further,  there  is  a  completely 
uneconomic  use  of  resources  required  by  existing 
legislation.  Arguments  relative  to  this  suggestion 
have  been  advanced  in  recent  legislative  hearings, 
and  there  is  little  additional  information  which 
could  be  advanced  here.  At  a  time  when  the  cigarette 
tax  rate  itself  is  under  consideration,  however,  it  is 
imperative  to  re-open  the  question  at  least  as  regards 
the  size  of  the  discount.  Eliminating  the  tax  indicia 
requirement  would  currently  produce  additional  reve- 
nue in  excess  of  $2  million  annually  to  the  State.  An 
increase  in  the  cigarette  tax  rate  should  at  the  very 
least  be  accompanied  by  a  proportionate  reduction  in 
the  discount  allowed  to  prevent  a  completely  unde- 
served windfall  accruing  to  cigarette  distributors. 

Tofal  State  and  Local  Sales  and  Use  Tax: 

If  the  suggestions  presented  above  were  adopted, 
the  combined  State  and  local  sales  tax  would  amount 
to  4|  percent.  Obviously  pressures  would  develop  to 
allow  local  governments  to  increase  their  sales  tax 
rate  to  1^  percent,  making  a  total  rate  of  5  per- 
cent. Other  reports  in  this  study  cover  local  govern- 
ment fiscal  problems.  It  would  be  inappropriate  to 
attempt  to  anticipate  the  findings  presented  there,  but 
one  might  speculate  about  reinforcing  local  revenues, 
presently  predominantly  property  taxes,  with  addi- 
tional sales  tax  revenues  which  are  far  less  regressive 
in  nature. 


ALTERNATIVE  SUGGESTIONS 

It  is  impossible  to  speculate  productively  concern- 
ing the  likelihood  of  legislative  approval  of  any  or 
all  of  the  foregoing  suggestions.  The  suggestion  to 
increase  the  sales  tax  carries  with  it  a  small  mechan- 
ical problem,  if  the  total  State  and  local  rate  were  to 
become  4|  percent.  Calculation  of  the  amount  of  tax 
by  retail  clerks,  and  its  verification  by  the  customer, 
would  be  made  more  difScult.  Tax  tables,  now  almost 
universally  used,  would  simplify  the  problem,  but  the 
admitted  disadvantage  of  the  ^  cent  component  of 
the  rate  cannot  be  ignored.  If  the  original  suggestion 
to  raise  the  State  sales  tax  rate  to  3|  percent  is  re- 
jected for  this,  or  for  other  reasons,  it  is  believed  that 
the  following  alternative  suggested  changes  would 
more  nearly  conform  to  the  stated  criteria  for  choice 
among  tax  alternatives  than  would  any  other  combi- 
nation of  changes.  There  follow,  in  summary  form, 
alternative  possible  changes  in  the  Revenue  and  Taxa- 
tion Code,  ranked  by  additional  revenue  which  would 
be  produced  during  fiscal  year  1965-66. 


$119  million- 
39  miUion- 
39  miUion- 

17  million- 

11  milUon- 

8  million- 

6  million — 
2  million- 


increase  cigarette  tax  to  8  cents  per 

pack. 

-extend  sales  taxes  to  telephone  and 

telegraph  services. 

-legalize    night    horse    racing     (this 

source  likely  could  not  become  fully 

effective  until  1966-67). 

-increase  tax  on  distilled  spirits  to 

$2.00  per  gallon. 

-increase  tax  on  beer  to  8  cents  per 

gallon. 

-impose  a  special  excise,  at  the  retail 

level,  on  tobacco  products,  other  than 

cigarettes,  approximating  15  percent 

of  wholesale  price. 

increase  tax  on  dry  wine  to  8  cents 

per  gaUon  and  on  sweet  wine  to  10 

cents  per  gallon. 

eliminate  cigarette  tax  discount. 


241  million     Total 

Estimated  total  revenues  which  would  be  produced 
by  the  above  tax  revisions  are  $70  million  less  than 
those  of  the  original  suggestions.  The  two  tax  sources 
included  above,  not  previously  analyzed,  are  taxes 
on  distilled  spirits  and  sales  taxes  on  telephone  and 
telegraph  services. 

Excise  Tax  on  Distilled  Spirits: 

If  distilled  spirits  were  taxed  at  $2.00  per  gallon, 
rather  than  at  the  present  rate  of  $1.50  per  gallon, 
10  of  the  31  states  not  having  a  liquor  monopoly 
would  still  have  higher  levies  than  California.  It  is 
believed  that  an  additional  10  cents  tax  per  one-fifth 
gallon  of  distilled  spirits  would  not  measurably  dis- 
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courage  consumption.  Finallj%  fragmentary  evidence 
concerning  cousuniption  habits  suggests  that  this  tax 
is  generally  progressive. 

Sales  Tax  on  Telephone  and  Telegraph  Services: 

Thirty-two  states  impose  a  sales  or  gross  receipts 
tax  on  telephone  and  telegraph  services.  One  addi- 
tional state  taxes  only  telephone  services.  Receipts 
from  this  source  might  well  increase  at  a  slightly 
faster  rate  than  general  sales  tax  receipts.  Adoption 
of  a  sales  tax  on  telephone  aud  telegraph  services 
would  have  a  significant  impact  on  the  business  users 
of  these  services,  since  approximately  50  percent  of 
all  receipts  from  these  services  are  from  commercial 
users.  Given  available  data,  it  is  impossible  to  predict 
the  distribution  of  the  tax  burden  which  would  result 
from  such  a  tax,  but  it  appears  very  likely  that  it 
would  be  only  mildly  regressive,  if  at  all. 

Problems  Requiring  Further  or  Future  Analysis: 

There  follows  a  list  of  obvious  areas  in  which  fur- 
ther research  is  needed.  Some  of  these  research  needs 
would  be  a  consequence  of  the  adoption  of  some  of 
the  suggestions  of  this  report,  and  some  of  them  stem 
from  its  limitations. 

1.  Methods  of  optimizing  revenues  from  horse  rac- 
ing need  further  examination.  The  predicted  revenue 
which  would  result  from  legalizing  night  racing  are 


admittedly  very  crude — conditions  attached  to  night 
racing  could  appreciably  influence  revenue  to  the 
State  from  it.  What  are  the  consequences  to  the  asso- 
ciations, to  horse  breeders,  and  to  the  public  of  ex- 
tending the  number  of  racing  days  or  the  number  of 
races  per  day?  These  are  only  some  of  the  questions 
to  which  answers  presently  can  only  be  conjectural, 

2.  Methods  of  optimizing  revenues,  both  state  and 
local,  from  alcoholic  beverage  licenses  need  further 
examination. 

3.  If  additional  taxes  are  levied  on  alcoholic  bev- 
erages, it  would  be  most  useful,  in  the  interest  of 
future  legislation,  to  have  analyses  available  indicat- 
ing the  extent  to  which  additional  taxes  have  been 
shifted  forward,  and  the  extent  to  which  business  in- 
terests have  been  impaired. 

4.  A  thorough  study  concerning  the  devising  of 
an  equitable  plan  for  extending  sales  taxes  to  services, 
and  the  efficient  administration  of  such  a  plan,  is 
indicated. 

5.  The  effects  of  extending  sales  taxes  to  utilities 
deserve  continuing  study. 

6.  A  comprehensive  study  of  the  burden  of  taxa- 
tion borne  by  California  families,  by  income  class, 
of  Federal,  State  and  local  taxes  has  never  been  un- 
dertaken. Such  a  study  should  be  a  prior  condition 
to  future  revision  of  the  state  tax  structure. 


CHAPTER  I 

RETAIL  SALES  AND  USE  TAXES 

tion  of  the  thirty-seven  states  grouped  by  rate  size. 

The  Naiionol  Pottern:  California 's  rate  of  3  percent  falls  in  the  modal  class. 

Thirty-seven  states  have  a  general  sales  or  gross  Pennsylvania    with  a  5  percent  rate,  establishes  the 

receipts  tax.   In  their  fiscal  years  ending  m  1963  present  upper  extreme. 

these  states  received  total  revenues  in  the  amount  of  oissimUarities  of  an  extremely  conplex  nature  are 

$5,539  000  000  from  sales  ^-f -- J-^Jj^^^/^./:  !  found  among  the  various  taxing  states  when  one  turns 

cent  of  the  total  revenues  of  all  fifty  states  is  _ac  Question  of  exempted  goods  and  services.  In 

counted  for  by  this  sum.   It  should  be  emphasized  ll^lTtTclmovnia,  28'itates  tax  food  for  consump- 

that  the  term  "general  sales  or  gross  receipts  tax  contrast  to  o                                      ^^^  telephone  and 

expressed  here  in  the  abbreviated  form  as     sales  tax  f,"^  ^V fe^eeT  (1  of  these  taxes  only  telephone) , 

excludes  excise  taxes  of  a  selective  nature   eg    those  'gf  1'^^^^^,™^^^^^  electricity  sales  (1  of  these  taxes 

on  motor  fuel  and  tobacco  products.  Only  the  com-  33  state   tax    as  ad             ^^  y^^.        ^    ^^^  24  states 

bination  of  motor  vehicle  licenses  and  motor   fuel  JJ  ^^^^^^s  Generalizations  about  the  sales  tax 

excises  approaches  the  sales  tax  as  the  mainstay  of  t^™^^  characteristics  of  the  37  taxing  states  are 

state  finance;  and,  together  these  revenues  provide  ^^^^^/SlTsh.  Even  the  rates  shown  in  Table 

about  one-half  of  all  state  tax  receipts.  Table  1  pre-  ^"^fj^  '^^f^^            ,^^  fo,  certain  goods  and 

sents  the  ten  states  with  the  largest  sales  ^x  revenues  L^ees  f or^ertain  states.  Reference  should  be  made 

ranked  by  size  of  receipt.  California  led  the  hst  m  ™^^^^  ^  ^^^^^  ^  detailed  presentation  is  made 

1963  by  an  appreciable  margm,  with  total  receipts  of  to  Appendix  ^                 ^^  ^^^  ^^^.^^^  ^^^,^^ 

$813,310,000.  Of  the  most  populous  states  only  New  ot  rates  ana  ex     p 

U  with  no  sales  tax,  is  missing  from  this  table.  3/^J-f  ^/^  ^^^^^^^^ 

Sales  tax  rates  in  the  various  taxing  states  range  ^^^."'/elative  sales  tax  revenue  size.  In  addition, 

from  2  to  5  percent,  with  a  3  percent  rate  being  tHe  ^^^  ^^^^^  ^^^  ^^^^  .^  ^^^^  together  with  informa- 

most  common.  Table  2  contains  a  frequency  distnbu-  ^.^^  pertaining  to  the  status  in  other  states  of  the 

,  ^,     ,  major  exemption  categories  prevailing  in  California. 

T°ble  1  Washington  tops  the  list  with  55  percent  of  total  state 

TEN  STATES  RECE.VING  LARGEST  REVENUES  accounted  for  by  the  sales  tax.  California, 

PROM  S^A^^If  J'^o'V'recII'p?'''"'""  Sth  32  percent,  is  exactly  at  the  median  for  this  array 

Revenues                                                                           State  of  States. 
(In  thousands) 

$813,310    *^^^^^  lUinoh  ^''^  California  Experience: 

499  884    :::::::::::::::::::MicMgan  California's  fiscal  problems  had  become  serious  in 

397:770   :::::::: ""^LlSn  the  early  1930's.  property  taxpayers,  in  particular, 

^Vil -i::::::::::::::::::::^'^^^^  were  suffering  and  the  tax  base  supporting  the  public 

19i;339    ^l^lfj^^  schools  had  been  badly  eroded. 

m  965 ::V:~::":":r:/-":::Georsia  r^^^  detail  Sales  Tax  Act  of  1933  was  adopted,  with 

SOURCE:  united  States  Department  of  Commerce,  Compendium  purpOSe  of  shifting  part  of  the  COSt  of 

o;  stau  aovemment  ..nance,  .sss,  Ta.io  6.  p.  12.  '^^Hc  Ication  to  the  State,  and  to  non-property 

Table  2  revenue  sources.  The  initial  rate  was  2.5  percent  and 

SALES  TAX  RATES  OF  THIRTY-SEVEN  STATES  ^^^  consumption  off  the  premises  was  not  ex- 

IMPOSING  SALES  TAXES          ^^^^^ ^^  ^           ^^  ^^^,  ^^^  ^^^^  ^^^  increased  to  3  percent 

(InX'ent)                                                               ^'f'>  and  an  exemption  was  extended  to  food."  This  rate 

3 ^t  eas  ?na.electnc.ty    and  forj   St   tes  ,n  the^ 

4   t  |?Lt''v'irs"nia.  Connecticut  and  North  Carolina. 

5   '^  .  por  a  ^T^^T^^^^'Si^^^'^^^T^^n 

Total     37  «35(BerMey:   University   of   California   Press.    1939),   P. 

SOURCE :  Commerce  Clearing  House.  State  Tax  Guide.  201  «■ 

(9) 


10 


Senate  Fact  Finding  Committee  on  Kevznue  and  Taxation 

Table  3 

COMPARATIVE   RANKING  OF  THE  THIRTY-TWO  STATES  IN  WHICH  SALES 

TAX  WAS  THE   LARGEST  SOURCE  OF  REVENUE  IN   1963 
Sales  Tax                                                     Exemptiong  from  tax 

Receipts  as  a         Sales           Food  for  Telephone 

Percent  of  Total       Tax        Consumption  and  Gas  and 

State                       State  Revenue        Rate        Off-Premises  Telegraph  Electricitv         Water 

Washington    55                     4                      -  —  -  - 

Hawaii    51                    31                   -  -  -  - 

Illinois     50                     31                    -  -  -  X 

Indiana    49                     2                      -  -  -  - 

Michigan     44                     4                      -  -  -  X 

West  Virginia 44                     3                      -  -  -  - 

Arizona    40                     3                      -  IJ  li  1* 

Georgia     39                     3                      -  -  -  X 

Mississippi 37                     3}                    —  —  -  - 

Wyoming   36                     2                      -  -  -  - 

Arkansas    35                     3                      -  -  -  - 

Kansas  35                    21                   -  -  -  - 

Tennessee    34                     3                      -  -  -  - 

Utah    34                     3                      -  -  -  - 

Missouri 33                     3                      —  —  -  - 

Alabama    32                     4                      -  X  X  X 

CALIFORNIA    32                    3                    X  X  X  X 

Florida 32                     3                     X  X  X  X 

Maine 31                     4                     X  -  -  - 

Pennsylvania     31                     5                     X  —  -  X 

Connecticut 30                     31                   X  -  -  - 

Iowa   30                     2                      -  -  -  - 

Kentucky 30                    3                     -  -  -  - 

Ohio   30                     3                     X  X  X  X 

South    Carolina    30                    3                     -  -  -g  X 

Nevada     29                    2                     -  X  X  X 

New   Mexico 29                     3                      -  —  -  - 

South  Dakota 28                     2                      -  -  -  - 

Rhode  Island 27  31  X 

North  Dakota 26                     21                    -  -  -  - 

Colorado 25                     2                      -  -  -  X 

North  Carolina 25                     3                      -  _  _  _ 

Note  :  X  indicates  item  exempted.  '  Gas  exempt. 

SOURCE :  Comparative  yield  from  sales  taxes  computed  from  data  In  United  States  Depart- 
ment of  Commerce,  Compendium  of  State  Government  Finance,  19S3,  Tables  5  and  6,  pp. 
11-12.  See  notes  to  Appendix  Table  1  for  exemption  data. 


was  maintained  until  1943,  when  it  was  reduced  to 
2i  percent,  reverting  to  3  percent  on  June  30,  1949.® 
Between  1953  and  1963,  there  were  25  amendmenis 
to  the  Revenue  and  Taxation  Code  adding  or  sub- 
tracting various  exemptions  from  the  sales  tax.  To 
the  credit  of  the  fiscal  integrity  of  the  Legislature, 
although  most  of  these  changes  extended  the  list  of 
exempt  items,  their  revenue  significance  was  minimal. 
Some  of  the  changes  were  simply  to  clarify  the  orig- 
iaal  intent  of  the  law,  and  had  no  fiscal  effects.  The 
only  changes  with  a  predicted  revenue  consequence 
in  excess  of  $200,000  per  year  were  the  exemptions 
of  prescription  medicines  in  1961  (estimated  revenue 
loss  $6,275,000  per  year),  extension  of  the  sales  tax 
to  the  sales  of  drive-in  restaurants  in  1963  (estimated 
revenue  gain  $7,000,000  per  year),  extension  of  the 
sales  tax  to  the  sales  of  meals  by  employee  organi- 
zations in  1963  (estimated  revenue  gain  $4,000,000 
per  year),  and  extension  of  the  sales  tax  to  the  sales 
of  motor  vehicles  by  certain  persons  other  than  deal- 

•For  the  history  of  the  California  sales  tax  from  1935  to  1950, 
see  Report  of  the  Senate  Interim,  Committee  on  State  and 
Local  Taxation,  Part  Three,  "State  and  Local  Taxes  in  Call- 
lomia:  A  Comparative  Analysis"  (1951),  pp.  35-63. 


ers  in  1963  (estimated  revenue  gain  $2,500,000  per 
year).* 

The  major  exemptions  from  the  sales  tax  under 
the  provisions  of  the  present  law  include  food  for 
consumption  off  the  premises,  gas,  electricity,  tele- 
phone and  telegraph  services,  water,  motor  vehicle 
fuels,  newspapers  and  periodicals,  sales  to  the  Fed- 
eral Government  and  the  American  Red  Cross.  Also 
exempt  are  goods  purchased  for  purpose  of  resale, 
a  variety  of  products  used  in  the  production  of  food, 
and  certain  sales  in  interstate  and  foreign  commerce.'^ 

Tax  receipts  of  $877,100,000  during  1963-64  dem- 
onstrate that  the  sales  tax  base  is  indeed  sizeable. 
These  receipts  exceed  those  of  the  previous  year  by 
7.8  percent,  and  the  predicted  receipts  for  1964-65 
are  $947  million.  Since  1949-50,  when  present  rates 
became  effective,  (and  equally  true  for  the  immediate 
post-World  War  II  period)  sales  tax  receipts  as  a 
percent  of  total  state  collections  have  been  declining. 
This  is  a  predictable  phenomenon,  since  revenues  re- 
sulting from  the  purchase  of  taxable  goods  do  not 

•  Revenue  estimates  provided  by  the  Budget  Division,  Depart- 
ment of  Finance. 

'  For  an  exhaustive  listing  of  exempt  items,  see  State  Board  of 
Equalization,  196S  Sales  and  Use  Tax  Law,  (Sacramento: 
1963),  p.  5-6. 
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jrow  apace  with  income  to  the  same  extent  as  do  some 
ilrevenue  sources,  e.g.,  the  personal  income  tax. 
'  Another  element  in  the  explanation  of  the  relative 
decline  of  the  sales  tax  is  the  fact  that  bep;inning  in 
1959-60  cigarette  taxes  were  imposed  and  personal 
income  tax  law  provisions  were  changed  to  produce 
significantly  more  revenue.  Actually,  taxable  trans- 


actions per  $100  of  personal  income  have  remained 
fairly  constant  over  the  last  decade.  This  relationship 
is  shown  in  Table  4  for  the  years  1946  to  date,  along 
with  sales  tax  as  a  percent  of  total  State  receipts,  sales 
tax  per  $100  of  personal  income,  and  sales  tax  per 
capita. 


Table  4 

CALIFORNIA  SALES  AND   USE  TAX  YIELD  AND  COMPARISONS  WITH  TOTAL 

TAX  COLLECTIONS,  PERSONAL   INCOME,  AND  POPULATION 

Sales  and  Total 

Total  General      Use  Tax,  Taxes       Sales  and  Use 

Sales  and  Use          and  Special         Percent  per  $100     Tax  per  $100  Sales  and 

Fiscal                Tax  Yield        Fund  Collections     of  Total  of  Personal    of  Personal  Use  Tax 

Year               (thousands)          (thousands)      Collections  Income          Income  per  Capita 

1946-47 $241,507                $.'570,610               42.3  $3.55               $1.50  $25.26 

1947-48 275,.566                 686,005              40.2  4.12                1.66  28.03 

1948-i9 294,565                 734,712              40.1  4.17                1.67  29.27 

1949-50 325,493                  792,605               41.1  4.44                 1.83  31.49 

1950-51 399,243                 943,534              42.3  4.81                2.03  37.51 

1951-52 417,693               1,031,944               40.5  4.54                 1.84  37.53 

19.52-53 460,110               1,100,528               41.8  4.39                 1.83  39.54 

19.53-54 465,051               1,214,788               38.3  4.56                 1.75  38.43 

1954-55 492,917               1,299,713               37.9  4.74                 1.80  39.38 

1955-56 564,225               1,497,593               37.7  4.95                 1.87  43.39 

1956-57 600,102              1,597,486              37.6  4.80                1.80  44.19 

1957-58 605,238              1,642,299              36.9  4.62                1.70  42.69 

1958-59 631,514               1,765,477               35.8  4.74                 1.70  42.84 

1959-60 709,648               2,076,788               34.2  5.07                 1.73  46.42 

1960-61 711,702              2,194,162              32.4  5.08                1.65  44.87 

1961-62 749,523              2,314,567              32.4  5.06                1.64  45.56 

1962-63 813,465               2,502,223               32.5  5.09                 1.65  47.73 

1963-64 866,500*            2,828,264*            30.6  5.40                 1.65  49.02 

1964-65 947,000*            2,960,056*            32.0  5.32                 1.70  51.83 

*  Estimated. 

SOURCE :  Computed  from  population  estimates,  income  estimates,  and  revenue  figures  contained 

in  Budget  Message  of  the  Governor  to  the  California  Legislature,  Fiscal  Year  19Si-1965, 

pp.  A-19,  A-20. 


In  addition  to  producing  revenue  for  the  State,  the 
sales  tax  is  used  by  every  city  and  county  in  Califor- 
nia, except  for  one  municipality  (Villa  Park)  in 
which  there  are  no  retail  stores.  A  1  percent  rate  is 
imposed,  collections  are  made  by  the  Board  of  Equal- 
ization, and  proceeds  are  remitted  quarterly  to  the 
local  government.^  Adoption  of  the  Bradley-Burns 
Uniform  Local  Sales  and  Use  Tax  Law  in  1955 
provided  a  mechanism  for  achieving  consistency  in 
local  sales  taxation  throughout  the  State. 

This  law  authorizes  any  county  to  enact  a  1 
percent  sales  and  use  tax  ordinance.  As  a  condi- 
tion, however,  the  ordinance  must  include  provi- 
sions similar  to  those  of  the  Sales  and  Use  Tax 
Law  and  must  among  other  things  provide  that 
the  county  contract  with  the  State  Board  of 
Equalization  for  the  performance  by  the  latter 
of  functions  incident  to  the  administration  of  the 
tax,  and  allow  credits  for  city  sales  and  use  taxes 
imposed  at  rates  of  1  percent  or  less  pursuant  to 


'  The  1  percent  rate  is  a  composite  city-county  rate.  Proceeds  are 
split  in  a  ratio  locally  determined.  The  Board  of  Equaliza- 
tion makes  an  administrative  charge  approximating  1.5  per- 
cent of  the  funds  collected  for  local  distribution.  For  charges 
for  recent  years,  see  Board  of  Equalization,  Annual  Report 
1962-6S,  Table  3A,  p.  A-5.  Minor  exceptions  from  the  city- 
county  tax  are  noted  in  the  text. 


ordinances  containing  provisions  generally  simi- 
lar to  those  required  to  be  incorporated  in  the 
county  ordinance. 

At  the  present  time  there  is  a  difference  be- 
tween the  base  against  which  the  State  applies 
its  3  percent  sales  and  use  tax  and  the  base 
against  which  the  local  governments  apply  their 
1  percent  sales  and  use  tax.  The  major  portion 
of  this  difference  results  from  exemptions  pro- 
vided at  the  local  level  to  the  purchase  and  sale 
of  goods  for  use  in  transportation,  communica- 
tions, or  distribution  of  electricity  or  gas.  The 
exemptions  stemmed  from  the  difficulty  of  de- 
termination of  situs  of  the  use  of  goods.* 

It  was  estimated  in  the  source  quoted  that  these  ex- 
emptions resulted  in  the  loss  of  $3.4  million  in  reve- 
nue to  cities  and  counties  in  1961-62,  and  arguments 
are  presented  there  for  the  removal  of  the  exemptions. 

Equity  of  fhe  Sales  Tax: 

The  question  of  what  constitutes  equity  in  taxa- 
tion is  far  from  a  settled  matter.  Prior  questions, 


0  The  quoted  material  is  taken  from  Report  of  the  Senate  Fact 
Finding  Committee  on  Revenue  and  Taxation,  "A  Study  of 
the  Feasibility  of  Increasing  State  and  Local  Government 
Revenues  from  Selected  Taxes"  (1963),  pp.  36-37. 
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however,  are  who  pays  the  taxes  and  what  is  the  dis- 
tribution of  the  tax  burden.  Answers  in  quantitative 
terms  to  the  latter  questions  are  a  necessary  condi- 
tion before  one  can  introduce  equity  as  a  criterion 
for  judging  the  merits  of  proposed  changes  in  tax 
laws.  An  attempt  will  be  made  here  to  determine  the 
dollar  burden  resulting  from  the  imposition  of  the 
sales  tax,  together  with  the  dollar  burden  expressed 
as  a  ratio  to  income  for  spending  units  in  different  in- 
come levels. 

In  1958  a  study  entitled  "Distribution  of  the 
Burden  of  California  Sales  and  Other  Excise  Taxes" 
was  completed  for  the  State  Board  of  Equalization 
by  this  author.^"  The  purpose  of  this  study  was  to  im- 
pute a  tax  distribution  to  California  spending  units 
accounting  for  the  total  revenue  from  all  Board  ad- 
ministered taxes.  Spending-unit  data  used  in  the 
analysis  were  those  gathered  in  the  Survey  of  Con- 
sumer Expenditures  in  1950,  conducted  by  the  U.  S. 
Bureau  of  Labor  Statistics,  and  tax  rates  applied 
were  those  prevailing  in  1958.  Data  becoming  avail- 
able only  recently  allow  for  the  up-dating  of  the  1958 
Burden  Study.  The  U.  S.  Bureau  of  Labor  Statistics 
has  surveyed  in  great  detail  the  expenditure  and  in- 
come patterns  of  810  families  and  single  consumers 
in  the  Los  Angeles,  San  Francisco,  and  Bakers- 
field  Standard  Metropolitan  Statistical  Areas.^'  The 
position  is  taken  that  one  can  with  reasonable  accu- 
racy infer  the  relevant  economic  characteristics  for  all 
spending  units  in  the  State  from  this  carefully  chosen 
sample. 

Table  5,  which  follows,  shows  the  computed  direct, 
indirect,  and  total  burden,  by  income  class,  for  the 
sales  tax.  The  direct  burden  is  calculated  from  the 
detailed  expenditure  budgets  shown  in  Appendix  3. 


">  William  H.  Hickman,  "Distribution  o(  the  Burden  of  California 
Sales  and  Other  Excise  Taxes,"  Sacramento :  State  Board  of 
Equalization,  1958.  This  publication  will  frequently  be  re- 
ferred to  hereafter  as  the  1958  Burden  Study. 

"  Bureau  of  Labor  Statistics,  United  States  Department  of  Labor 
Reports  No.  237-72  January  1964,  237-70  March  1964,  and 
237-52  April  1964.  Frequent  use  is  made  of  data  taken  from 
these  sources.  Future  reference  to  them  "will  be  as  the  1960- 
61  BLS  Surveys.  Further  documentation  will  not  be  pre- 
sented, since  most  data  used  here  will  have  been  merged 
from  the  three  reports. 


The  indirect  burden  derives  from  the  assumption  thai 
the  business  community  shifts  the  entirety  of  sales 
taxes,  paid  by  them  on  goods  consumed  in  the  con- 
duct of  their  business,  forward  to  the  buyer  of  goods 
and  ultimately  to  the  final  consumer  in  the  form  of 
higher  prices.^^  The  indirect  burden  allows  for  taxable 
purchases  of  governmental  units,  for  which  no 
meaningful  opportunity  for  shifting  exists.  Total 
Board  of  Equalization  sales  tax  receipts  not  accounted 
for  by  aggregate  family  expenditure  budgets,  or  by 
the  purchases  of  governments,  are  attributed  as  an 
indirect  burden  to  spending  units  in  proportion  to 
their  spending  relative  to  total  private  spending.^' 
The  consequence  of  this  assumption  is  to  impute  a 
sales  tax  ingredient  in  the  retail  price  of  all  goods 
and  services,  even  those  exempt  from  sales  taxation 
de  jure.^* 

Judgments  concerning  equity  in  taxation  are  nor-| 
mally  related  to  the  concepts  of  progressivity,  propor- 
tionality, or  regressivity.  Each  of  these  concepts  re- 
flects a  dollar  tax  burden  relative  to  an  income  base, 
and  is  defined  by  tax  relative  to  income  increasing, 
being  constant,  or  decreasing  as  one  moves  from 
lower  to  higher  income  classes.  The  relative  burdens 
shown  in  Table  5  have  been  computed  with  the  in- 
come base  "money  income  after  taxes"  plus  "other 
money  receipts"  and  "value  of  items  received  with- 
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"  For  a  critical  appraisal  of  this  assumption,  together  with  an 
exhaustive  review  of  the  literature  concerning  size  distribu- 
tions of  excise  tax  burdens,  see  Douglas  H.  Eldrige,  "Distri- 
butional Effects  of  Excise  and  Sales  Taxes,"  Compendium  of 
Papers  on  Excise  Tax  Structure,  Committee  on  Ways  and 
Means  (Washington:  Government  Printing  Office,  1964). 

"  See  Appendix  2  for  a  more  detailed  explanation  of  the  concept 
of  the  indirect  burden  and  the  method  of  its  calculation.  All 
entries  in  Table  5  are  based  on  the  methodology  and  assump- 
tions used  in  the  1958  Burden  Study,  with  a  few  exceptions, 
occasioned  by  an  absence  of  required  data,  noted  In  Ap- 
pendix 3.  Reference  should  be  made  to  Appendices  2  and  3 
for  a  full  explanation  of  the  derivation  of  the  1960-61  burden 
magnitudes. 

"  The  indirect  burden  described  In  this  paragraph  does  not  allow 
for  the  fact  that  some  sales  taxes  paid  by  businessmen  be- 
come a  component  in  the  price  of  goods  sold  outside  of  Cali- 
fornia. Further,  no  allowance  is  made  for  sales  taxes  which, 
in  a  sense,  are  shifted  to  the  Federal  Government  "when  they 
are  itemized  as  deductions  in  calculating  Income  subject  to 
tax  at  the  Federal  level.  Allowance  for  these  two  refinements 
would  lower  the  computed  burden  slightly  at  all  levels,  and 
■would  make  the  total  burden  slightly  more  regressive  than 
the  figures  in  Table  5  would  indicate. 


Table  5 

DIRECT,  rNDIRECT,  AND  TOTAL   BURDENS  FOR  CALIFORNIA   FAMILIES  IN 

1960-61    RESULTING    FROM    RETAIL  SALES  AND   USE  TAX,   IN    ABSOLUTE 

TERMS  AND   RELATIVE  TO   INCOME,  AT  CURRENT  TAX   RATES 

Annual  net                             Direct                                 Indirect  Total 

income  class              Absolute           Relative       Absolute  Relative      Absolute             Relative 

$l,000-$2,000 $20.49                1.13%         $11.44  .63%         $31.93                1.76% 

2,000-  3,000 28.72                1.02              14.90  .53              43.62                1.5.5 

3,000-  4,000 49.58                1.30              20.68  .54              70.26                1.84 

4.000-  5.000 55.50                1.17              25.05  .53              80.55                1.70 

5,000-  6,000 72.43                1.23              30.99  .52            103.42                1.75 

6,000-  7,500 102.84                 1.44               40.30  .56             143.14                 2.00 

7,500-10.000 108.83                 1.23               45.99  .52             1.54.82                 1.75 

10,000-15,000 145.29                1.22              57.08  .48            202.37                1.70 

15,000   and   over__  241.97                 1.17               98.28  .47             340.25                 1.67 

SOURCE :  See  text  and  Appendix  3. 
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out  expense. ' '  ^'  This  concept  of  income  most  closely 
approximates  that  of  "disposable  income".  Choice  of 
income  base  is  of  paramount  importance  in  establish- 
ing tax  burden  proportionality,  or  its  lack.^*  Aside 
from  the  conviction  that  the  utilized  concept  of  in- 
come is  the  most  meaningful  (as  regards  persons  hav- 
ing a  capacity  to  bear  tlie  burden  of  State  taxes),  its 
use  provides  the  distinct  advantage  of  allowing  com- 
parison of  the  1960-61  burden  distribution  with  that 
previously  mentioned  for  1950,  since  the  income  base 
definitions  are  almost  identical  for  both  time  periods. 

A  graphic  comparison  of  the  total  relative  burden  of 
the  sales  tax  for  1960-61  and  1950  is  shown  in  Figure 
1.^"  It  is  immediately  apparent  that  the  two  burden 
patterns  have  almost  identically  the  same  shape,  but 
that  the  1960-61  pattern  is  uniformly  lower  through- 
out the  entire  income  range.  The  similarity  of  patterns 
is  startling,  but  in  part  is  explainable  by  the  fact  that 
the  assumptions  underlying  the  calculations  of  the  two 
series  are  almost  identical.  Further,  the  basic  economic 
data  are  those  collected  by  the  same  source  (Bureau 
of  Labor  Statistics),  using  very  similar  sampling  tech- 
niques and  income-consumption  component  definitions. 
The  downward  shift  of  the  1960-61  burden  pattern 
conforms  explicitly  with  the  fact  that  sales  tax  per 
$100  of  personal  income  has  declined  from  $2.0-3  in 
1950-51  to  $1.65  in  1960-61,  as  shown  in  Table  4. 

It  would  be  difficult  to  characterize  the  overall  pat- 
tern of  the  1960-61  sales  tax  burden  distribution  as 
being  other  than  roughly  proportional.  Within  the 
overall  pattern,  however,  there  appear  to  be  two 
segments — incomes  less  than  $7,500  and  incomes  in 
excess  of  this  amount.  J\Iild  progressivity  might  be 
asserted  to  be  observable  for  spending  units  in  the 
first  segment — 72%  of  the  State's  families  had  annual 


15  These  measures  of  income  are  provided  by  tlie  1960-61  BL.S 
Sur\'eys.  The  utilized  income  base  is  "total  money  income 
during  the  survey  year  of  all  family  members  from  wages 
and  salaries  (including  tips  and  bonuses)  after  deduction 
for  such  occupational  expenses  as  tools,  special  required 
equipment,  and  union  dues :  net  income  from  self-employ- 
ment; and  income  other  than  earnings  such  as  net  rents, 
interests,  dividends.  Social  Security  benefits,  pensions,  dis- 
ability insurance,  trust  funds,  small  gifts  of  cash,  regular 
contributions  for  support,  public  assistance,  or  other  govern- 
mental payments.  The  value  of  two  nonmoney  items — food 
and  housing  received  as  pay — were  counted  as  money  income 
and  as  expenditures.  From  this  total  is  deducted  personal 
taxes.  Federal  and  State  income  taxes,  and  personal  property 
taxes.  Added  are  inheritances  and  occasional  large  gifts  of 
money  less  taxes,  legal  fees,  and  other  expenses  required  to 
obtain  such  receipts ;  and  net  receipts  from  the  lump-sum 
settlement  of  fire  and  accident  insurance  policies.  Gifts  and 
inheritance  in  the  form  of  real  estate,  securities,  and  other 
property  were  not  included  unless  they  had  been  sold  during 
the  survey  year.  Finally,  there  has  been  added  to  the  income 
base  the  estimated  money  value  of  goods  and  services  re- 
ceived as  gifts,  in  exchange  for  trading  stamps,  or  from 
public  or  private  welfare  agencies,  and  of  all  goods  and 
services  received  as  pay  except  food  and  rent,  as  well  as 
employer's  contributions  to  health  insurance  plans." 

"See  David  G.  Davies,  "The  Relative  Burden  of  Sales  Taxation: 
A  Statistical  Analysis  of  California  Data,"  American  Journal 
of  Economics  and  Sociology,  April  1960,  pp.  289-296.  By 
employing  several  different  income  bases — gross  income,  net 
income,  and  disposable  receipts — Davies  is  able  to  demon- 
strate for  1950,  using  the  California  sales  tax  as  an  example, 
that  tills  tax  was  regressive  in  the  first  two  instances  and 
progressive  in  the  case  of  the  base  being  disposable  receipts. 
The  concept  of  income  used  in  this  study  differs  from  the 
three  used  in  the  Davies  article. 

"The  burden  for  the  income  class  "under  $1,000"  for  1950  Is 
not  shown,  since  this  income  class  is  not  used  in  the  1960-61 
tax  burden  distribution. 


incomes  less  than  $7,500 — followed  by  mUd  regress- 
ivity  in  the  upper  income  brackets.  Certainly,  the  view 
widely  held  prior  to  the  last  decade  concerning  the 
regressivity  of  sales  taxation  is  not  borne  out  by 
examination  of  the  empirical  evidence. 


Revenue  and  Other  Effects  of  Rate  Changes  or 
Removal  of  Some  Exemptions: 

An  effort  will  be  made  here  to  estimate  State  revi 
enue  changes  resulting  from  various  changes  in  th((< 
Revenue  and  Taxation  Code  pertaining  to  the  sales 
tax.  In  addition,  these  changes  in  tax  rates  or  exemp- 
tions will  be  related  to  the  distribution  of  the  exist- 
ing burden  of  the  sales  tax  developed  earlier  in  this 
chapter,  for  the  purpose  of  predicting  whether  the 
changes  in  question  would  reduce  or  increase  inequities 
among  taxpayer  income  groups.  Finally,  there  is  the 
question  whether  these  tax  changes  would  adversely 
afEect  business  decisions  concerning  production  or  loca- 
tion, with  a  resultant  impact  on  California  income  and 
employment.  Only  fragmentary  evidence  is  available 
relating  to  the  latter  question,  and  it  is  specifically 
conceded  that  this  is  an  area  in  which  additional 
research  is  indicated. 

(1)  One  alternative,  which  immediately  presents 
itself,  is  to  increase  the  basic  rate  from  3  percent  to 
some  higher  rate.  The  position  is  taken  here  that  if 
State  rates  of  3^  percent  or  4  percent  were  adopted, 
sufficient  accuracy  in  predicting  revenue  is  achieved 
by  assuming  the  resulting  increase  in  price  of  goods  to 
the  final  consumer  would  not  reduce  the  physical 
volume  of  purchases  which  would  have  been  made  in 
the  al)seuce  of  such  a  sales  tax  increase.  As  a  result 
of  this  assumption,  when  the  projected  revenue  from 
the  sales  tax  at  current  rates  is  established,  the  estab- 
lished additional  revenue  to  the  State  from  a  rate 
change  is  concurrently  determined.  Table  6  contains 
projected  revenues  from  the  sales  tax  for  the  period 
1965-66  to  1973-74  at  the  current  rate,  at  a  3^  percent 
rate,  and  at  a  4  percent  rate.  Depending  on  the  rate, 

Table  6 

PROJECTED   REVENUES   FROM   SALES  TAX 

1965-66  TO   1973-74,  AT 

ALTERNATIVE   RATES 

(dollars  In  thousands) 

Additional  Revenue 
Revenue  at  existing     At  Si  percent     At  Jf  percent 


't'iscal  Year 

rate 

rate 

rate 

196.'-.-66 

$1,037,000 

$172,834 

$345,667 

1960-67 

1,11-1.000 

185,666 

371,3.33 

1907-68 

1,197.000 

199,.^00 

399.000 

1908-69 

1,285,000 

214,166 

428,333 

1969-70 

1,380,000 

2.30,000 

460,000 

1970-71 

1,478,000 

246,334 

492,667 

1971-72 

1,587,000 

264,500 

529,000 

1972-73 

1,707,000 

284,500 

569,000 

197.3-74 

1,833,000 

305,500 

611,000 

SOURCE :  The  predictive  technique  established  in  the  Joint  Leg- 
islative Budget  Committee  May  1964  report,  op.  cit.  was  used 
to  generate  the  "revenue  at  existing  rate"  series.  This  series 
differs  from  that  in  the  May  1964  report  to  the  extent  that 
two  additional  years  of  actual  sales  tax  collections  (1962-63 
and  1963-64)  were  incorporated  liere  in  calculating  the  pre- 
dicting equation.  See  text  for  derivation  of  "additional  rev- 
enue" series. 
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[additional  revenue  from  $173  million  to  $346  million 
[would  be  produced  in  1965-66  and  wovild  grow  in  pro- 
iportion  to  the  projected  jaelds  from  the  existing  rate 
'over  the  relevant  time  period. 

The  effect  of  a  rate  increase  on  the  distribution  of 
the  sales  tax  burden,  by  income  class,  woxild  be  to 
increase  the  dollar  and  relative  burden  for  each  class 
proportionately.  Though  based  on  a  variety  of  im- 
Iplieit  a.ssumptions  concerning  the  elasticity  of  demand 
I  for  taxable  goods,  it  is  believed  that  this  conclusion 
is  not  subject  to  important  qualification.  The  "shape" 
of  the  existing  tax  burden  pattern  would  be  imper- 
•  ])tibly  changed  as  a  consequence  of  a  change  in  the 
sales  tax  rate  of  the  order  described  above.  Reference 
to  Table  5  preceding,  which  shows  burdens  at  present 
rates,  provides  the  conclusion  that  a  3|  percent  sales 
tax  rate,  for  instance,  if  it  had  been  applicable  in 
1960-61,  would  have  increased  the  annual  family  dol- 
lar burdens  by  amounts  ranging  from  $5.32  for  in- 
come class  $l,000-.$2,000  to  $56.71  for  income  class 
$15,000  and  over. 

Business  firms  would  pay  approximateh'  30  percent 
of  the  additional  revenue  derived  from  an  increase  in 
the  sales  tax  rate.  It  likely  would  take  some  time  for 
this  addition  to  the  cost  of  production  to  become 
incorporated  into  the  selling  price.  After  a  period  of 
adjustment,  it  is  believed  that  this  cost  component 
would  be  shifted  forward  to  the  final  consumer  in  the 
form  of  prices  which  would  be  higher  than  they  would 
have  been  in  the  absence  of  the  tax  rate  increase.  Dur- 
ing the  adjustment  period,  part  of  the  additional 
sales  tax  paid  by  business  firms  would  be  offset  by 
resulting  reductions  in  Federal  and  State  business 
income  taxes.  In  brief,  in  the  short  run,  business 
profits  after  tax  would  probably  be  reduced  so  little 
as  a  consequence  of  an  increase  in  the  sales  tax  rate 
as  to  have  no  discernible  effect  on  production  or  em- 
ployment. Over  time,  after  price  adjustments,  it  is 
believed  that  the  entire  additional  tax  would  be 
shifted  forward  to  the  final  consumer. 

(2)  A  change  in  the  sales  tax  law  provisions  which 
would  generate  sizeable  additional  revenues  would  be 
to  remove  the  exemption  from  food  purchased  for 
home  cousumption.  Table  7  contains  the  projected 
yield  from  this  source  for  the  years  1965-66  to 
1973-74.  This  series  is  marked  by  a  relatively  slow 
growth  rate.  The  estimate  made  here  is  that  food  pur- 
chases will  increase  in  direct  proportion  to  predicted 
population  growth  and  general  price  increases.  This 
technique  results  in  a  slight  under-estimate  through- 
out the  entire  period,  inasmuch  as  it  does  not  allow 
for  growth  in  per  capita  food  consumption  in  con- 
stant dollars.  This  gro^vth,  acknowledged  in  fact,  how- 
ever, is  very  little — for  the  immediate  future  cer- 
tainly less  than  1  percent  per  year.i*  The  $179  million 


^  In  constant  dollars,  there  was  practically  no  change  in  Califor- 
nia per  capita  food  consumption  evidenced  in  the  BLS 
Surveys  during  the  decade  of  the  1950's. 


total  predicted  for  1965-66  is  approximately  equal  to 
the  additional  revenue  which  would  result  from  a 
change  in  the  basic  sales  tax  rate  to  3|  percent.  It 
will  be  noted,  however,  that  by  1973-74  the  i  percent 
rate  increase  would  yield  $60  million  more  than  the 
taxing  of  food. 

Table  7 

PROJECTED    REVENUES   FROM    REMOVING    FOOD 

EXEMPTIONS,  1965-66  TO   1973-74 

Adflitional  Revenue  From  Removing  Food 
Fiscal  Year  Exemptions  (in  thousands  of  dollars) 

1965-66 $178,600 

1966-67 186,347 

1967-68 194,240 

1968-69 202,268 

1969-70 210,423 

1970-71 218,907 

1971-72 227,733 

1972-73 236,685 

1973-74 245,749 

SOURCE:  The  estimate  for  1965-66  was  made  by  the  Division 
of  Research  and  Statistics,  State  Board  of  Equalization.  See 
text  for  explanation  concerning  subsequent  years. 

Turning  to  the  equity  question,  a  tax  on  food  con- 
sumed at  home  would  introduce  elements  of  regressiv- 
ity  into  the  sales  tax  burden  distribution.  Based  on 
consumer  expenditure  patterns  computed  from  the 
1960-61  BLS  Surveys  for  California  families,  the 
burden  of  the  3  percent  State  sales  tax  on  food  pur- 
chased for  home  consumption,  relative  to  income,  de- 
clines from  .79  percent  for  the  lowest  income  class  to 
.29  percent  for  families  in  the  income  class  "Over 
$15,000".  Tax  burden  as  a  percent  of  income  declines 
rather  smoothly  throughout  the  entire  income  range. 
The  annual  burdens,  in  dollar  terms,  increase  from 
$14.22  to  $60.68,  from  lowest  to  highest  income  ela.ss.i^ 
These  relationships  are  shown  in  Table  8. 

Table  8 

DISTRIBUTION   OF  THE    BURDEN   OF  STATE 

SALES  TAX      ON    FOOD.    IF   FOOD 

WERE   SUBJECT  TO  TAX 

Annual  net 

income  class                           Absolute  Burden  Relative  Burden 

$1,000-$2,000 $14.22  .79% 

2,000-  3.000 17..'56  .01 

3,000-  4,000 18.83  .49 

4.000-  5,000 24.33  .51 

5,0(X)-  6,000 30.22  .51 

6,000-  7,.500 37.15  .52 

7,.500-10,000 41.29  .46 

10,000-15,000 46.80  .89 

15,000  and  over 60.68  .29 

SOURCE :  See  text  and  Appendix  3. 

(3)  Several  states  impose  a  sales  tax  or  gross  re- 
ceipts tax  on  various  services,  e.g.,  laundry  and  dry 
cleaning,  printing,  and  repairs.  An  estimate  has  been 
made  by  the  State  Board  of  Equalization  that  a  3 
percent  sales  tax  on  services,  including  transporta- 
tion equipment  repairs,  personal  services  repairs,  per- 
sonal services  (primarily  beauticians,  barbers,  laun- 
derers,  and  cleaners)  transient  accommodation  rentals, 
and  amusement  admission  charges  would  yield  $87 

"See  Appendix  3  for  detail  concerning  1960-61  family  food  pur- 
chases. 
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million  in  fiscal  1965-66.  It  is  estimated  here  that 
this  would  grow  by  an  approximate  rate  of  $5  million 
annually  thereafter.  No  effort  will  be  made  to  examine 
the  equity  of  extending  sales  taxes  to  this  area  by 
analyzing  the  distribution  of  the  tax  burden  borne 
by  consumers.  It  would  be  generally  agreed,  however, 
that  the  burden  of  a  sales  tax  on  services  would  be 
considerably  less  regressive  than  taxing  food. 

(4)  Public  utilities  are  exempt  from  sales  taxes  in 
California.  Table  9  contains  data  indicating  estimated 
additional  revenue  which  would  accrue  to  the  State 
if  the  present  exemptions  were  removed  in  the  case  of 
telephone  and  telegraph,  electricity,  gas,  and  water. 
Earlier  in  this  chapter,  reference  was  made  to  the 
fact  that  many  states  impose  a  sales  or  gross  receipts 
tax  on  utilities,  e.g.,  33  states  tax  telephone  services. 
It  is  obvious  that  here  is  an  area,  as  yet  untapped  in 
California,  which  is  capable  of  producing  sizeable 
amounts  of  revenue.  Reference  to  Table  9  indicates 
that,  at  a  3  percent  State  rate,  taxing  utilities  would 
yield  an  estimated  additional  $113  million  in  1965-66. 
Implementation  of  such  a  taxing  program  would  be 
administratively  a  simple  matter,  in  view  of  the  rela- 
tively few  selling  agencies. 

Table  9 

PROJECTED   REVENUES  FROM   REMOVING 

EXEMPTIONS   FROM  VARIOUS 

UTILITIES,  1965-66  TO  1973-74 

(dollars  in  thousands) 

Telephone  and 

Fiscal  Year           Telegraph    Electricity          Gas  Water 

196.5-66 §39,200        $40,000        §26,800  $7,000 

1966-67 41,900          42,000          28,100  7,.300 

1967-68 44,700          44,100          29,500  7,500 

1968-69 47,400          46,300          30,100  7,800 

1969-70 50,100          48,600          31,600  8,100 

1970-71 52,900          51,000          33,200  8,400 

1971-72 55,600          53,600          34,900  8,600 

1972-73 58,300          56,300          36,600  8,900 

1973-74 61,000          59,100          38,400  9,200 

SOURCE :  Estimates  for  electricity  and  gas  for  1965-66  are 
based  on  data  provided  by  the  Division  of  Research  and 
Statistics,  State  Board  of  Equalization.  Estimates  for  1965- 
66  for  telephone  and  telegraph  and  water  were  based  on 
utility  sales  recorded  by  the  Public  Utility  Commission  and 
the  State  Controller  (as  regards  water  sales  by  municipal- 
ities). In  the  case  of  projected  telephone  and  telegraph  rev- 
enues, initial  calculations  were  adjusted  to  aUow  for  esti- 
mated exempt  Federal  purchases  and  inter-state  toll  charges 
which  it  is  assiimed  would  be  exempt. 

Adequate  data  are  not  available  to  allow  for  draw- 
ing any  very  firm  conclusions  concerning  the  equity 
question  in  imposing  sales  taxes  on  utility  purchases. 
The  only  consumer  budget  component  in  the  1960-61 
BLS  Surveys  of  California  families  which  isolates 
utility  purchases  is  "fuel,  light,  and  refrigeration". 
Application  of  a  3  percent  tax  rate  to  the  reported 
purchases  of  this  category,  which  it  is  believed  would 


be  almost  completely  made  up  of  purchases  of  gas  and 
electricity,  results  in  an  annual  dollar  burden  of  $2.72 
for  the  income  class  $l,000-$2,000  (equalling  .15  per- 
cent of  income)  and  an  annual  dollar  burden  of  $11.64 
for  the  income  class  over  $15,000  (equalling  .06  per- 
cent of  income).  The  relative  burdens  decline  smoothly 
from  one  income  class  to  the  next.  Though  the  rela- 
tive burdens  are  small,  their  regressivity  is  apparent 
and  for  the  entire  income  range  slightly  exceeds  the 
degree  of  regressivity  which  would  result  if  food  were 
taxed. 

The  additional  production  cost  to  business  firms  if 
all  utilities  were  subject  to  sales  taxation  is  estimated 
to  be  practically  the  same  as  the  addition  to  their  cost 
would  be  if  the  basic  State  rate  were  increased  to  3^ 
percent.  This  is  true,  even  though  the  revenue  gain  to 
the  State  from  all  sales  tax  sources  would  be  appre- 
ciably larger  if  the  rate  were  so  changed.  The  explana-  i 
tion  for  this  lies  in  the  fact  that  business  firms  l 
consume  relatively  more  of  total  public  utilities  pro- 
duction than  they  do  of  goods  presently  subject  to 
sales  taxation.-"  Though  the  total  cost  of  utility  taxa- 
tion to  business  firms  would  be  similar  to  the  cost  of 
increasing  the  rate  from  3  to  3^  percent,  the  inter- 
industry repercussions  would  be  quite  different  in  the 
two  cases.  One  would  involve  the  imposition  of  a  new 
tax,  and  the  other  would  involve  the  extension  of  an 
existing  tax.  It  is  beyond  the  scope  of  this  study  to 
pursue  this  complex  question,  but  it  is  believed  that 
taxing  utilities  (even  selectively)  would  produce  a 
greater  shock  to  inter-industry  price  structures  than 
would  an  increase  in  the  tax  rate. 

Consistent  •nath  the  position  taken  earlier  in  this 
chapter  concerning  the  ability  of  business  firms  to 
shift  their  sales  taxes  forward  to  final  consumers,  it 
is  believed  that  it  would  be  equally  true  for  a  S£iles 
tax  levied  on  utilities  purchases.  It  is  likely,  however, 
that  a  longer  time  period  of  adjustment  would  be 
required  to  produce  this  outcome  than  would  be  the 
case  if  sales  tax  rates  were  increased  on  presently 
taxable  goods.  This  view,  coupled  with  the  probable 
regressivity  of  household  utility  consumption,  would 
seem  to  weight  the  argument  in  favor  of  rate  in- 
creases, if  choice  had  to  be  made  between  these  two 
alternatives. 


so  Business  purchases  account  for  roughly  50  percent  of  tele- 
phone, telegraph,  and  electricity  sales,  30  percent  of  gas 
sales,  and  10  percent  of  water  sales.  Their  purchases  of 
goods  subject  to  tax,  under  the  present  law,  is  nearly  30 
percent.  Electricity,  gas,  and  water  ratios  are  estimated 
from  1950  consumer  data  shown  in  Appendix  2.  The  sales 
tax  ratio  is  estimated  from  1960  BLS  Survey  data  shown  In 
Appendix  3.  Telephone  and  telegraph  purchases  are  based 
on  a  recent  informal  estimate  made  to  this  writer  by  a  tele- 
phone company  official. 


CHAPTER  II 

CIGARETTE  TAXES 


The  Nafional  Pattern: 

A  State  excise  tax  on  cigarettes  became  effective 
in  California  on  July  1,  1959.  In  imposing  this  levy, 
California  joined  the  vast  majority  of  American  states 
which  had  traditionally  used  tobacco  taxation  as  an 
important  source  of  governmental  revenue.  At  the 
end  of  1963,  47  states  taxed  cigarettes  at  rates  rang- 
ing from  2  to  8  cents  per  pack.  Colorado  joined  this 
group  in  1964.  Table  10  indicates,  by  rank  order,  the 
most  recent  state  cigarette  tax  rates  available.  It  will 
be  noted  that  California's  rate  of  3  cents  per  pack  is 
among  the  lowest  in  the  United  States.  Only  6  states 
have  rates  of  less  than  4  cents  per  pack,  and  the  aver- 
age rate  of  all  states  using  this  form  of  excise  taxa- 
tion is  5.95  cents.  The  most  common  rate  is  8  cents 
per  pack,  this  being  imposed  by  13  states. 

Probably  more  changes  were  made  in  cigarette  tax 
rates  effective  in  fiscal  1963-64  than  in  any  previous 
year.  Fifteen  states  increased  their  rates — there  were 
no  reductions.  The  average  increase  was  1.60  cents  per 
pack,  and  after  the  changes  those  states  changing  rates 
in  1963-64  had  an  average  rate  of  6.93  cents  per  pack. 
Information  concerning  1963-64  rate  changes  is  in- 
cluded in  Table  10. 

No  doubt,  two  reasons  combine  to  explain  this 
rather  remarkable  bunching  of  legislative  concern  with 
tobacco  taxation:  (1)  the  burgeoning  tiscal  needs  of 
states  and  (2)  the  belief  that  raising  prices  through 
taxes  would  discourage  consumption  of  a  product 
charged  with  being  harmful  to  the  health  of  the  iiser. 
Concerning  the  health  question,  only  fragmentary  in- 
formation is  available  at  the  time  of  the  preparation 
of  this  report  in  regard  to  changes  in  cigarette  con- 
sumption habits.  With  tax  rates  up  and  widespread 
publicity  given  to  the  United  States  Public  Health 
Service  report  on  the  adverse  consequences  to  health 
from  smoking,  one  would  predict  a  reduction  in  the 
quantity  of  cigarette.s  consumed.  Certainly,  this  change 
was  observable  in  early  1964.  Kecently,  however,  ear- 
lier consumption  habits  seem  to  have  reasserted  them- 
selves. There  follows  a  newspaper  account  of  this  re- 
versal in  trends. 

Cigarets  have  rocketed  back  from  the  slump 
that  followed  a  government  report  in  January 
linking  them  to  lung  cancer  and  heart  disease. 

Factories  shipped  almost  45.2  billion  cigarets 
in  June — an  increase  of  about  8.5  percent  over 
the  June,  1963,  total.  The  internal  revenue  serv- 
ice announced  these  statistics  today. 


Table  10 

STATE  CIGARETTE  TAX   RATES  BY  RANK 

AS  OF   DECEMBER  31,  1963" 

(cents  per  pack  except  Hawaii  and  New  Hampshire) 

Tax  Amount  of  Rate 

State  Rate  ''  Increase  During  196S 

Alaska    8 

Florida     8 

Louisiana     8 

Minnesota    8  1 

Mississippi     8 

Montana     8 

New  Jersey 8  1 

New   Mexico   8 

Pennsylvania     8  2 

Texas    8 

Utah     8  4 

Vermont     8  1 

Wisconsin    8  2 

Idaho    7  1 

Michigan    7 

Nevada     7 

North  Dalsota .  7  1 

Oklahoma     7 

Tennessee     7  2 

Washington     7 

Alabama     6 

Arkansas    6 

Connecticut   6  1 

Maine   6 

Maryland     6 

Massachusetts   6 

Nebraska    6  2 

Rhode   Island   6 

South  Dakota 6  1 

West    Virginia    6 

Delaware    5 

Georgia     5 

Iowa   5  1 

New  York   5 

Ohio    5 

South  Carolina 5 

Illinois    4 

Indiana     4  1 

Kansas   4 

Missouri     4 

Wyoming    4 

Hawaii    3.9" 

New   Hampshire 3.5^ 

CALIFORNIA 3 

Virginia    3 

Kentucky   2.5 

Arizona    2 

Colorado     — 

North  Carolina — 

Oregon    — 

AVERAGE    5.95" 

Notes  :  ■  Rate  is  as  of  June  1.  1964  for  Nebraska. 
''  Rate  on  most  common  size. 

'  Estimated.  Actual  rate  is  20%  of  wholesale  price, 
■i  Estimated.  Actual  rate  is  15%  of  retail  price. 
»  Average  of  those  states  having  a  cigarette  tax. 
SOURCE  :  National  Tobacco  Tax  Association,  Comparative  State 
Cigarette  Tax  Collections,  RM-3S2,   July   1964,   Table  1,  pp. 
7-11. 
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"While  cigarets  were  makiiig  their  comeback,  ci- 
gar sales  dropped  in  June. 

Small  cigars,  to  which  many  switched  earlj-  this 
year,  took  a  nosedive.  Shipments  dropped  from 
190  million  in  May  to  38  million  in  Jtme.  But  the 
June  figure  was  still  double  that  for  small  cigars 
in  June,  1963.21 

The  impact  of  the  Surgeon  General's  report  on  Cali- 
fornia smokers  is  inconclusive.  Collections  from  ciga- 
rette taxes,  however,  were  only  $2.50,000  over  the  pre- 
vious year  at  the  end  of  the  third  quarter  1963-64, 
but  were  $1,000,000  over  the  previous  vear  bv  June 
30, 1964. 

As  a  source  of  state  revenues,  cigarette  taxes  .'.•ielded 
a  total  of  $1.2  billion  in  1963,  an  amount  exceeding 
5  percent  of  aggregate  state  tax  coUeetions.  New  York 
tops  the  list  of  states  by  securing  more  than  $12.5 
miUion  in  that  year.  Table  11  ranks  the  6  states  re- 
ceiving the  largest  revenues  from  this  source.  This 
table  also  presents  the  "net  revenue  per  capita  per 
one  cent  of  tax",  a  concept  devised  to  allow  for  dif- 
ferences in  state  populations  and  tax  rates.  Personal 
income  per  capita  is  included  in  Table  11,  since  this 
allows  for  the  crude  inference  of  a  direct  relationship 
between  pei^ons'  income  and  consumption  of  ciga- 
rettes. That  there  is  such  a  relationship  would  be  pre- 
dicted a  priori,  and  the  minimal  data  provided  here 
tend  to  bear  out  the  hj-pothesis.  Detailed  analysis 
of  the  phenomenon,  however,  is  beyond  the  scope  of 
this  study. 

Historically,  per  capita  consumption  of  cigarettes 
in  the  United  States  has  gradually  increased.  As  may 
be  observed  in  Table  12,  there  has  been  roughly  a  .50 
percent  increase  in  the  number  of  cigarettes  consumed 
per  capita  ''adult  population)  in  the  la.st  20  years. 
The  most  remarkable  growth,  however,  is  seen  in  the 
time  period  1940-45  when,  during  the  World  "War  II 
era.  a  75  percent  increase  was  experienced,  using  1940 
as  the  base.  Concerning  the  consumption  pattern  of 
the  future,  obviously  one  can  only  speculate.  Likely. 

^  Associated  Press,  dateline  Washington,  taken  from  the  Sacra- 
mento Bee,  edition  of  August  19.  1964. 


total  consumption  will  increase  as  population  grows. 
This  growth  probably  will  be  retarded  to  the  extent 
that  persons  entering  adulthood  are  persuaded  of  a 
health  hazard  from  cigarette  consumption.  In  any 
event,  cigarette  tax  receipts  to  states  will  remain 
large  for  many  years. 

The  California  Experience: 

The  initial  California  cigarette  tax  legislation, 
adopted  in  1959,  imposed  a  tax  of  3  cents  per  pack 
on  distributors  and  manufacturers  (when  manufac- 
turers make  deliveries  directly  to  retailers)  for  the 
privilege  of  distributing  cigarettes.  A  distributor's 
license  is  required,  but  no  fee  is  charged. ^^  Addition- 
ally a  bond  is  required  roughly  equalling  10  percent 
of  the  distributor's  estimated  monthly  tax  liability — 
the  limits  are  not  less  than  $1,000  or  more  than  .$50,- 
000.  Practically  all  revenues  are  received  from  dis- 
tributor purchases  of  tax  indicia,  ilanufaeturer  direct 
sales  are  almost  exclusively  those  of  specialty  lines. 

The  1959  legislation  allowed  distributors  a  refund 
from  the  State  of  the  necessary  cost  incurred  in  affix- 
ing the  stamp  or  meter  impres.sions  or  2  percent  of  the 
tax,  whichever  amount  was  less.  This  pro%Tsion  was 
changed  effective  July  1,  1960  to  allow  a  2  percent 
discount  on  purchases  of  stamps  or  meter  settings 
at  time  of  purchase.  On  June  30,  1964,  there  were 
262  licensed  distributors  and  56  banking  offices  were 
selling  stamps  or  metered  impressions.  Legislation 
adopted  in  1961  permitted  distributors  to  obtain 
stamp  indicia  under  a  deferred  payment  plan.  Pur- 
chases made  between  the  16th  and  15th  of  the  follow- 
ing month  are  payable  no  later  than  the  28th  of  that 
month.  The  fiscal  consequence  of  this  change  was  a 
one-time  lowering  of  State  revenue  by  $2,112,000  in 
1961-62. 

Another  amendment  in  1961  defined  legislatively 
the  cigarette  tax  as  a  consumer  tax,  precolleeted  only 
for  convenience  and  facility.  The  initial  act  had  not 
defined  the  tax  as  a  consumer  tax,  had  not  defined  it 


—  Almost  every  other  state  has  a  license  requirement  ranging 
from  SI  to  $500,  either  annual  or  permanent.  Illinois  and 
New  York  are  the  primary  exceptions. 


Table   11 
REVENUES  AND  PER   CAPITA    INCOME  AND   CIGARETTE  TAX 
COLLECTIONS  FOR  SELECTED   STATES,  1963 
yet  Revenue 

from  Pergonal  yet  Revenue 

Cigarette  Income  Per  Cnpita 

Tax  Per  Tax           Per  One  Cent 

fHote                                       (in  thousands)  Population  Capita^  (per  pack)           of  Tax 

Xew  York $12.5.242            17,663  §2.848  S.05              S1.42 

Texas Oi9,.311            10,1.39  1.993  .08                1.22 

Penn.<.Tlvania    9S.486             11,404  2,261  .08                 1.20 

CAJ:iFOE>aA   72.169            17,281  2,780  .03                1.39 

Ohio 6.5,360            10453  2,.330  .05                1.29 

Illinois .57,2.56             10,133  2,672  .04                 1.41 

All  States $1,201303 

•  1961  data  Statistical  Abstract  of  the  United  States,  196S,  Table  441,  p.  329. 

SOURCE :    National    Tobacco   Tax   A.ssociation,    Comparative    State    Cigarette    Tax    Collections. 
RM-332.  July  1964,  Table  1,  pp.  7-11. 
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Table  12 


"ouiids  ' 

Pouniis 

5.35 

9.62 

6.0S 

10.22 

7.27 

11.23 

S.04 

11.78 

8.12 

11.53 

9.48 

13.02 

9.43 

12..58 

9.12 

12.11 

9.42 

12.36 

9.45 

12.22 

9.54 

12.29 

9.94 

12.59 

10.44 

13.10 

10.36 

12.95 

9.58 

12.11 

9.48 

11.98 

9.34 

11.64 

9.20 

11.38 

9.45 

11.66 

9.45 

11.64 

9.65 

11.77 

9.85 

11.94 

9.69 

11.72 

9.76 

11.81 

CIGARETTE  AND  ALL  TOBACCO  PRODUCTS 

CONSUMPTION  PER  CAPITA,  18  YEARS 

AND  OVER,  INCLUDING  OVERSEAS 

FORCES,  1940-1963 

All  Tohacco 
Cigarettes  Products 

f  Year  Nu mher 

\  1940 1,976 

1941 2,236 

1942 2.585 

1943 2,9.56 

1944 3,039 

1945 3,449 

1946 3,446 

1947 3,416 

1948 3,505 

1949 3,480 

1950 3,522 

1951 3,743 

1952 3,884 

1953 3,702 

1954 3,544 

19.55 3,-595 

1956 3,647 

1957 3,751 

1958 3,949 

1959 4,071 

1960 4,172 

1961 4,266 

1962 4,265 

1963l> 4,345 

Notes  ;    *  Weight   represents   the    unstemmed    processing-weight 
equivalent  of  the  tobacco. 
■>  Estimated. 
SOURCE:  U.  S.  Department  of  Agriculture,   Tobacco  Situation, 
March,  1964,  Table  3,  p.  10. 

as  a  separate  item  in  the  price  paid  by  the  final  pur- 
chaser, and  hence  it  was  not  deductible  from  net  in- 
come for  persons  itemizing  their  deduction  in  the  cal- 
culation of  their  Federal  tax  liabilit.v.  Recent  Federal 
legislation,  however,  has  eliminated  the  allowance  of 
this  deduction. 

At  the  present  time  sales  of  cigarettes  are  exempt 
from  tax  in  the  case  of  the  following  purchasers :  com- 
mon carriers  engaged  in  foreign  or  interstate  passen- 
ger ser\'ice;  purchasers  in  areas  outside  the  State; 
donations  by  manufacturers  of  samples,  when  the 
package  contains  no  more  than  5  cigarettes;  Army, 
Air  Force,  and  Navy  exchanges  and  Na^'y  ship's 
stores;  United  States  Veterans  Administration  facili- 
ties; and,  finally,  State  veterans  homes,  if  such  pur- 
chases are  exempt  from  the  Federal  cigarette  excise 
tax.  Tax  exempt  distributions  in  1962-63  to  United 
States  Veterans  Administration  facilities  and  to  State 
veterans'  homes  amounted  to  135,831,000  packs.-* 

With  the  exception  of  Hawaii,  all  of  the  states  im- 
posing a  cigarette  tax  allow  a  discount  on  the  pur- 
chase price  of  the  tax  indicia  to  the  agent  (typically 
a  distributor)  who  affixes  the  indicia  to  the  cigarette 
pack.  Only  Alaska,  Hawaii,  Massachusetts,  and  Mich- 
igan do  not  use  an  indicia.  The  range  of  rates  is  shown 
in  Table  13.  It  will  be  noted  there  that  the  range  3 
to  6  percent  accounts  for  more  than  half  of  all  of 
the  states.  Typical  of  the  "graduated  scale"  states, 

=^  state   Board   of  Equalization,   Anginal  Report,   1962-SS,  p.    28. 


as  regards  the  technique  of  graduation,  6  in  number, 
is  New  York,  where  distributors  are  granted  a  2.8 
percent  discount  on  the  first  $300,000  annual  indicia 
purchases  and  2.4  percent  on  purchases  in  excess  of 
that  amount.  In  1963  thirteen  states  revised  their  dis- 
count provisions,  and  all  were  downward  revisions. 
No  doubt  most  of  these  changes  were  occasioned  by 
increases  in  the  cigarette  tax.  During  the  fiscal  year 
1963-64  discounts  in  the  approximate  amount  of  $2.2 
million  were  granted  to  California  distributors. 

Table   13 

DISCOUNTS   ALLOWED   CIGARETTE   DISTRIBUTORS 

FROM    PURCHASE   PRICE   OF  TAX   INDICIA, 

AS  OF    DECEMBER  31,  1963 

Discount  AUoiced  Frequency 

1%  and  under  2% 2 

2%  and  nuder  3% 4 

3%  and  under  4% 9 

4%  and  under  5% 6 

5%  and  under  6% 11 

6%  and  under  7% 4 

7%  and  under  8% 1 

8%  and  under  9% 1 

9%  and  under  10% 1 

10%  and  under  11% 1 

Graduated  Scale 6 

Total 46 

SOURCE :  National  Tobacco  Tax  Association,  Comparative  State 
Cigarette  Tax  Collections,  RM-382,  July  1964,  Table  1,  pp. 
7-11. 

From  the  year  of  its  adoption,  the  cigarette  tax  has 
been  an  important  source  of  revenue  to  California. 
Nearly  $65  million  was  received  by  the  State  in  the 
first  year  from  this  source.  Table  14  indicates  the  re- 
ceipts from  the  cigarette  tax  during  the  5  years  of 
its  existence.  Revenues  of  $71,420,000  during  1963-64 
were  $750  thousand  less  than  were  predicted  in  the 
Governor's  budget  at  the  time  of  its  preparation  in 
December,  1962.  The  impact  of  the  mid-January  Sur- 
geon General's  report  linking  smoking  to  cancer  and 
circulatory  diseases  most  certainly  appears  in  this 
statistic. 

Equlfy  of  fhe  Cigarette  Tax: 

The  1960-61  BLS  Surveys  measure  California  fam- 
ily tobacco  expenditures,  by  income  class,  but  do  not 
provide  detail  concerning  expenditure  by  type  of  to- 
bacco product,  i.e.,  cigarettes,  cigars,  and  other  to- 
bacco products.  Using  consumption  proportions  of 
these  tobacco  products  found  in  the  1950  BLS  Sur- 
veys, however,  makes  it  possible  to  infer  current  re- 
lationships among  them.  On  this  basis,  a  cigarette  tax 
burden  distribution,  by  income  class,  has  been  con- 
structed, and  is  shown  in  Table  15.  Other  assump- 
tions and  data  manipulation  underlying  the  dollar 
burdens  shown  there  are  described  in  Appendix  3  of 
this  report.  Inspection  of  the  relative  burden  of  cig- 
arette taxation  reveals  the  regressivity  pattern  which 
one  would  expect  when  a  specific  commodity,  with  a 
very  inelastic  demand,  has  an  excise  tax  imposed  on  it. 
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Revenue  and  Other  Effects  of  Rofe  Changes: 

Despite  the  recency  of  the  adoption  of  cigarette  tax- 
ation in  California,  given  the  projected  revenue  needs 
of  the  State,  an  increase  in  the  tax  rate  deserves  con- 
sideration. It  has  been  noted  earlier  in  this  chapter 
that  the  California  rate  of  3  cents  per  pack  is  nearly 
the  lowest  in  the  United  States.  Of  the  48  states  levy- 
ing a  tax  on  cigarettes,  only  Kentucky  and  Arizona 
have  rates  below  the  California  rate.  The  national 
average  of  those  states  imposing  a  tax  on  cigarettes 
was  5.95  cents  per  pack  at  the  end  of  1963.  Revenue 
estimates  are  provided  in  Table  16,  below,  for  the 
additional  revenue  to  the  State  resulting  from  increas- 
ing the  rate  to  6  cents  per  pack  and  from  increasing 
the  rate  to  8  cents  per  pack. 

Table  14 

STATE   REVENUES   FROM   CIGARETTE  TAXES, 

1959-60  TO  1963-64 

Revenue 
Year  (in  thousand!) 

1959-60 $64,805 

1960-61 66,024 

1961-62 66.054 

1962-63 70.194 

1963-64 71,420 

SOURCE:  State  Board  of  Equalization,  Annual  Report,  196t-es, 
Table  2,  p.  A-4.  Receipts  for  1963-64  from  State  Department 
of  Finance. 

Table   15 

BURDENS  FOR  CALIFORNIA  FAMILIES   IN   1960-61 

RESULTING    FROM    CIGARETTE  TAX,   IN 

ABSOLUTE  TERMS  AND   RELATIVE 

TO   INCOME,  AT  CURRENT 

TAX   RATES 

Annual  net  Burden 

income  class  Absolute         Relative 

$l,000-$2,000  $4.02  .22% 

2,000-  3.000   6.00  .21 

3,000-  4,000   9.54  .25 

4,000-  5,000   9.96  .21 

5,000-  6.000   12.81  .22 

6,000-  7,.500   15.24  .21 

7,.500-10,000   15.18  17 

10,000-15,000   11.10  .09 

15,000  and  over 19.14  .09 

SOURCE :  See  text  and  Appendix  3. 

This  is  not  the  place  to  discuss  the  public  policy 
question  of  the  desirability  of  discouraging  cigar- 
ette consumption  through  taxation,  but  it  does  seem 
probable  that  there  would  be  greater  public  support 
for  such  action  than  would  have  developed  at  any 
time  in  the  last  several  decades.  There  is  wide  agree- 
ment that  consumption  of  tobacco  is  not  significantly 
discouraged  by  increases  in  price.  Measures  of  the 
elasticity-  of  demand  of  American  smokers  of  ciga- 
rettes appear  to  be  non-existent.  The  assumption  used 
in  generating  the  projected  revenues  at  alternative 
rate  increases  in  Table  16  is  that  a  6  cent  per  pack 
tax  would  result  in  total  consumption  being  reduced 
by  2  percent  and  an  8  cent  per  pack  tax  would  reduce 
quantity  purchased  by  3  percent. 

The  alternative  rate  changes  analyzed  here  have 
been  chosen  for  presentation  for  the  following  reasons. 


First,  the  6  cent  per  pack  rate  would  put  California  ij 
at  the  national  average.  Second,  the  8  cent  per  padk 
rate  is  that  used  by  13  states  and  does  not  exceed 
the  present  highest  state.  In  addition,  an  8  cent  rate 
would  result  in  vending  machine  prices  going  up  an 
even  5  cents.  Any  increase  in  tax  other  than  in  5 
cent  multiples  would  result  in  windfall  gains  or  profit  i 
impairment  to  vending  machine  operators,  assuming 
their  unwillingness  to  attach  pennies  "change"  to 
the  cigarette  pack.  It  is  probable  that  a  3  cent  rate 
increase  would  result  in  the  price  of  vended  cigarettes 
going  up  5  cents,  with  an  estimated  windfall  to  vend- 
ing machine  operators  of  approximately  $10  to  $12 
million  during  fiscal  year  1965—66.^ 

Table  16 

PROJECTED   REVENUES  FROM   CIGARETTE  TAX 

1965-66  TO  1973-74,  AT  ALTERNATIVE  RATES 

(in  thousands  of  dollars) 

A dditiona I  Revenue 
Revenue  at  At  6  cents      At  8  centt 

Fiscal  Year  existing  rate  per  pack         per  pack 

196.5-66 $75,000  $72,000        $119,000 

1966-67 78,000  74.900  123.SO0 

1967-68 80,000  76,800  126.900 

1968-69 82,000  78,700  130,100 

1969-70 86.000  82,600  136,500 

1970-71 89,000  85,400  141.200 

1971-72 93,000  89300  147.600 

1972-73 96,000  92,200  152.300 

1973-74 99,000  95,000  157a00 

SOURCE :  The  "revenue  at  existing  rate"  series  Is  taken  from 
Joint  Legislative  Budget  Committee  May  1964  report,  op. 
cit.   See  text  for  derivation  of  "additional  revenue"   series. 

Increase  in  purchase  of  cigarettes  by  Califomians 
from  out-of-state  retailers,  if  the  California  cigarette 
tax  were  increased,  is  a  matter  about  which  one  can 
only  speculate.  In  fact,  Oregon  presently  has  no  cig- 
arette tax,  Nevada  has  a  7  cent  tax,  and  Arizona  2 
cents.  This  problem  has  been  appraised  in  consider- 
able detail  in  a  study  prepared  by  the  State  Legis- 
lative Analyst,  where  it  was  concluded  that  "smug- 
gling" would  not  be  a  problem  if  tax  indicia  were 
not  required  on  cigarettes  sold  in  California.^^  It  is 
believed  that  the  conclusions  presented  there  are  di- 
rectly applicable  to  potential  smuggling  because  of 
state  tax  differentials. 

Two  further  matters  require  comment  concerning 
tobacco  taxes.  One  is  the  perennial  question  con- 
cerning the  ' '  stamp ' '  method  of  tax  collection  versus 
the  "invoice"  method.  The  position  is  taken  here  that 
though  almost  all  states  use  a  tax  indicia  and  grant 
discounts  to  the  afifixers  thereof,  this  method  pre- 
sents no  advantages  to  the  State  and  will  have  the  con- 
sequence of  reducing  State  revenues  by  approximately 


s«In  the  event  of  a  change  in  cigarette  tax  rates  which  would 
produce  the  type  of  windfall  gain  described,  the  windfall 
could  be  svTJhoned  off  through  a  special  vending  machine 
licensing  system  based  on  volume  of  cigarettes  sold.  The 
size  of  the  estimated  potential  windfall  Is  based  on  a  To- 
bacco Tax  Council  estimate  that  15  percent  of  all  cigarette 
sales  are  through  vending  machines. 

^  Report  to  the  -Assembly  Interim  Committee  on  Revenue  and 
Taxation.  "Reporting  Versus  Stamp  Method  of  Cigarette 
Tax  Administration  With  Particular  Reference  to  Califor- 
nia", Prepared  by  Legislative  Analyst,  January  4,  1960, 
pp.  51-66. 
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$1.8  million  in  fiscal  year  1965-66  compared  to  what 
they  would  be  with  an  invoice  reporting  method  and 
no  discount  allowed.  Further,  equity  among  distrib- 
utors would  be  improved  if  the  invoice  reporting 
method  were  used,  since  some  distributors  claim  that 
the  existing  2  percent  discount  for  stamping  or  meter- 
I  ing  does  not  cover  their  costs.  The  other  question 
pertains  to  taxing  cigars.  It  is  not  apparent  why  this 
tobacco  product  was  not  subject  to  tax  when  the  cig- 
arette tax  was  levied  in  1959.  If  cigarette  taxes  are 
raised  in  California,  it  seems  only  appropriate  to  con- 
sider imposing  a  tax  on  cigars.  The  revenue  yield 
would  be  appreciable,  and  equity  between  consuming 
groups  would  be  enhanced. ^^ 

Concerning  equity,  the  regressivity  of  the  cigarette 
tax  among  income  groups  has  already  been  stated. 


"During  the  19.59  Legislative  session,  tlie  Department  of  Fi- 
nance presented  an  estimate  tiiat  a  tax  of  15  percent  on 
the  wholesale  price  of  cigars  and  other  tobacco  products 
would  yield  $7.1  million  of  revenue  during  1959-60.  Yields 
in  1965-66  would  exceed  $8  million  at  that  tax  rate. 


and  would  secure  wide  agreement  among  economists. 
The  effect  of  an  increase  in  cigarette  tax  rates  from 
3  cents  per  pack  to  6  cents  would  approximately 
double  the  absolute  and  relative  burdens  by  income 
class  shown  in  Table  15  preceding,  assuming  that  such 
a  rate  increase  would  not  produce  differential  con- 
sumption changes  among  income  groups.  Without 
allowance  for  assumed  minimal  consumption  reduc- 
tion, a  6  cent  per  pack  rate  would  generate  additional 
annual  burdens  ranging  from  $4.02  to  $19.14  moving 
from  lowest  to  highest  income  groups.  "Without  dis- 
counting the  regressivity  conclusion,  it  should  be  stated 
that  the  regressivity  of  the  cigarette  tax  pertains  to 
an  extremely  small  part  of  the  expenditure  budget, 
even  of  the  lowest  income  group,  where  1960-61  fam- 
ily cigarette  expenditures  averaged  $40.33  out  of  total 
expenditures  of  $2,273.99." 


""See  family  expenditure  data  for  1960-61  in  Appendix  3. 


CHAPTER  III  1 

ALCOHOLIC  BEVERAGE  TAXES  &  LICENSES 

Licensing  one/ t/cense  Revenues:  Table  17 

License  fees  for  the  sale  of  alcoholic  beverages  in  revenues  received  from  licenses  for  sale 

California  produced  in  fiscal  1963  approximately  $14  o^^  alcoholic  beverages  by  state- 

mUlion,  or  roughly  half  of  one  percent  of  the  State's  ''°''^^  ^'^^  ''^^  ^^f''"^^'  ^^^^ 

total  revenues  exclusive  of  uiiemplo\Tnent  and  dis-  „  ''^f^.        Receipts  from 

,  ...        .                                  „„  ^^        ^^     ,     .'      ,            ,  Population          Licenses         Per  Captta 

ablllt.V  insurance  taxes.-"  rsew   lork  is  the  only  state  Htate                             (Thousands)     (Thousands)      (Dollars) 

exceeding  California  in  alcoholic  beverage  license  rev-         Alabama 3,317  126  .038 

enue.  Its  margin  over  California  is  appreciable,  with         Arizona  II 1 486  375  ^'^^ 

nearly  $24  million  being  received  in  1963  from  this  Arkansas    IZ_-II__    l)8l2  375  !204 

source.  California,  in  turn,  had  liquor  license  receipts         CALIFORNIA 17,029  13,250  .778 

substantially  over  the  third  state,  Ohio,  whose  collec-  Connecticut  "IIIIIIIIIIZI    2*62.5              4131            1574 

tions  amounted  to  $9  million.^^  In  terms  of  liquor  li-         Delaware   467  288  .617 

cense  revenue  per  capita,  California  in  fiscal  1962,  the         Opor^a 1 4  083  ^'337  'oss 

latest  year  for  which  population  figures  are  available,  Hawaii  III-_IIZZ      693 

ranked  seventh  among  the  states,  as  can  be  seen  in  Idaho 700  531  .759    ' 

m„i,lo  17  Illinois    10,098  1,220  .121 

^^"^^  ^'-  Indiana 4,663  5,000  1.072 

The  power  to  collect  license  fees  and  supervise  the  Iowa  2,774  61  .022 

manufacture,  importation,  and  sale  of  alcoholic  bev-         ^^°f"^ ^'7^.  ?J?  -5^? 

•     .iv     04.  ^     •  ..11,  ^-^    ^-        1  J  Kentucky    3,084  79.3  .258 

erages  m  the  btate  is  vested  by  constitutional  amend-         Louisiana  3,371  1,193  ..354 

ment   effective   January   1,   1955,   in  the   California         Maine  978  523  .535 

Department  of  AleohoUc  Beverage  Control.30  This  de-  'Shuse-t^-ZZZZZZZZZZ    I'll                 ^              iol 

partment,  which  operates  as  an  independent  part  of         Michigan    8,029  5,345  .666 

the  executive  branch  of  the  State  government,  sue-         ?^!°°«^?'^.  3,461  205  .059 

J   J  4.1-      C.4.  4.     -D        J      £  T>         T     T-  1-  1-  Mississippi 2,261  64  .028 

ceeded  the  btate  Board  of  Lqualization  as  liquor  li-         Missouri  4,316  1,093  .462 

censing  authority.  The  latter  now  plays  no  part  in         Sloutana 697  947  1.359 

control  of  the  liquor  industry,  but  is  the  agency  which  xevadf  ^_Z"Z"ZZZZZZZZZZ    '^'350                 ^17              'mi 

collects  excise  taxes  on  alcoholic  beverages.  New  Hampshire 622  242  .389 

Under  the  Board  of  Equalization,  a  1939  ruling         ^>'«'  Je'^.^y 6,357  905  .142 

limited  certain  retail  alcoholic  beverage  licenses  to  one  j;ew  York  __ZZ__ZZZZZZZZ  17,498             23,849            1.363 

for  each  1,000  population  in  each  county.  The  State  North  Carolina 4,704  88  .019 

Legislature  in  1945  amended  the  AlcohoUc  Beverage  ^°l^^  ^""^"[^ _~_Z~_"_".V:  io,038              9,186              ml 

Control  Act  to  provide  that  on-sale  general  or  off-sale         Oklahoma 2!448  752  .307 

general  licenses  '^  might  be  issued  only  for  each  1,000  Oregon   1,807  604  .3.34 

,    ,.         •      .V,  ..     <i2   T      in<?i   \.i       T       •  1   I  Pennsylvania 11,382  8,151  .716 

population  in  the  county.^^  j^  igg^^  ^he  Legislature  Rhode  Island 878  93  .106 

authorized  one  on-sale  and  one  off-sale  license  for  each  South  Carolina 2,448  821  .335 

2,000  per.sons  in  a  county.  The  ratio  for  off-sale  gen-  l^^ess^f  !^..ZZZZZZZZZZ    3,^2                 si              ml 

eral  licenses  was  increased  to  one  for  each  2,500  eountj'         Texas   10^122  1,934  .191 

population  as  of  July  1,  1963.  Licenses  for  veterans'         ^t^*"  9-58  7  .007 

,    ,  4.   •         4.1  1    u  11,-  J  Vermont   387  189  .488 

clubs,   certain  other  clubs,  seasonal  businesses,   and  Virginia   4,248  370  .087 

premises  owned  by  the  State  or  political  subdivisions  Washington  3,010  1,406  .467 

are  not  bound  by  this  limitation.s^  Beer  and  wine         ^?^t  Virginia 1,796  408  .227 

,,.  ,  .  ,^.r,i  T-T  VTisconsin 4,019  63  .016 

on-sale  licenses  have  smce  194b  been  limited  to  one         Wyoming  332  11  .033 

per  1,000  population  of  the  county  by  administrative  source  :   U.   S.   Department  of  commerce,   Bureau  of  the  Cen- 

^_____^  sus,    Cwn'ent    Population    Estimates,    Series    P-2o,    No.    272, 

=«  California  qtAte  P.nnrd  r>f  l^nnaliVotinn     ilnnii/ii   rf>.nr.rt    1Q«9  September  20,  1963;  U.S.  Department  of  Commerce,  Bureau 

L,aiiiornia  btate  Koara  of  l!,qualization.  Annual  Report,  1962-  ^j  jy,g  Census,  Compendium  of  State  Government  Finances 

-See  TablelT.  '»  "«-  Table  7.  p.  13. 

*■  Constitution  of  California,  Article  XX,  Section  22. 

"An  "on-sale"  license  confers  the  right  to  sell  alcoholic  bever-  _„i„    rpj       niimVipr  nf  rptail   nrpTnispc  lippnsprl   for  salp 

ages  for  consumption  on  tne  premises,  as  in  the  case  of  a  ruie.  ine  numoer  01  reiaii  premises  iicenseQ  lor  saie 

lVesln%^Si'%i'nJ^t?rtrc'SnslZ'L^  of  alcoholic  bcvcrages  as  of  April  1,  1964,  is  shown, 

"C-al/or'nkf^TcolX^Aefe^^e  ToTt^i^TcT,  Sections  23816,  ^J  county,  in  Table  18.  DistHled  spirits  wholesaler's 

= /6W.,  Sections  23433,  23453,  23817,  23824.  and  rectifier's  liccuses  are  also  restricted  in  number. 

(22) 
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Table   18 

NUMBER   OF   RETAIL   PREMISES   LICENSED   FOR  THE   SALE  OF  ALCOHOLIC   BEVERAGES   IN 
CALIFORNIA   BY  TYPE   OF   LICENSE  AND   BY  COUNTY,  APRIL   1,  1964 

On-Sale  Only  Off -Sale  Onb/ 

Beer  and 

Wine  General 

Pullic  Puhlic  Total. 

Premises  Premises  General  0n-8ale 

and  and  Both  On-  Total,  General  Beer  and  Total, 

Eating  Eating  and        General  Veterans  Sea-  Wine        General    General 

Count!/                                                     Places  Beer  Places  Off-Sale*  On-Sale  Clubs  Cluls  sonal     Off-Sale     Off-Sale    Off-Sale 

Alameda    2C1  353  559  44  CO?.  1         19  1  772  612  656 

Alpine    1  1  -1  1--2  2  -  1 

Amador 8  11  27  8  35  -           -  3  24  8  16 

Butte 30  68  47  5  52  -           5  6  84  51  56 

Calaveras    10  13  16  12  28  -           1  7  22  7  19 

Colusa   6  17  8  13  21  -           2  1  19  3  16 

Contra  Costa 94  172  230  16  246  3         24  -  318  168  184 

Del  Xorte 3  18  10  4  14  2           2  11  24  10  14 

El  Dorado 21  34  19  5  24  2           3  37  60  19  24 

Fresno 132  294  171  36  207  3           6  12  437  180  216 

Glenn       5  20  8  9  17  -           4  1  18  8  17 

Humboldt    29  56  76  22  98  5           5  12  103  65  87 

Imperial    28  105  39  10  49  2           4  1  112  39  49 

Inyo 3  19  16  2  18  1           2  5  19  15  17 

Kern    52  244  160  12  172  7         10  2  306  144  156 

Kinss 19  46  33  4  37  -           -  -  70  27  31 

Lake    7  49  22  9  31  -           -  31  39  17  26 

Lassen 2  11  13  12  25  1          1  1  20  9  21 

Los  Angeles 891  3,260  2,875  52  2,909  85        87  4  3,080  3,556  3,608 

Madera    17  40  21  2  23-2  S  70  19  21 

Marin    34  29  118  6  124  1         11  2  65  104  110 

Mariposa 3  19  4  7  11  -           -  2  14  3  10 

Mendocino    23  37  49  20  69-2  15  71  32  52 

Merced 32  96  56  6  62  -           3  -  93  40  46 

Modoc    1  2  4  13  17  -           1  -  12  8  21 

Mono   2  10  8  4  12  -           -  19  16  12  16 

Monterev    95  122  129  10  139  5           6  13  149  112  122 

Napa   20  49  57  9  66  -          4  6  48  30  39 

Nevada    6  16  45  10  55  2          1  5  42  19  29 

Orange    127  366  316  1  317  11         16  -  331  344  345 

Placer    IS  55  52  19  71  2           2  29  64  48  67 

Plumas    4  IS  24  20  44-1  14  23  20  40 

Riverside    90  310  169  -  169  10         15  16  279  114  114 

Sacramento 111  222  305  23  328  5         12  2  301  241  264 

San  Benito 2  7  21  3  24  3           -  -  24  7  10 

San  Bernardino 128  466  238  6  244  17         26  15  438  216  222 

San  Diego 209  617  502  5  507  18         27  2  652  393  398 

San  Francisco 242  255  1,148  76  1,224  3           9  -  657  1,120  1,205 

San  Joaquin 133  150  168  30  198  3         12  2  268  127  157 

San  Luis  Obispo 26  68  66  10  76  1          2  -  102  48  58 

San  Mateo 61  142  296  7  303  6         12  2  254  179  186 

Santa   Barbara   3S  112  103  9  112  2         12  3  142  115  124 

Santa  Clara 123  213  323  6  329  5           9  3  428  212  218 

Santa  Cruz 32  56  100  5  105  2           1  9  102  72  77 

Shasta    14  78  51  7  58-2  10  SO  38  45 

Sierra    3  5  39  12  --2  9  110 

Siskiyou    10  25  31  26  57  -           1  7  47  39  65 

Solano 29  77  84  10  94  2           5  1  72  76  86 

Sonoma   107  86  143  37  180  2           3  40  166  94  131 

Stanislaus 36  70  82  11  93  3           3  1  169  62  73 

Sutter    11  23  18  4  22  -           1  -  40  13  17 

Teliama 15  23  10  7  17  -           1  7  28  14  21 

Trinity 6  11  4  3  7  -           1  13  25  5  8 

Tulare 48  115  71  17  88  4           4  8  227  68  85 

Tuolumne   9  21  31  8  39  -           -  9  24  19  27 

Ventura 36  145  93  -  93  1           7  -  179  79  79 

Tolo 35  48  35  6  41  4           3  -  56  27  33 

Tuba    20  44  36  10  46  2          1  3  38  24  34 

3,558  9,039  9,325  738  10,063  738      393  405  11,334  9,141  9,879 

*  Included  in  totals  for  both  on-  and  off-sale  general  licenses.  SOURCE :    Compiled    from  Alcoholic    Beverage    Control    Board, 

"Retail  Premises  Licensed  tor  tlie  Sale  of  Alcoholic  Bever- 
ages as  of  April  1,  1964." 


24  Senate  Fact  Finding  Committee  on  Revenue  and  Taxation 

Decisions  of  the  Department  of  Alcoholic  Beverage  Table  19 

Control  ordering  any  penalty  or  assessment,  or  issu-  schedule  of  fees  for  original  licenses 

ing,  denying,  transferring,   suspending  or  revoking  for  retail  sale  of  alcoholic 

any  license,  may  be  appealed  to  the  independent  Al-  beverages  IN  California 

coholic  Beverage  Control  Appeals  Board,  whose  three  On-sale  beer  and  wine $  150 

members  are  appointed  by  the  Governor.    Appeals  Off-sale  beer  and  wine 25 

from  decisions  of  the  Appeals  Board  may  be  made  to  otl^^l  f^eV^^ ^'lOO 

the  Superior  Court.  On-sale  general   IIIIIIIIIIIIIIIIIIIII     6,000 

Original  licenses  for  retail  sale  of  alcoholic  bever-  On-sale  general  for  seasonal  business 2,000 

nwoo    nro    snKippt    tn    fpps    qVinwTi    in    TnWp    IQ-    nnniinl  SOURCE:    State  of  California,   Department  of  Alcoholic   Bever- 

ages   are    SUDjeei   lO    leeS    snown    in    laoie    I»,    annual  are  Control,    "instructions  for   Persona  Submitting  Applica- 

renewal  fees  appear  in  Table  20.  It  should  be  noted  sepfemberll^mllV^etT^^^  Licenses,-  abc  320  (3-62). 

Table  20 

SCHEDULE  OF  ANNUAL  FEES  BY  TYPE  OF  LICENSE  FOR  SALE 
OF  ALCOHOLIC   BEVERAGES   IN   CALIFORNIA* 

Beer  manufacturer's  license $828.00  per  year 

Wine  grower's  license  (to  be  computed  only  on  the  gallonage  produced), 

5,000  gallons  or  less 22.00  per  year 

Over  5,000  gallons  to  20,000  gallons  per  year 44.00  per  year 

Over  20,000  to  100,000  gallons  per  year 82.50  per  year 

Over  100,000  to  200,000  gallons  per  year 110.00  per  year 

Over  200,000  to  1,000,000  gallons  per  year 165.00  per  year 

For  each  1,000,000  (or  fraction  thereof)  over  1,000,000  gallons  an  additional 110.00  per  year 

Brandy  manufacturer's  license 168.(X)  per  year 

Distilled  spirits  manufacturer's  license 276.00  per  year 

Distilled  spirits  manufacturer's  agents  license 276.00  per  year 

Still  license   12.00  per  year 

Rectifier's   license   276.00  per  year 

Wine  rectifier's  license 276.00  per  year 

Beer  and  wine  importer's  license No  fee 

Beer  and  wine  importer's  general  license 56.00  per  year 

Brandy  importer's  license No  fee 

Distilled  spirits  importer's  license No  fee 

Distilled  spirits  importer's  general  license 276.00  per  year 

Public  warehouse  license 12.00  per  year 

Customs  broker's  house 12.00  per  year 

Wine  broker's  license 56.00  per  year 

Beer  and  wine  wholesaler's  license  56.00  per  year 

Distilled  spirits  wholesaler's  license 276.00  per  year 

Industrial  alcohol  dealer's  license 56.00  per  year 

Retail  package  off-sale  beer  and  wine  license 12.(X)  per  year** 

Retail  package  off-sale  general  license  for  under  $20,0(K)  gross  retail  sales  of 

distilled  spirits  per  year 200.(X)  per  year 

On-sale  beer  license 84.00  per  year** 

On-sale  beer  and  wine  license 84.00  per  year** 

On-sale  beer  and  wine  license  for  trains   (per  train) 16.00  per  year 

On-sale  beer  license  for  fishing  party  boats  (per  boat) 32.00  per  year 

On-sale  beer  and  wine  license  for  boats   (per  boat) 56.00  per  year 

On-sale  beer  and  wine  license  for  airplanes  (per  scheduled  flight) 16.00  per  year 

On-sale  general  license : 

In  cities  of  40,000  population  or  over 580.00  per  year** 

In  cities  of  less  than  40,000  but  more  than  20,000  population 412.00  per  year** 

In  all  other  localities 360.00  per  year* 

On-sale  general  license  for  seasonal  business : 

In  cities  of  40,000  population  or  over 145.00  per  quarter** 

In  cities  of  less  than  40,000  but  more  than  20,000  population 103.00  per  quarter** 

In  all  other  localities 90.(X)  per  quarter** 

On-sale  general  license  for  bona  fide  clubs,  Club  license  (issued  under  Article  4  of  this  chapter), 
or  Veterans'  club  license  (issued  Article  5  of  this  chapter) 

In  cities  of  40,000  population  or  over 330.00  per  year** 

In  cities  of  less  than  40,000  but  more  than  20,000 248.00  per  year** 

In  all  other  localities 220.00  per  year** 

On-sale  general  license  for  trains  and  sleeping  cars 128.00  per  year 

Duplicate  on-sale  general  license  for  trains  and  sleeping  car  companies 32.00  per  year 

On-sale  general  license  for  boats 332.00  per  year 

On-sale  general   license   for   airplanes 128.00  per  year 

Duplicate  on-sale  general  license  for  air  common  carriers lO.CX)  per  year 

On-sale  general  license  for  vessels  of  more  than  1,000  tons  burden 128.00  per  year 

Duplicate  on-sale  general  license  for  vessels  of  more  than  1,000  tons  burden 32.00  per  year 

•  Annual  fees  are  divided,  the  State  retaining  10  percent  and  returning  90  percent  to  the  city  or  county  in  which  licensee  is  situated. 
••Reductions  are  granted  for  periods  less  than  one  full  year,  in  accordance  with  Alcoholic  Beverage  Control  Act,  Sections  23322-23325. 
SOURCE:  California  Alcoholic  Beverage  Control  Act,  Section  23320. 
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Table  21 

GROSS   RECEIPTS   FROM   LICENSE  OF  ALCOHOLIC  BEVERAGES,  BY  STATE 

BY   FISCAL  YEARS   ENDING  JUNE  30,  1950-1963 

(Thousands  of  dollars) 

State  1950  1951     1952     195S     195k     1955     1956     1957      1958  1959     1960  1961  1962     1963 

Alabama 115  112        117        146        120        130        131        123        115  129  118  115  126  120 

Alaska    (NA)  (NA)     (NA)     (NA)     (NA)    (NA)    (NA)        510        434  332  457  238  291  384 

Arizona 199  253        273        175        274        214        186        204        199  290  329  353  375  533 

Arkansas    528  335        146        563        412        406        400        396        397  389  381  387  375  380 

CALIFORNIA 7,919  7,898     8,413     8,577     8,669     9,214     9,332  10,544  10,986  12,231  11,031  13,123  13,250  14,181 

Colorado 756  768        750        785        636        769        780        781        814  846  882  865  928  705 

Connecticut   2,967  3,084     3,091     3,120    3,083     3,085     2,871     3,002     3,044  3,156  3,108  3,307  4,131  4,090 

Delaware    167  101        181        200        261        272        279        290        290  290  292  294  288  288 

Florida   1,216  1,238     1,300     1,321     1,840     1,377     1,405     1,427     1,464  1,483  1,516  1,614  1,857  1,890 

Georsia 271  264       274       274       273       238       268       412       272  391  323  333  337  344 

Hawaii (NA)  (NA)     (NA)    (NA)   (NA)            _________ 

Idaho  443  449   467   449   426   419   414   403   407  432  464  474  531  5.38 

Illinois  1,344  1,329  1,461  1,137  1,419  1,263  1,298  1,261  1,279  1,190  1,208  1,192  1,220  1,094 

Indiana  3,613  4,726  3,693  5,059  5,271  3,926  4,048  4,356  3,959  4,079  4,042  4,213  5,000  4,148 

Iowa  93  82    85    76    79    73    71    68    67  67  65  63  61  62 

Kansas 227  214   213   467   196   208   197   203   207  212  216  212  216  214 

Kentucky  805  819   875   807   760   807   837   855   830  810  809  869  795  825 

Louisiana 853  1,037   982   934   951   932  1,124  1,149  1,150  1,141  1,213  1,190  1,193  1,273 

Maine 466  476   474   477   466   488   478   471   471  477  476  501  523  526 

Maryland  106  138   125   122   117   110   109   113   114  143  167  169  170  175 

Massachusetts 490  455   439   438   419   417   402   388   377  379  456  446  425  406 

Michigan  3,808  3,788  4,759  4,938  4,997  5,008  5,018  5,009  4,997  5,051  5,150  5,228  5,345  5,220 

Minnesota  97  99    98    97    94    94   133   124   124  121  124  138  205  189 

Mississippi 79  77    78    75    77    73    71    67    64  66  63  65  64  63 

Missouri 1,562  1,038  1,612  1,556  1,446  1,495  1,394  1,238  1,051  1,643  1,502  480  1,093  1  191 

Montana 899  1,078  1,160  1,001   992   980   951   972   959  953  958  966  947  995 

Nebraska  161  162   161   151   154   161   155   153   151  149  153  153  151  152 

Nevada 19  19    19    18    16    17    18    19    17  18  8  17  17  17 

New  Hampshire 230  228   221   231   231   234   232   243   247  240  236  238  242  245 

New  Jersey 626  629   404   610   621   869   911   818   817  822  889  904  905  873 

New  Mexico 61  104    35    57    82    78    73    73    72  73  149  140  142  121 

New  York  23,566  24,442  23,810  23,918  24,054  24,048  24,144  23,999  23,890  23,965  23,943  23,853  23,849  23,678 

North  Carolina 89  80    81    85    86    86    80    81    80  79  83  89  88  91 

North  Dakota 169  169   171   190   185   165   ISl   173   177  178  175  175  181  179 

Ohio  8,041  7,081  7,759  7,436  7,508  7,481  7,459  8,352  8,451  8,985  8,736  9,230  9,186  9,055 

Oklahoma 295  2S6   277   295   286   279   267   253   254  282  2.58  722  752  746 

Oregon  502  505   488   615   595   591   601   608   597  609  603  607  604  609 

Pennsylvania 7,907  8,193  7,754  8,016  7,763  7,826  7,854  7,808  7,743  8,006  7,891  7,865  8,151  8,202 

Rhode  Island 65  65    65    62    61    62    63    64    62  62  62  96  93  93 

South  Carolina 130  757   501   836   625   782   787   778   852  763  837  979  821  728 

South  Dakota 537  564   182   137   204   157   394   399   410  446  434  413  439  425 

Tennessee 286  287   292   274   279   273   256   241   232  239  248  216  326  294 

Texas  1,430  1,378  1,350  1,371  1,366  1,357  1,312  1,274  1,286  1,311  1,308  1,338  1,934  2,017 

Utah   2222222275887  10 

Vermont 114  116       157       154       165       165       161        162       168  169  180  182  189  198 

Virginia    259  250        247        246        245        235        231        227        222  222  367  378  370  374 

Washington  1,568  1,156     1,233    1,269    1,255    1,265     1,278     1,294     1,303  1,339  1,370  1,385  1,406  1,424 

West  Virginia 526  429        822        487        420        475        447        407        381  496  470  422  408  417 

Wisconsin    72  70           -         68         63         69         64         63         64  62  66  59  63  66 

Wyoming   14  13          14          14          13          12          12          12          11  11  10  11  11  10 

SOURCE  :  Compiled  from  data  in  U.  S.  Department  of  Commerce,  Bureau  ot  the  Census,  Compendium  of  State  Government  Finances 

for  years  1950-1963.  Figures  in  these  reports  do  not  ag^ree  with  specific  amounts  in  ofBclal  state  records  and  reports,  except  where 

such   sources  conform  explicitly  with  standard  Bureau  of  Census  categories. 


that  the  entire  amount  of  the  fee  for  an  original  li- 
cense goes  into  the  State  General  Fund,  while  the 
renewal  fee  is  divided,  10  percent  reaching  the  Gen- 
eral Fund  and  90  percent  being  returned  to  the  city 
or  county  in  which  the  licensed  establishment  is  sit- 
uated.^* 

Licenses  for  sale  of  alcoholic  beverages  are  usually 
held  to  be  regulatory  rather  than  taxing  provisions, 
but  considerable  revenue  is  generated  by  license  fees, 
as  has  been  mentioned.  This  is  further  illustrated  in 
Table  21.  In  most  states,  the  costs  of  enforcement  are 
exceeded  by  the  revenue.  This  is  true  in  California, 

»/bid.,  Section  25761. 


with  the  exception  of  the  general  off-sale  license.  The 
annual  fee  for  a  retail  package  store  is  $200  where 
gross  sales  are  $20,000  or  less;  an  additional  $200  is 
required  for  gross  sales  over  $20,000.  It  has  been  the 
experience  of  the  Department  of  Alcoholic  Beverage 
Control  that  the  cost  of  inspecting  and  administering 
this  distinction  in  gross  sales  is  disproportionately 
high,  and  it  is  questionable  whether  the  State  actually 
benefits  from  the  additional  revenue  received  from  a 
business  having  sales  over  $20,000.  The  distinction 
made  for  on-sale  licenses  is  based  on  population,  and 
consequently  is  not  difficult  or  costly  to  administer. 
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Table  22  shows  the  average  number  of  persons  per 
off-sale  license  in  the  District  of  Columbia  and  the  49 
states  permitting  sale  of  alcoholic  beverages  for  con- 
sumption off  the  premises.  In  this  characteristic,  Cali- 
fornia ranked  eighth  in  the  nation  in  1962.  Seventeen 
of  these  states  are  monopoly  states,  in  which  a  Liquor 
control  authority  holds  the  exclusive  right  to  purchase 
or  manufacture  and  to  sell  all  or  certain  alcoholic 
beverages.  In  most  cases,  this  means  that  the  state 
monopolizes  the  sale  of  bottled  distilled  spirits  while 

Table  22 

NUMBER   OF   PERSONS   PER    RETAIL   LICENSE   FOR 

OFF-PREMISE  SALE  OF   DISTILLED 

SPIRITS  BY   RANK,  1962 

Nutnher  of  Persons 
Hank  iy  State  Per  License 

Illinois" 52.3 

Alaska   ^07 

Connecticut 1,184 

South  Dakota 1.321 

Hawaii 1.^26 

Missouri 1,584 

Delaware 1,763 

CALIFORNIA —  1,901 

Colorado    1.943 

Nebraska 2.008 

District  of  Columbia 2,020 

Arizona   2,064 

Kansas 2,119 

Massachusetts    2,493 

Rhode  Island 2,912 

Oklahoma    2,992 

Arkansas 3,095 

New    Jersey 3,096 

JIarvland 3,226 

Indiana    3,263 

Texas 3,278 

Kentucky 3,.343 

•South  Carolina 3,350 

Louisiana — 3,4.57 

Michigan  *    3,580 

Georgia    3,814 

Wisconsin   3,817 

New  York 4,120 

Wyoming »    4,562 

Montana  * 4,633 

Minnesota 5,940 

Idaho*    6,122 

New  Mexico 7,286 

Florida 8,665 

Vermont  * 8,667 

Tennessee    9,365 

Oregon  *    10,471 

North  Dakota 11.464 

Utah  *   11,792 

Washington  *    12,024 

West  Virginia  * 12.061 

New  Hampshire  * 12,897 

Maine  *   13,684 

Iowa  *   14,615 

Pennsylvania  * 16,754 

Virginia  *    22,950 

North  Carolina  * 24,015 

Ohio  *    28,442 

Alabama  * 41,975 

•  Illinois  licenses  authorize  both  on-  and  off-sale. 

*  Indicates    control    slates    and    number    of    off-premise    licenses 

represents  state  stores  and  agencies  with  the  following  ex- 
ceptions: North  Carolina  represents  county  and  city  stores, 
Michigan  includes  specially  designated  distributors  and 
Wyoming  covers  private  licenses  since  this  state  operates  a 
monopoly  at  wholesale  level  only. 

Note  :  Information  not  available  from  Nevada. 

SOURCE :  Distilled  Spirits  Institute,  Distilled  Spirits  Industry 
Annual  Statistical  Review,  1962,  Table  53,  p.  46. 


private  businesses  are  allowed  to  sell  by  the  drink. 
In  tiiese  states  retailers  are  also  permitted  to  sell  beer 
and  wine  by  the  package  and  by  the  drink.  Fifteen 
of  these  states  operate  retail  stores.  North  Carolina 
has  county-operated  retail  stores  supervised  by  the 
state.  W}-oming  operates  a  monopoly  onl_y  at  the 
wholesale  level.  Mississippi  prohibits  the  sale  of  all 
beverages  containing  over  4  percent  alcohol. ^^ 

The  monopoly  states  typically  show  a  rather  large 
number  of  persons  for  each  off-sale  license,  the  ex- 
treme example  being  Alabama,  which  in  1962  had 
41,975  persons  per  license.  This  is  in  accord  with  the 
primary  purpose  of  monopoly  operation,  which  is  not 
to  produce  revenue  but  to  provide  control  over  some 
of  the  social  consequences  of  liquor  consumption.  How- 
ever, actual  per  capita  consumption  does  not  seem  to 
differ  greatly  between  monopoly  states  and  others. 
Alabama,  with  its  41,975  persons  per  off-sale  license 
in  1962,  had  a  distilled  .spirits  per  capita  consumption 
of  .67  gallon;  in  the  same  year  Arkansas,  without 
monopoly  control  and  with  3,095  persons  per  license, 

Table  23 

NUMBER   OF   PERSONS   PER    RETAIL   LICENSE   FOR 

ON-PREMISE   SALE  OF   DISTILLED 

SPIRITS   BY    RANK,  1962 


Rank  hy  State 


Numier  of  Periont 
Per  License 


339 
473 
523 
542 
544 
631 
639 
719 
758 


Wisconsin   

Montana  * 

Illinois 

Pennsylvania  *   

Alaska    

Rhode  Island  

Louisiana    

North  Dakota 

New  York 

New  Mexico   

Vermont  *   918 

Ohio  *    950 

Connecticut 986 

Massachusetts 1,075 

Colorado 1,123 

Idaho  * 1,183 

Michigan  * 1,227 

District  of  Columbia 1,.302 

New  Hampshire  * 1,.344 

Missouri 1,487 

Hawaii 1,597 

CALIFORNIA 1,673 

Nebraska 1,737 

South  Dakota 1,912 

Delaware 1,995 

Oregon  * 2.243 

Minnesota   3,1.53 

Wyoming  *    3,318 

Washington  *    3,427 

Kentucky 3,571 

Maine  *   3,686 

Indiana   4,783 

New  Jersey 5,755 

Alabama  * 5,922 

Arizona   5,964 

Maryland 11,355 

Florida 14,596 

•  Control  states. 

SOURCE :   Distilled   Spirits  Institute,   Distilled   Spirits  Industry 
Annual  Statistical  Review,  1062,  Table  53,  p.  •38. 


'  Distilled    Spirits    Institute,    Distilled    Spirits    Industry    Annual 
Statistical  Review,   (Washington,   D.   C. :   1962)    p.   46. 
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had  a  per  capita  consumption  of  distilled  spirits  of 
(;s  gallon.  At  the  same  time  Table  21  shows  that 
A ikaiisas  enjoyed  license  revenue  three  times  as  great 
:i<  Alabama's. 

Thirty-seven  states  and  the  District  of  Columbia 
license  the  sale  of  liquor  products  for  ou-premise 
cousumption.  In  terms  of  population  per  license,  Cali- 


fornia ranked  twenty-second  in  1962,  with  1,673  per- 
sons per  license.  Table  23  indicates  little  correlation 
between  the  number  of  persons  per  on-sale  license 
and  whether  the  state  exercises  a  monopoly  in  package 
sales. 

The  number  of  Californians  per  license,  as  shown 
in  Table  24,  is  considerably  less  than  2,000  in  some 


Table  24 

POPULATION   AND  ALCOHOLIC   BEVERAGE   LICENSES 

FOR  CALIFORNIA  COUNTIES 

On-Sale 


Population 
County  (Estiwated) 

Alameda    978,600 

Alpine   500 

Amador 10,500 

Butte 91,500 

Calaveras    11,000 

Colusa    12,500 

Contra  Costa 468,200 

Del  Norte 18,400 

El  Dorado 35,000 

Fresno 398,200 

Glenn 18,600 

Humboldt 107,900 

Imperial    81,000 

Inyo 12,300 

Kern    312,900 

Kings 59,800 

Lake —  15,300 

Lassen 14,000 

Los  Angeles 6,593,500 

Madera    41,800 

Marin    173,900 

Mariposa 5,700 

Jleudocino    50,500 

Merced    98,300 

Modoc   8,000 

Mono   2,500 

Monterey 210,200 

Napa   72,200 

Nevada    22,200 

Orange    970,900 

Placer   64,100 

Plumas    11,600 

Riverside    369,300 

Sacramento     589,100 

San  Benito 16,400 

San  Bernardino 587,600 

San  Diego 1,164,100 

San  Francisco 749,900 

San  Joaquin 265,300 

San  Luis  Obispo 93,900 

San  Mateo 508,600 

Santa   Barbara    226,700 

Santa  Clara 811,000 

Santa   Cruz   94,600 

Shasta 69,700 

Sierra    2,500 

Siskivou    34,000 

Solano 150,600 

Sonoma   164,900 

Stanislaus 167,700 

Sutter   34,600 

Tehama 27,700 

Trinitv 9,500 

Tulare 179,200 

Tuolumne   15,400 

Ventura    252,600 

Yolo 76,200 

Yuba    41,400 

SOURCES:  Economic  Development  Agency,  State 
J96S,  p.  46.  Table  6-7. 


Off-Sale 


Total 

Population 

Total 

Population 

General 

Per 

General 

Per 

On-Sole 

License 

Off-Sals 

License 

603 

1,623 

656 

1,492 

1 

500 

1 

500 

35 

300 

16 

656 

52 

1,760 

56 

1,634 

28 

393 

19 

579 

21 

595 

16 

781 

246 

1,903 

184 

2,545 

14 

1,314 

14 

1,314 

24 

1,4.58 

24 

1,458 

207 

1,924 

216 

1,844 

17 

1,094 

17 

1,094 

98 

1,101 

87 

1,240 

49 

1,653 

49 

1,653 

18 

683 

17 

724 

172 

1,819 

156 

2,006 

37 

1,616 

31 

1,929 

31 

494 

26 

588 

25 

560 

21 

667 

2,909 

2,267 

3,608 

1,827 

23 

1,817 

21 

1,990 

124 

1,402 

110 

1,581 

11 

518 

10 

570 

69 

732 

52 

971 

62 

1,585 

46 

2,137 

17 

471 

21 

381 

12 

208 

16 

156 

139 

1,512 

122 

1,723 

66 

1,004 

39 

1,851 

55 

404 

29 

766 

317 

3,063 

345 

2,814 

71 

903 

67 

957 

44 

264 

40 

290 

169 

2,185 

114 

3,239 

328 

1,796 

264 

2,231 

24 

683 

10 

I.&IO 

244 

2.408 

222 

2,(147 

507 

2,296 

398 

2,925 

1,224 

613 

1,2(15 

622 

198 

1,340 

157 

1,690 

76 

1,236 

58 

1,619 

303 

1,679 

186 

2,734 

112 

2,024 

124 

1,828 

329 

2,468 

218 

3,724 

105 

901 

77 

1,229 

58 

1,202 

45 

1,549 

12 

208 

10 

250 

57 

596 

65 

523 

94 

1,602 

86 

1,751 

180 

916 

131 

1,259 

93 

1,803 

73 

2,297 

22 

1,573 

17 

2,035 

17 

1,629 

21 

1.319 

7 

1,357 

8 

1,188 

88 

2,036 

85 

2,108 

39 

.395 

27 

570 

93 

2,716 

79 

3,197 

41 

1,859 

33 

2,309 

46 

900 

34 

1,218 

of  California,  California  Statistical  Abstract, 
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counties,  a  reflection  of  issnance  of  licenses  prior  to 
the  1961  increase  in  the  population  requirement. 
Some  counties,  on  the  other  hand,  show  rather  more 
persons  per  license  than  the  minimum  requirement. 
No  license  presently  oustanding  may  be  canceled  be- 
cause the  county  has  licenses  in  excess  of  the  number 
authorized  by  the  ratio,  and  no  new  license  may  be 
issued  merely  because  the  number  of  licenses  does  not 
equal  the  authorized  ratio.** 

Under  present  law,  the  Department  of  Alcoholic 
Beverage  Control  may  increase  the  number  of  both 
on-sale  and  off-sale  licenses  in  a  county  whenever  it  is 
made  to  appear  to  the  department  by  satisfactory  evi- 
dence that  the  population  in  the  county  has  increased 
by  more  than  the  required  number  per  license;  that 
by  reason  thereof  the  inhabitants  of  the  county  are 
unjustly  and  unfairly  discriminated  against;  and  if 
the  total  number  of  licenses  in  such  county  does  not 
exceed  the  maviinnnTTi  specified  by  law.'"  Each  license 
issued  is  considered  separate  and  distinct  and  is  trans- 
ferable from  one  licensee  to  another  and/or  from  one 
premise  to  another  only  upon  approval  by  the  depart- 
ment. Previously,  retail  licenses  could  be  transferred 
from  one  county  to  another,  subject  to  the  established 
ratios  of  population  per  license,  but  this  practice  was 
ended  as  of  June  1,  1963.^ 

"With  the  present  limitations  upon  population  per 
on-  and  off-sale  license,  revenue  from  issuance  of  orig- 
inal licenses  is  likely  to  be  slight  until  population  in- 
creases warrant  additional  original  licenses.  License 
revenue  will  stem  principally  from  renewals  and  intra- 
eounty  transfers,  with  no  great  increase  in  the  amount 
to  be  expected. 

Although  the  number  of  persons  per  Ucense  au- 
thorized in  many  states  exceeds  the  requirement  in 
California,  it  is  understandable  that  California  might 
wish,  for  reasons  of  public  welfare,  to  limit  the  num- 
ber of  licenses  available.  However,  by  so  doing,  the 
State  in  effect  is  limiting  competition  and  granting  a 
partial  monopoly  to  the  one  in  possesison  of  a  license. 
Although  the  courts  differ  under  certain  circum- 
stances as  to  whether  a  license  is  personal  property,^ 
it  is  nevertheless  a  valuable  privilege,  and,  in  actual 
practice,  when  a  business  requiring  an  alcoholic  bev- 
erage license  is  sold,  a  premium  price  is  paid  to  the 
seller  in  order  to  obtain  the  license  along  with  the 
real  and  personal  property  of  the  business. 

A  complete  disetission  of  public  policy  reasons  for 
limiting  the  nimiber  of  licenses,  and  the  advisability 
of  permitting  transfers  of  licenses  with  the  sale  of  a 
business,  is  beyond  the  scope  of  this  study.  Presently, 
the  State  receives  an  amount  equal  to  70  percent  of  the 
annual  fee  for  the  license  when  it  is  transferred  from 


••  Califamia  Alcoholic  Beverage  Control  Act,  Section  23819. 

'^  Ibid..  SecUon  23S21. 

"Jlnd.,  Section  24070. 

"Although  alcoholic  beverage  licenses  are  not  "property"  for 
the  purposes  of  property  taxation  (Koehm  v.  County  of 
Orange,  J2  Cal.  2d.  280),  they  constitute  "property"  within 
the  meaning  of  the  Bankruptcy  Act.  (In  re  Quaker  Room, 
90  Fed.  Supp.  758.) 


person  to  person.  A  fee  of  $27. .50  is  charged  for  trans- 
fer by  surviving  partners,  surviving  spouses,  admin- 
istrators, bankruptcy  trustees,  receivers,  and  so  forth, 
and  transfers  between  spouses  or  certain  partners.'** 
In  practice,  a  considerable  sum  may  be  paid  to  the 
seller  of  the  business  without  a  proportionate  share 
going  to  the  State  for  the  privilege  it  has  granted. 
Under  the  present  law.  all  monies  collected  from  trans- 
fer fees  are  deposited  directly  in  the  general  fund  ia 
the  State  Treasury,  rather  than  in  the  alcohol  beverage 
control  fund.*^  A  more  thorough  study  of  the  State's 
licensing  system  wotild  determine  whether  or  not  addi- 
tional revenue  should  be  obtained  for  the  State  gen- 
eral fund  from  the  transfer  of  licenses  from  person  to 
person. 

Alcoholic  Beverage  Excise  Taxes: 

Nearly  $900  million  in  net  revenue  was  produced 
from  the  taxation  of  sale  of  alcoholic  beverages  for 
the  50  states  and  the  District  of  Columbia  in  1963. 
This  is  shown  in  Table  25,  with  California  ranking 
second  to  New  York  in  total  receipts.  California's 
large  population  accounts,  to  a  great  extent,  for  the 
amount  of  revenue  received.  Table  26  indicates  that 
California  ranks  eighth  among  the  50  states  in  per 
capita  consumption  of  distilled  spirits  and  twenty- 
fourth  in  per  capita  wine  consumption,  but,  because 
of  the  extremely  low  tax  rate  on  wines  in  this  State, 
only  about  1.5  cents  out  of  each  doUar  of  tax  on  alco- 
holic beverages  was  accounted  for  by  wine  consump- 
tion; taxing  wine  does  not  significantly  contribute  to 
total  revenues. 

Federal  taxes  and  duties  from  distilled  spirits,  beer 
and  wine  totaled  over  $3^  billion,  with  total  public 
revenue  received  from  taxation  of  alcoholic  beverages 
by  both  Federal  and  state  governments  amounting  to 
$4,235,000,000  in  1963.*= 

At  the  present  time,  the  Federal  excise  tax  rates  on 
alcoholic  beveraees  are  as  follows:*' 


i 


Distilled  spirits 
Beer 
Wine 

Still  wines — rates  per  wine  gallon 
14  percent  alcohol  or  less : 
Over  14  to  21  percent  alcohol : 
Over  21  to  24  percent  alcohol : 
Champagne  and  other  sparkling 

wines : 
ArtiSciaUj  carbonated  wines : 


$10.50  on  each  proof  gallon 
$9.00  per  harrel  of  31  gallons 


17  cents 
67  cents 
$2.25 

$3.40  per  wine  gallon 
$2.40  per  wine  gallon 


The  excise  taxes  on  alcoholic  beverages  in  Cali- 
fornia are  in  addition  to  the  Federal  excise  taxes  and 
in  addition  to  the  State  general  sales  and  use  tax. 


"  California  Alcoholic  Beverage  Control  Act,  Sections  24070, 
240T0.1.  and  24071. 

forbid..  Section  24072. 

"  Computed  from  data  in  V.  S.  Treasury  Department,  Internal 
Revenue  Service,  Alcohol  and  Tobacco  Summary  Statistics, 
liSS  (Washington:  Government  Printing  Office,  1963),  Ta- 
ble 94.  p.  81 ;  and  V.  S.  Department  of  Commerce.  Bureau 
of  the  Census,  Compendium  of  State  Government  Finances, 
ISSS.  (Washington:  Government  Printing  Office,  1964),  Ta- 
ble e,  p.  12. 

"U.  S.  Treasury  Department,  op.  cit.,  pp.  11,  43,  52,  58. 
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Such  excise  taxes  are  considered  by  manj-  to  be  re- 
gressive and  are  often  assumed  to  curtail  consumption, 
particularly  in  the  lower  income  levels;  however,  ac- 
cording to  some  studies  the  effect  is  rather  to  curtail 
expenditure  for  items  that  would  generally  be  con- 
sidered more  beneficial. 

Although  in  some  states  revenues  from  alcoholic 
beverages  are  collected  through  the  use  of  stamps  pur- 
chased by  sellers  and  affixed  to  bottles,  California  has 
used  the  reporting  system  since  1941.  The  excise  taxes 
in  California  are  applicable  to  all  alcoholic  beverages 
at  such  time  as  they  are  removed  from  the  bonded 


premises  of  the  manufacturer,  or  imported  into  the 
State,  but  they  do  not  apply  to  beverages  delivered  to 
another  manufacturer,  exported,  sold  for  export  out 
of  the  State,  or  otherwise  exempt  under  the  revenue 
laws  of  California. 

At  the  present  time,  excise  tax  rates  in  California 
are  as  follows : 

Distilled  spirits  :  $1.50  per  gallon 

Beer :  $1.24  per  barrel,  or  4  cents  per  gallon 

Wine : 

14%  alcohol  or  less :  1  cent  per  gallon 

Over  14%  alcohol ;  2  cents  per  gallon 

Sparkling  wine  :  30  cents  per  gallon 


Table  25 

GROSS   RECEIPTS   FROM  TAXATION  OF  SALE  OF  ALCOHOLIC   BEVERAGES, 

BY  STATES,  BY   FISCAL  YEARS   ENDING  JUNE  30,  1950-63 

(Thousands  of  Dollars) 

S'a'e                                                1950     1951     1952     195S     1954  1955  1956     1957      1958     1959     1960     1961     1962     196S 

Alabama 1,336     1,401     1,511     1,540     1,570  1,377     7,130     7,576     7,530     8,123     7,292     7,421  17,918  20,859 

Alaska (NA)    (NA)     (NA)    (NA)     (NA)  (NA)  (XA)     (NA)     (NA)    (NA)     (NA)      2,361     2,498     2,751 

Arizona 1,795     2,210     2,291     2,518     2,468  2,585     2,786     2,958     3,086     3,376     3,587     3,791     4,174     4,981 

Arkansas    4,896     5,162     6,0.59     6,042     5,541  5,251     5,725     5,569     5,465     5,627     5,954     5,840     6,337     6,633 

CALIFORNIA 16,145  18,995  19,1.56  19,!i65  19,530  19,790  38,992  39,284  38.655  41,800  50,401  51,002  55,890  58,808 

Colorado 3,640     4,147     3,802     3,941     3,777  4,113     4,354     4,559     4,504     5,305     5,828     6,232     7,091     7,275 

Connecticut 5,314     6,268     5,695     5,920     6,051  6,145     7,039     7,310     6,728     6,868     7,207     7,407  14,830  14,789 

DeLiware   883     1,018        971     1,053     1,440  1,440     1,549     1,499     1,507     1,554     1,645     1,720     2,048     1,945 

Florida 22,620  25,410  26,006  28,293  28,917  30,888  34,606  38,376  40,335  43,288  45,614  47,147  49,802  51,691 

Georgia 17,124  17,100  10,267  10,584  10,235  11,395  19,096  19,523  18,085  19.390  20,333  20.697  22,723  22,875 

Hawaii    (NA)     (NA)     (NA)    (NA)     (NA)  2,066     2,101     2,174     2,750     3,003     3,232     3,519     3,510     3,644 

Idaho    842        849        817        823        810  794     1,654     1,656     1,727     1,665     1,932     1,798     1,784     2,406 

Illinois   22,966  25,915  22,098  24,340  24,461  23,362  26,262  25,653  25,137  26,558  31.623  40,612  41,419  42,376 

Indiana    12,273  13,754  12,788  13,233  13,280  12,712  13,797  13,511  13.027  13,529  14,075  14,102  14,071  15,209 

Iowa 3,310     3,219     3,094     3,129     3,233  3,214     3,189     3,122     3,072     3,095     3,235     3,246     3,266     3,.301 

Kansas 5,322     4,772     5,227     5,181     4,851  5,103     4,951     4,893     5,064     5,284     5,286     5,486     5,968     5,611 

Kentucky 9,483  12,584     9,523     8,418     9,467  10,805  13,063  15,935  15,897  17,390  17,686  16,459  17,038  15,009 

Louisiana 16,084  16,117  16,578  16,640  17,313  17,155  17,804  18,881  19,002  19,1.55  19,886  20,206  20,869  21,824 

Maine 2,056     2,101     2,071     2,243     2,043  2,084     2,172     2,109     2,040     2,033     2,215     2,234     3,269     3,338 

Maryland 5,875     7,013     6,754     6,261     6,879  6,938     8,784     8,603     8,617     8,863     8,838     9,154     9,837  10,153 

Massachusetts 20,567  23,375  21,204  21,971  21,725  22,358  23,778  24,984  23,858  24,886  25,856  26,940  27,846  28,625 

Michigan    6,832     6,975     6,861     7,392     7,528  7,369     7,747     7,367  13,788  13,647  21,940  26,815  13,966  48,564 

I  Minnesota    13,481  15.654  12,897  14,668  13,821  14,429  15,239  15,945  15,015  15,276  15,321  19,028  19,568  20,128 

Mississippi 2,311     3,540     4,272     4,169     4,307  4,103     3,862     3,909     3,733     4,116     4,370    4,664     5,085     5,649 

Missouri 5,518     6,030     5,395     5,953     5,648  5,765     5,972     5,944     5,816     6,154     5,935     5,561     8,587     8,401 

Montana    1,512     1.678     1,653     1,781     1,759  1,756     1,786     1,989     2,297     3,053     3,819     3,896     3,997     4,135 

Nebraska   2,610     2,834     2,805     2,794     2,774  2,821     2,626     2,850     2,815     2,774     2,680     3,232     3,177     3,561 

Nevada 492        680        612        702        769  837        858        901        909     1,035     1,152     1,313     2,209     2,690 

New  Hampshire 1,024     1.039     1,022     1,046     1,023  1,016     1,048     1,031     1,025     1,025     1,089     1,096     1,139     1,154 

New  Jersey 14,612  18,196  15,894  16,691  17,542  17,528  18,814  19,723  19,092  20,002  21,411  22,025  23,025  24,398 

New  Mexico 1,305     1.674     1,438     1,646     1,640  1,667     1,761     1,858     1,970     1,851     2,098     2,128     2,229     2,352 

New  York  45,018  52,827  46,252  46,861  49,196  49,230  51,487  55,001  52,897  55,383  57,190  58,384  60,765  61,594 

North  Carolina 8,398     9,511  10,911  10,964  10,304  11,143  13,642  14,471  13,603  15,166  16,324  17,948  21,217  22,136 

North  Dakota 3,105     3,343     2,923     2,911     2,806  2,814     2,869     2,825     2,832     2,944     3,010     3,082     3,021     3,339 

Ohio    30,170  32,535  31,982  33,716  34,439  33,768  40,554  40,464  40,888  40,017  37,283  36,069  37,440  37,536 

Oklahoma    4,502     4,301     5,932     6,196     5,874  6,056     6,064     5,942     5,927     6,486  14,439  11,500  12,090  12,544 

Oregon   1,195     1,305     1,308     1,346     1,226  1,209     1,281     1,273     1,278     1,341     1,404     1,449     1,513     1,580 

Pennsylvania 40,984  42,060  43,220  45,519  43,026  44,706  43,094  47,119  44,861  48,049  46,120  48,969  50,216  48,079 

Rhode  Island 1,633     2,089     1,836     2,184     2,089  2,258     2,322     2,358     2,451     3,117     3,120     3,290     3,422     3,469 

I  South  Carolina 12,874  15,399  13,419  13,381  11,918  12,069  12,798  13,535  12,924  14,325  16,109  16,912  17,969  19,283 

'South  Dakota 2,552     2,671     2.410     2,627     2,625  2,611     2,325     2,303     2,288     2,473     2,572     2,672     2,859     3,040 

Tennes.see 7,792     8,396     8,047     8,0.59     7,728  7,763     7,642     8,111     7,981     8,196     8,206     8,586     9,167     9,975 

Texas   13,249   15,296  15,800  17,044  17,408  17,185  28,732  30,114  30,527  32,397  35,035  35,758  38,086  39,170 

Utah 747       783       787        763       712  770       832       826       858       867       922       953    1,004    1,035 

Vermont 2,5.53     2,758     2,743     2,794     2,834  2,787     2,918     3,019     3,653     3,847     4,078     4,159     4,379     4,634 

Virginia   6,917     7,684     8,018     8,266     7,531  7,569     7,952     8,122     8,141     8,371     8,900  19,617  22,301  22  651 

Washington 1,948     1,462     1,407     7,713     7,792  8,776     8,348     8,621     8,833     9,675  13,083  13,124  19,458  loioSl 

West  Virginia 2,083     2,432     4,138     3,604     3,297  3,251     3,454     3,398     3,292     3,190     3,305     3,096     3.202     3  214 

I  Wisconsin 11,179    13,629  11,139  12,518  10,809  11,919  13,168  13,618  12,479  13,652  15,028  15,155  15,625  15,336 

I  Wyoming 553        575        526        536        548  536        543        546        541        553        611        612        620        611 

SOURCE:  Complied  from  data  in  U.  S.  Department  of  Commerce,  Bureau  of  the  Census,  Compendium  of  State  Government  Finances, 
for  the  years  1950  through  1963.  Figures  in  these  reports  do  not  agree  with  specific  amounts  in  official  state  records  and  reports, 
except  where  such  sources  conform  explicitly  with  standard  Bureau  of  the  Census  categories. 
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Table  26 

APPARENT  CONSUMPTION  OF  ALCOHOLIC   BEVERAGES   IN  THE   UNITED  STATES 

CALENDAR  YEAR  1962 

Beer  Wine  Distilled  Spirit) 

State                              population  Barrels  Gallons      Per  Capita  Gallons  Per  Capita  Gallons  Per  Capita 

Beer  Wine  Distilled  Spirits 

State                              Population  Barrels  Gallons      Per  Capita  Gallons  Per  Capita  Gallons  Per  Capita 

Alabama 3,317  640,G91  19,861,421  6.0  792,040  .24  2,213,539  .67 

Alaska    242  101,020  3,131,620  12.9  191,560  .78  562,669  2.33 

Arizona    1,486  773,510  23,978,996  16.1  1,524,8.58  1.03  1,592,714  1.07 

\rkansas    1,842  424,250  13,151,750  7.1  837.821  .46  1,256,829  .68 

CALIFORNIA 17,029  8,098,434  251,051,454  14.7  35,236,125  2.08  31,.304,198  1.84 

Colorado 1,893  852,826  26,437,606  14.0  1,502,006  .79  2,796,773  1.48 

Connecticut   2,625  1,281,417  39,723,927  15.1  3,294,397  1.27  5,671,970  2.16 

Delaware    467  237,291  7,350,021  15.8  442,454  .94  904,064  1.94 

Florida   5,434  2,311,312  71,650,672  13.2  4,972,122  .91  10,688,131  1.97 

Georgia    4,083  817,780  25,351,180  6.2  816,120  .20  4,191,214  1.03 

Hawaii   693  186.726  5,788,506  8.4  -  -  -  - 

Idaho    700  288,207  8,9.34,417  12.8  196,035  .28  621,971  .89 

Illinois    10,098  6,161,087  190,993,697  18.9  9,035,165  .89  17,463,955  1.73 

Indiana 4,663  2,275,387  70,-536,997  15.1  1,865,842  .40  3,851,229  .83 

lo^a    2,774  1,299,295  40,278,145  14.5  410,175  .15  2,098,152  .76 

Kansas   2,215  661,631  20,510,561  9.3  646,631  .29  1,979,870  .89 

Kentucky   3,084  1,165,787  3G,139,.397  11.7  873,906  .28  2,929,615  .95 

Louisiana    3,371  1,465,358  45.426,098  13.5  3,914,515  1.18  4,625,480  1.37 

jiaine    978  447,114  13,860,.534  14.2  334,783  .33  1,317,505  1.35 

Maryland 3,233  1,971,198  61,107,138  18.9  3,095,601  .97  5,001,919  1.55 

Massachusetts 5,188  2,699,336  83,679,416  16.1  5,630,276  1.09  9,471,292  1.83 

Michigan    8,029  5,218,673  161,778,863  20.1  5,252,518  .66  8,9.54,795  1.12 

Minne'sota    3,461  1,769,284  54,847,804  15.8  1,678.473  .48  4,832,160  1.40 

Mississippi 2,201  410,671  12,916,801  5.7  -  -  -  - 

Missouri 4,316  2.235,471  69,299,601  16.1  2,884,307  .66  5,326,893  1.23 

Montana 697  432,.509  13,407,779  19.2  273,205  .39  838,509  1.20 

Nebraska    1,446  791,705  24,542,8.55  17.0  603.922  .41  1,758,064  1.22 

Xcvada   350  278,312  8,627,672  24.7  594,019  1.77  1,3.34,010  3.81 

New  Hampshire 622  380,421  11,793,051  19.0  310,661  .49  l..o61,812  2.51 

New   Jersey 6,357  3,859,823  119,654,513  18.8  8,599,431  1.38  12,377,977  1.95 

New   Mexico   997  393,.590  12,201,290  12.2  1,224.810  1.20  988,560  .99 

New  York   17,498  10,415,128  322,868,968  18.5  25,115,4.34  1.44  32,420,653  1.85 

North  Carolina 4,704  881,698  27,332,638  5.8  1,777.566  .38  4,-576,747  .97 

North  Dakota 6.33  297,685  9,228,235  14.6  235,245  .37  690.030  1.09 

Ohio    10,0.38  5,585,784  173,159,304  17.3  6,166.069  .61  11..3.59.320  1.13 

Oklahoma 2,448  6.59,908  20,457,148  8.4  1.067.644  .44  2,187,628  .89 

Ore-'on    1,807  852,243  26,419,5.33  14.6  1,9.56.801  1.05  2,232.290  1.24 

Pennsylvania 11,382  7,002,907  217,090,117  19.1  9,140,039  .80  12.215.407  1.07 

Rhdde  Island 878  557,086  17,269,666  19.7  1,069,001  1.24  1.147.7SS  1.31 

South  Carolina 2,448  477,218  14,793,758  6.0  717,611  .29  2.431.497  .99 

South  Dakota 721  261,034  8,092,0.54  11.2  325,624  .45  817,792  1.13 

Tennessee 3,6.52  969,771  30,062,901  8.2  962,944  .26  2.6.38,-570  .72 

Texas    10122  4,937,806  1.53,071,986  15.1  5,401,296  .53  8,740,643  .86 

Utah    958  258.698  8,019,638  8.4  405.262  .42  7-52.8S6  .79 

Vermont 387  198..357  6,149,067  15.9  414,060  1.06  596,2.32  1.-54 

Vircinia    4,248  1,488,682  46,149,142  10.9  2,672,394  .64  5,749,822  1..35 

Washington    3,010  1,430.045  44,.331,-395  14.7  2,824,.320  .94  3,950.813  1.31 

West  Virginia 1,796  580.006  17,980,186  10.0  667,.584  .38  1,.503.996  .84 

Wisconsin    4,019  3,2S4..52G  101,820,306  25.3  2,586,400  .63  5.-571,718  1.39 

Wvomin- 332  1.53,374  4,754,594  14.3  149,740  .41  464,3.33  1.40 

District  "of  Columbia—        789  532,-545  16,508,895  20.9  1,935,970  2.47  5,136,932  6.51 

SOURCES:  U.  S.  Department  of  Commerce,  Bureau  of  the  Census,   Current  Population  Estimates,  Series  P-25,  No.  272,  September  20, 

1963; 

United  States  Brewers  Association,  Inc.,  The  Brewing  Industry  in  the  United  States,  Breivers  Almanac,  296S,  p.  54.  Table  39  ; 

Gavin-Jobson  Associates,  Inc.,  The  Liquor  Handbook,  196!,,  p.  236. 


Revenue  from  Toxafion  of  Distilled  Spir'ifs: 

Revenue  from  the  ta:sation  of  distilled  spirits  in 
California  totalled  nearly  $48  million  in  1963,  com- 
prising 32.7  percent  of  all  revenue  received  from  the 
excise  tax  on  alcoholic  beverages,  as  seen  in  Table  27. 

California's  tax  rate  on  distilled  spirits  was  one  of 
the  lowest  in  the  United  States  before  it  was  in- 
creased from  $.80  to  $1.-50  per  gallon  in  July,  1955. 
At  the  present  time,  as  Table  28  illustrates,  California 
occupies  a  somewhat  middle  of  the  road  position  in 


regard  to  taxation  of  distilled  spirits.  Eighteen  of  the 
32  states  levying  an  excise  tax  on  commercial  store' 
sales    (i.e.,   other  than   government  operated   stores) 
have  a  higher  tax  rate  than  California. 

If  it  is  argued  that  heavy  taxes  are  a  means  of 
reducing  excessive  use,  a  higher  tax  rate  might  be 
justified  iu  order  to  bring  California  in  line  with  the' 
United  States  average  per  capita  consumption  of  1.39 
gallons.  But  at  the  present  rate  of  population  in-, 
crease  iu  California,  it  does  not  appear  likely  thatj 
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Table  27 
BEER,  WINE  AND   DISTILLED   SPIRITS   EXCISE  TAX  COLLECTIONS   IN   CALIFORNIA 

FISCAL  YEARS  1945-46  TO  1962-63 
(dollars) 

Wine 
sun  Wine 

Alcohol               Alcohol  Champagne 

Fourteen                Over  and 

Percent               Fourteen  Sparkling  Distilled 

Tear                                                                           Beer                 Or  Less               Percent  Wine  Spirits                  Total 

1062-63 9,981,033               186,681               333,215  331,752  47,988,777          58,821,458 

1961-62 9,444,267                168,509                344,779  313,148  45,283,463           55,552,166 

1960-61 9,092,509               158,611               352,033  273,891  42,147,535          52,024,579 

1959-60 9,316,195*              137,604               345,985  269,400  40,406,015          50,475,199 

1958-59 4,391,676                115,464                352,621  206,456  37,329,013           42,395,230 

1957-58 4,046,033               109,006               351,103  188,911  34,230,331          88,925,384 

1956-57 3.847,427               104,608               331,400  181.437  34,783,995          39,248,867 

1955-56 3,802,553               104,471               326,469  150,735  31,518,100t        35,902,328 

1954-55 3,656,331                 93,932               316,519  117,053  16,706,656          20,893,491 

1953-54 3,477,105                  89,977                330,141  102,484  15,714,947           19,714,554 

1952-53 3,620,754                 80,407               316,669  96,251  15,657,233          19,771,314 

1951-52 3,314,797                 74,312               279,372  80,683  14,436,387          18,185,551 

1 1950-51 3,362,765                 72,718               273,472  97,167  16,017,968          19,824,090 

,1949-50 3,180,417                  66.366                303,855  67,754  12,979,073           16,597,465 

1948^9 3,198,963                  59,693                279,957  60,797  13,001,298           16,600,708 

1947-48 3,299,440                  51.474                264,058  56,516  13,446,797           17,118,285 

1946-47 3,227,614                  56,335                230,935  104,632  14,631,185           18,250,701 

1945H16 3,199,079                 56,361               281,083  100,614  17,953,076          21,590,2ia 

Notes:  »  Effective  July  1,  1959,  the  tax  rate  was  increased  from  2   cents  to  4  cents  per  gallon. 

t  Effective  July  1,  1955,  tlie  rate  was  increased  from  SO  cents  to  $1.50  per  gallon.  Receipts  from  the  70-cent  fioor  tax  imposed  at 
the  time  are  not  included  ;  these  amounted  to  ?3, 120,882. 
SOURCE:  California  State  Board  of  Equalization,  Annual  Report,   1962-63. 


total  consumption  -would  drop  significantly  even  if 
I  per  capita  consumption  decreased  to  tlie  national 
■average.  Table  29  illustrates  that  both  per  capita  and 
total  consumption  of  distilled  spirits  in  California 
have  increased  fairly  steadily  since  1954,  despite  the 
ta:s  increase  in  1955. 

Revenues  from  Taxation  of  Beer: 

Each  barrel  of  beer  or  ale  sold  earns  the  Federal 
Jn^-ernment  about  $9  in  Federal  excise  taxes  and 
' v.rns  state  governments  an  average  of  $3  per  bar- 
,rel  for  all  .state  excises.  At  the  present  time  California 
taxes  beer  at  tlie  rate  of  .$1.25  per  barrel,  or  4  cents 
per  gallon,  producing  over  $9  million  dollars  in  reve- 
i"!'!"  each  year  since  1959  when  the  present  rate  be- 
lie effective,  as  portrayed  in  Table  27.  Prior  to  that 
.\rar  California's  rate  of  2  cents  per  gallon  was  one 
of  the  lowest  in  the  country ;  even  with  the  rate  in- 
creased to  4  cents,  43  other  states  and  the  District 
of  Columbia  have  higher  taxes  on  beer,  as  Table  30 
;  illustrates. 

'  Per  capita  consumption  of  beer  in  California  is 
^somewhat  less  than  the  national  average.  Table  29 
shows  that  consumption  per  capita  in  California  rose 
from  14.72  gallons  in  1958  to  15.03  in  1959,  when 
the  rate  increase  was  put  into  effect;  since  then,  per 
capita  consumption  has  dropped  slightly  in  the  state, 
jbut  total  consumption  has  increased  steadily. 

jRevenue  from  Taxation  of  Wine: 

The  current  tax  rates  on  wine  have  remained  un- 
changed since  July  1,  1937.  California  levies  a  tax 


Table  28 

RANK   ORDER  OF  STATE  TAX    RATES   ON 

DISTILLED   SPIRITS,   1962a 

(per  gallon) 

State  Rate 

Alaska   $4.00 

Georgia    3.251) 

Minnesota   2.875 

South  Carolina 2.72 

Arkansas 2.50 

Xorth  Dakota , 2.50 

Oklahoma    2.40 

Massachusetts 2.25 

Florida 2.17 

Indiana    2.08 

Connecticut 2.00 

Rhode   Island 2.00 

Tennessee    2.00 

Wisconsin    2.00 

Colorado    1.80 

Loui-siana    1.68 

Texas 1.68 

Illinois 1.52 

CALIFORNIA  _„ 1.50 

District  of  Columbia 1.50 

Maryland    1.50 

New  Jersey I.50 

New  York 1.50 

Arizona    I.44 

Nevada 1.40 

New  Mexico 1.30 

Kentucky 1.28 

Kansas 1.20 

Missouri 1.2O 

Nebraska 1.20 

Delaware 1.15 

South  Dakota .75 

Notes  :  •  Does  not  include  "mark-up"  in  monopoly  states. 

t  Includes    $2.25    per  gallon   "state  warehouse   charge". 

SOURCE  :  Compiled  from  Distilled  Spirits  Industry  Annual  Sta- 
tistical Review,  1962,  Distilled  Spirits  Institute,  Table  4, 
pp.  4-5 
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Table  29 
CONSUMPTION   IN  WINE  GALLONS  OF  ALCOHOLIC    BEVERAGES  IN  CALIFORNIA,  1952-1962 

(in  thousands,  except  for  per  capita  figures) 
Type  of  Beverage  1952       1953       1954       1955       1956      1957       1958       1959       1960       1961        1962 

T,.._  a         __  _  175,552  182,280  181,102  188,108  195,455  203,360  217,093  230,439  232,407  238.297  251,038 

perca"pTta"con7ump«o"nd'::::::::.::-  14.90  14.81  14.22  14.30  14.24  14.29  14.72  15.03  15.80  14.54  14.79 

nuHIlpfl  Sniritsb 19,025     19,708     19,704    20,954     22,571     23,010    23,756     26,019    27,456    29,243    31,304 

per  capita  consumpUond-:::.: 1.61         1.60        1.55        1.59        1.64        1.62        1.61        1.70        1.73        1.78        1.84 

Winec 

V4%  ^eohol  or  less                    7,852  8,478  9,176  10,009  10,358  10,571  11,337  11,983  15,201  16,435  17,464 

per  capita  «)nsump'tio'n  a'::: 0.67  0.69  0.72  0.76  0.75  0.74  0.77  0.78  0.96  1.00  1.03 

Average  14%  alcohol                         — -  15,227  16,725  15,453  15,847  17,025  16,779  17,247  17,686  17,006  17,828  16,696 

percaiMteconsumptio'nd"::: 1.29  1.36  1.21  1.20  1.24  1.18  1.17  1.15  1.07  1.09  0.98 

SnarkHnrWine  292  348  341  463  560  619  659  803  915  996  1,076 

per  capita  consumption  d  ::::::::::  0.02  0.03  0.03  0.04  0.04  0.04  0.04  0.0b  0.06  0.06  0.06 

Tntnl  Winee 23,371  25,551  24,969  26,318  27,942  27,969  29,243  30,472  33,122  35,259  35,236 

per  capita  co^s'umpdond"::::::::.  1.98  2.88  1.96  2.00  2.04  1.96  1.98  1.99  2.09  2.15  2.08 

■MoT-ca-nTI    >?    Rrpwers  A=iSociation    Inc..  The  Brewinq  Industry  in  the  U.  S..  19S3  table  39,  p.  54. 
^"^"^^^  i,Di8tillerSpirits  Institute.  DlaHKed  Spirits  Industry  Annual  Statistical  Review,  1953-1961. 

'wine  Advisory  Board    r^  Wine  Industry  Statistical  Survey.  Part  III.  May  8,  1964. 

'  Calculation  based  on  estimated  populaUon  aa  reported  In  Statistical  Abstract  of  the  U.  S..  196S,  V.  S.  Department  of  Commerce, 
Bureau  of  the  Census,  table  6,  p.  9. 

■  Detail  may  not  add  to  total  due  to  rounding. 


of  1  cent  per  gallon  on  still  wine  containing  alcohol 
not  in  excess  of  14  percent,  2  cents  per  gallon  on 
-wine  with  alcoholic  content  greater  than  14  percent, 
and  30  cents  per  gallon  on  sparkling  wine. 

Revenue  from  the  excise  tax  imposed  on  distribu- 
tions of  wine  for  California  consumption  in  1963  to- 
taled $851,648,  accounting  for  only  1.44  cents  out  of 
each  dollar  of  alcoholic  beverage  revenue.  Although 
this  amount  represents  an  increase  over  the  revenues 
from  the  same  source  in  the  previous  year,  consump- 
tion increases  accounted  for  the  difference. 

Over  35  million  gallons  of  wine  were  consumed  in 
California  in  1962.  Excise  tax  receipts  from  wines 
will  continue  to  be  negligible  under  the  present  tax 
rates,  which  are  the  lowest  in  the  United  States,  a 
fact  which  may  be  seen  in  Tables  31  and  32.  In  the 
fiscal  year  ending  1963,  the  tax  yield  on  wine  con- 
taining 14  percent  alcohol  or  less  amounted  to  $186,- 
681,  from  the  more  than  18i  million  gallons  pur- 
chased. Wine  containing  more  than  14  percent  alcohol 
produced  revenue  of  $333,215  for  fiscal  1963,  with 
over  16  million  gallons  consumed. 

Sparkling  wine  has  shown  an  increase  in  total  con- 
sumption each  year  since  1954,  but  the  per  capita 
consumption  remains  small,  being  only  0.06  gallons 
in  1962. 

Table  30 

RANK  ORDER  OF  STATE  TAX  RATES  ON 

BEER,  JULY  1,  1963 

(per  case  of  24  12-ounce  containers) 

State  ^°*« 

South  Carolina $1-44 

Alabama    -"^ 

Georgia    -^  " 

Mississippi    -J" 

North  Carolina -84 

Louisiana    •;i2581 

Oklahoma    .7^581 

Florida -^2 

Virginia -"^ 

West  Virginia -60 


Sinte  Rate 

South  Dakota  (over  3.2%) .581 

Alaska   .5625 

Maine .5625 

Michigan   .48 

Vermont .45 

Texas  (over  4%) .3713 

North  Dakota .36 

Ohio   ..36 

Arkansas .3515625 

Idaho   .3375 

Texas  (4%)   .31209 

Utah  (over  3.2%) .2904 

South  Dakota  (3.2%) .29 

Kansas  (over  3.2%) .27 

Tennessee    .2468 « 

Pennsylvania    .24 

Minnesota   (over  3.2%) .23226 

Kansas   (3.2%)   .2256 

New  Hampshire .2177 

Indiana    .196875 

Kentucky .18168 

Arizona    .18 

Iowa .18 

New  Mexico .18 

Connecticut .15 

Delaware .1452 

Massachusetts .14516 

Colorado    .135 

Illinois .135 

Nebraska .135 

Nevada .135 

Wyoming .135 

Minnesota  (3.2%) .11613 

Rhode  Island .1125 

Montana    .1089 

District  of  Columbia .10887 

Oregon .094355 

New  York .092 

CALIFORNIA    .09 

Utah   (3.2%)   .079838 

New  Jersey .075 

Washington .07258 

Wisconsin   .07258 

Maryland .0675 

Missouri    .0675 

Hawaii    16%  of 

wholesale  price 

•  Counties  and  municipalities  are  permitted  to  levy  additional 
rates. 

SOURCE:  Assembled  from  data  In  United  States  Brewers  Asso- 
ciation, Inc.,  The  Brewing  Industry  in  the  United  States. 
Brewers  Almanac,  19SS,  Table  65,  p.  100. 
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Table  31 

RANK  ORDER  OF  STATE  TAX   RATES  ON   LIGHTa 

WINES,  1962 

(per  gallon) 

State 


South  Carolina 

Florida    

Georgia    

Delaware 

Maine    

Arkansas 

Tennessee    

Alaska   

Massachusetts    . 
North  Carolina 

Kentucky    

Michigan 

North  Dakota  — 

Arizona   

Indiana   

Oklahoma    

Nevada    

New  Mexico 

Wyoming    

Illinois 

Minnesota 

Oregon 

Colorado    

Connecticut 

Kansas 

Maryland 

Nebraska 

Rhode  Island 

Vermont    

Virginia     

Missouri    

South   Dakota  _ 

Wisconsin 

Texas  

Ohio    

Louisiana    

New  Jersey 

New  York 

Washington 

CALIFORNIA 


Rate 
$1.08  •> 
1.00 
1.00 
.80 
.79 
.75 
.70 
.60 
.60 
.60" 
.50 
.50" 
.50 
.42 
.40' 
.36 
.30 
.30 
.24" 
.23 
.23 
.23" 
.20 
.20 
.20 
.20 
.20 
.20 
.20 
.20 
.15 
.15' 
.15 
.132 
.12  " 
.11 
.10 
.10 
.10" 
.01 


OTHER  RATES:  Utah,  4%   of  sales  price;  Pennsylvania,   10% 

of  sales  price:  Hawaii,  16%  of  wholesale  sales  price:  Mon- 

1        tana,  16%  of  sales  price;  Alabama,  20%  of  sales  price.  The 

I        following   are   monopoly   states   receiving  tax   revenue   from 

I        mark-up  of  price :  Idaho,  Iowa,  New  Hampshire,  West  Vir- 
ginia. Mississippi  Is  dry  except  for  wine  under  4%    alcohol, 
taxed  at  42.7  cents  per  gallon. 
!Notes  :  •  Alcohol  content  14%  or  less. 

•i  Additional  tax  of  J. 18  per  gallon  effective  February  1, 

1963. 
"^  In   addition,   a  tax   of   10%    of  the   gross  receipts   from 

sale  of  all  beverages  over  3.2%  alcohol  Is  imposed. 
>■  Monopoly  state  receiving  most  or  all  of  revenue  through 
mark-up.    Tax    rates    shown    are    in    addition    to    any 
state  mark-up  of  price. 
I  •  Includes  enforcement  tax. 

'SOURCE  :  Tax  Foundation,  Inc.,  Facts  and  Figures  07i  Govern- 
I        ment  Finance,  1962-6S,  Table  151,  pp.  200-1. 


Table  32 

RANK  ORDER  OF  STATE  TAX   RATES  ON 
FORTIFIEDtt  WINES,  1962 
(per  gallon) 
State  Rate 

Georgia    $2.00 

Florida    1.40 

South  Carolina 1.08' 

Delaware .80 

Arkansas .75 

North  Carolina -TO" 

Tennessee    -70 

Minnesota   -69 

Alaska   -60 

Illinois -60 

Massachusetts    -60 

North  Dakota -60 

Nebraska -55 

Kansas    -50 

Kentucky    .50 

Michigan -50 " 

Nevada    -50 

Oklahoma    -50 

Arizona   -42 

Indiana -40* 

Colorado    -30 

New  Mexico -30 

Ohio .30 « 

South   Dakota  .30* 

Wisconsin .30 

Maine    -28 

Texas .264 

Wyoming    .24 " 

Oregon     -23 ' 

Louisiana    .21 

Connecticut     -20 

Maryland    -20 

Rhode  Island -20 

Virginia -20 

Missouri    -15 

Vermont    -12 

New  Jersey .10 

New  York -10 

Washington    -10 ' 

CALIFORNIA    -02 

OTHER  RATES:  Utah,  4%  of  sales  price;  Pennsylvania,  10% 
of  sales  price:  Hawaii,  16%  of  wholesale  price;  Montana, 
16%  of  sales  price;  Alabama,  20%  of  sales  price.  The  fol- 
lowing are  monopoly  states  receiving  tax  revenue  from 
mark-up  of  price :  Idaho,  Iowa,  New  Hampshire,  Oregon, 
West  Virginia.  Mississippi  is  dry. 
Notes:  '  Containing  15  to  21%  alcohol. 

>>  Additional  tax  of  $.18  per  gallon  effective  February  1, 
1963. 

«  Monopoly  state  receiving  most  or  all  of  revenue  through 
mark-up.  Tax  rates  shown  are  In  addition  to  mark-up. 

'  Includes  enforcement  tax. 

•In  addition,   a  tax  of  10%   of  the  gross  receipts  from 
sale  of  all  beverages  over  3.2%  alcohol  is  imposed. 
SOURCE  :  Tax  Foundation,  Inc.,  Facts  and  Figures  on  Govern- 
ment Finance,  1962-63,  Table  151,  pp.  200-1. 


zquHy  of  AlcohoUc  Beverage  Taxation: 

It  would  be  desirable  to  calculate  the  tax  burden 
•;or  each  type  of  alcoholic  beverage,  but  the  data  are 
iimply  not  adequate  to  justify  this  refinement.  Table 
53  shows  the  tax  burden  distribution  for  California 
"amilies,  by  income  class,  for  the  1960-61  BLS  Sur- 
veys expenditure  category  "Alcoholic  Beverages." 
One  can  conclude,  at  least,  that  the  burden  is  non- 
i'egressive.  Fragmentary  evidence  not  presented  here 
liuggests  that  tax  on  beer  is  distributed  in  a  roughly 
Jroportional  manner,  and  that  tax  on  distilled  spirits 
las  a  mildly  progressive  pattern. 


One  fundamental  qualification  must  be  presented 
concerning  the  adequacy  and  reliability  of  reported 
consumer  purchases  of  alcoholic  beverages — under- 
reporting is  a  widely  recognized  phenomenon.  Calcu- 
lation of  excise  taxes  paid  on  this  budgetary  com- 
ponent in  the  1960-61  BLS  Surveys  produces  a  total 
outlay  accounting  for  only  41  percent  of  State  re- 
ceipts from  this  revenue  source.**  Available  evidence 
makes  drawing  conclusions  concerning  the  progressiv- 
ity  or  regressivity  of  alcoholic  beverage  excise  taxes 
extremely  hazardous. 

"  See  Appendix  3  for  the  method  used  In  adjusting  consumer 
budgets  so  as  to  account  for  total  apparent  consumption  of 
alcoholic  beverages. 
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Fig.2 

COMPARISON  OF  PER  CAPITA  CONSUMPTION  OF 
ALCOHOLIC  BEVERAGES  IN  CALIFORNIA  AND  THE 
UNITED  STATES 
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SOURCESs     U.  S.   Department  of  Commerce,   Bureau   of  the   Census,  Stathfical  Abstract  of  the   United   States, 

1963.  Table  6,  p.   10,  and   Statistical  Abstract  of  (he   United  Stales,   1961,  Table  6,  p.   10. 

United    States    Brewers    Association,    Inc.,    The    Brewing    Industry    in    the    United    States,    Brewers 

Almanac,  1963,  Toble  39,  p.  34. 
Distilled  Spirits   Institute,  Disti/Zed  Spirits  Industry  Annual  Statistical  Review,  J962,  Table  49,  p.  42. 
Wines  ond  Vines,  Vol.  43,  Number  4,  April,   1962,   p.  35. 
Wine  Institute,  Twen(y-eig/i/f)  Annual  Wine  Industry  Statistical  Survey,  Pari  HI,  May  8,  1964,  p.  4. 
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Revenue  and  Other  Effects  of  Raie  Changes: 

In  general,  California's  excise  taxes  on  alcoholic 
beverafres  are  extremely  low  compared  to  other  states. 
As  of  1962,  only  5  states  had  a  lower  tax  on  beer, 
California  had  by  far  the  lowest  rate  on  both  sweet 
and  dry  wine,  and  the  California  rate  on  distilled 
spirits  was  slightly  below  the  national  median.  Table 

Table  33 
BURDENS   FOR  CALIFORNIA   FAMILIES  IN   1960-61 
RESULTING    FROM    ALCOHOLIC   BEVERAGE 
TAXES,   IN   ABSOLUTE  TERMS   AND 
RELATIVE  TO    INCOME,  AT 
CURRENT  TAX   RATES 
Anuualnet  Burden 

income  class 
$1.000-$2,000 
2,000-  3.000 
3,000-  4.000 
4,000-  5,000 
5,000-  6,000 
6,000-  7,500 
7,500-10,000 
10,000-15.000 
15,000  and  over 
SOURCE :  See  text  and  Appendix  3. 

34  shows  projected  revenues  from  alcoholic  beverages 
for  the  period  1965-66  to  1973-74,  at  alternative  rates 
discussed  below.  Reference  to  this  table  indicates  that 
the  State  would  secure  and  estimated  additional  $34 
million  in  1965-66,  if  all  of  the  analyzed  rate  changes 
were  adopted. 

(1)  If  distilled  spirits  were  taxed  at  $2.00  per  gal- 
lon, rather  than  at  the  present  rate  of  $1.50,  ten  of 
the  31  states  not  having  a  liquor  monopoly  would 
still  have  higher  levies,  given  the  1962  national  tax 
rate  structure.  The  estimated  additional  revenue  to 
the  State  is  based  on  the  assumption  that  an  addi- 
tional 10  cents  tax  per  one-fifth  gallon  of  distilled 
spirits  would  not  measurablj'  discourage  consumption. 

(2)  In  1962,  the  median  state  tax  rate  per  gallon 
of  beer  was  approximately  10  cents.  An  8  cents  per 
gallon  rate  would  move  the  State  far  towards  the 
national  norm  and  would  nearly  double  State  reve- 
nues from  this  source.  The  estimated  additional  reve- 


Absolute 

Relative 

$1.85 

.10% 

3.16 

.11 

2.94 

.08 

5.35 

.11 

7.92 

.13 

12.13 

.17 

11.74 

.13 

18.25 

.15 

28.14 

.14 

nue  is  based  on  the  assumption  that  a  f  cent  addi- 
tional tax  per  12  ounce  can  of  beer  would  result 
in  a  2  percent  reduction  in  quantity  consumed. 

(3)  Entries  in  Table  34  pertaining  to  wine  are 
calculated  on  an  assumed  rate  of  8  cents  per  gallon 
for  dry  wine  (the  next  lowe.st  state  rate  is  10  cents), 
an  assumed  rate  of  10  cents  per  gallon  for  sweet 
wine  (a  rate  equalling  that  of  the  next  lowest  state's 
rate),  and  no  rate  change  for  sparkling  wine.  The 
computations  further  assume  no  reduction  in  quan- 
tity consumed,  as  a  consequence  of  the  tax  increas- 
ing less  than  2  cents  per  one-fifth  gallon  in  the  case 
of  sweet  and  dry  wine.  California's  adherence  to  the 
1937  wine  tax  structure  is  difficult  to  justify  in  view 
of  overall  increases  in  prices  since  then,  together  with 
California's  transition  to  a  non-agriculturally  ori- 
ented state  in  that  time  period. 

The  additional  liquor  tax  burden  on  California  tax- 
payers as  a  result  of  the  alcoholic  beverage  tax  in- 
creases listed  above  would  be  approximately  50  per- 
cent. If  the  1960-61  family  patterns  of  consiunption, 
by  income  class  and  by  type  of  beverage,  were  un- 
affected, the  average  annual  dollar  burden  would  in- 
crease in  amounts  ranging  from  93  cents  for  the  in- 
come class  $l,000-$2,000  to  $14.07  for  the  income 
class  $15,000  and  over.  The  relative  burden  has  pre- 
viously been  shown  to  be  non-regressive,  and  there  is 
no  apparent  reason  why  tax  increases  of  the  magni- 
tude listed  above  would  change  the  "shape"  of  the 
present  burden  pattern.  All  of  the  qualifications  con- 
cerning inadequacy  of  the  data  concerning  alcoholic 
beverage  consumption  previously  presented,  however, 
must  be  vigorously  reaffirmed  here. 

California  business  interests  which  would  be  af- 
fected if  tax  rates  on  alcoholic  beverages  were  in- 
creased would  include  merchandisers  at  all  levels  for 
all  such  beverages,  and  manufacturers  in  the  case  of 
wine  and  beer.  The  extent  to  which  their  interest 
would  be  affected  would  be  determined  by  their  abil- 
ity to  shift  the  additional  tax  forward  to  the  final 
consumer  without  causing  consumption  to  be  lower 


Table  34 

PROJECTED   REVENUES  FROM  TAXES  ON   ALCOHOLIC  BEVERAGES 

1965-66  TO   1973-74  AT  ALTERNATIVE    RATES 

(dollars  in  thousands) 

Distilled  Spirits  Revenue  at  Beer  Revenue  at Wine  Revenue  at 

■ ~~" '  Additional  at  per  gallon 

rates,  S  cents  dry. 

Additional  at  $2.00                                      Additional  at  S  10  cents  siceet  and  30 

Fiscal  Year                     Existing  Rate               per  gallon              Existing  Rate         cents  per  gallon  Existing  Rate       cents  sparkling 

1965-66   $51,000                      $17,000                     $11,000                     $10,600  $2,000                     $6,200 

1966-67   53,000                        17,700                       12,000                       11,500  2,000                       6,200 

1967-68   55,000                        18,300                       12.000                       11,500  2,000                       6,200 

1968-69   58,000                        19,300                       12,000                       11,500  3,000                       9,300 

1969-70   61,000                        20,.300                       13,000                       12,500  3,000                       9,300 

1970-71   63,000                        21,000                       13,000                       12,500  3,000                       9,300 

1971-72   _     66,000                        22,000                       14,000                       13.400  3,000                       9,300 

1972-73 69,000                        23,000                       14,000                       13,400  4,000                     12,400 

1973-74   72,000                        24,000                       15,000                       14,400  4,000                     12,400 

SOURCE:  The  "revenue  at  existing  rate"  series  is  taken  from  Joint  Legislative  Budget  Committee  May  1964  report,  op.  clt.  See  text  for 
derivation  of  "alternative  rate  revenue"  series. 
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than  it  would  be  in  the  absence  of  the  additional  tax. 
The  position  taken  by  the  California  brewers  is  that 
they  would  be  unable  to  increase  beer  prices  because 
out-of-state  brewers  selling  in  California  presently 
have  such  a  cost  of  production  advantage  that  they 
would  "absorb"  the  additional  tax  and  achieve  a 
favorable  (or  more  favorable)  retail  selling  price  dif- 
ferential if  California-produced  beer  retail  prices 
were  increased. 

In  the  absence  of  adequate  regional  cost  of  produc- 
tion data,  the  California  brewers'  contention  can  only 
be  argumentative.  It  appears  here  that  the  weak  link 
in  the  reasoning  is  the  assertion  that  out-of-state  pro- 
ducers would  absorb  an  additional  tax,  by  accepting 
lower  unit  profits.  If  they  are  now  in  a  position  to  do 
so,  the  logic  of  competition  would  lead  to  the  conclu- 
sion that  they  would  lower  their  prices  in  order  to 
expand  their  share  of  the  market  in  an  attempt  to 
achieve  a  larger  total  profit.  In  any  event,  it  seems 
inappropriate  for  the  brewers  to  "work  both  sides  of 
the  street",  for  they  also  speak  of  the  beer  tax  burden 
borne  by  consumers.  "By  1959  the  per  capita  con- 
sumption of  beer  in  California  had  risen  to  15.7  gal- 
lons, the  highest  figure  since  the  immediate  post-war 
period.  After  the  tax  increase  [the  per  gallon  rat€ 
went  from  2  cents  to  4  cents  in  1959]  there  was  a 
drop  to  14.8  gallons  in  1960  and  14.5  gallons  in  1961. 


This  drop  in  per  capita  consumption  is  not  surprising    , 
because  beer  is  the  'poor  man's  drink'  and  any  in-    I 
crease  in  the  tax  represents  a  sizeable  burden  on  low 
income  families. "  *'  It  should  be  added  that  Califor- 
nia 's  consumption  changes  during  this  period  exactly 
paralleled  changes  in  the  national  pattern. 

If  a  tax  rate  increase  were  adopted,  there  would  no 
doubt  be  a  period  of  adjustment  for  both  wine  and 
beer  producers.  Because  of  the  limited  number  of 
producers  in  both  industries,  however,  it  seems  likely 
that  in  very  short  order  retail  prices  would  increase 
so  as  to  result  in  the  entire  burden  being  shifted 
forward  to  the  consumer.  It  has  been  previously  as- 
sumed that  an  increase  in  price  of  beer  at  retail  as  a 
consequence  of  levying  an  8  cent  per  gallon  tax  would 
result  in  consumption  being  2  percent  less.  This  would 
likely  be  the  real  cost  of  the  tax  to  California  brewers, 
i.e..  sales  lower  than  they  otherwise  would  be.  Such 
an  outcome  would  reflect  a  public  policy  determina- 
tion that  some  resources  which  would  be  attracted  to 
the  industry  because  of  its  future  growth  would  have 
a  higher  social  value  in  other  areas  of  economic  ac- 
tivity, private  or  public. 


"Mattrial  in  brackets  added.  The  brewers'  price  argmnent 

presented  by  indostry  re|R%aentatlves  in  an  informal  meet- 
ing with  this  author  on  Aognst  18,  1SC4.  The  quoted  mate- 
rial is  from  a  brochure  describing  the  California  brewiae 
indoEtry's  contribntion  to  the  State  and  local  economy,  Call- 
fomia  Brewers  Asaociatioc  Angost  1S64,  p.  4. 
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CHAPTER  IV 


TAXES  ON  HORSE  RACING 


The  National  Pattern:  *^ 

The  calendar  year  1963  ended  with  the  greatest 
revenue  total  to  the  racing  states  in  the  history  of  the 
sport:  $317  million  was  collected  by  the  states  in 
taxes.*'  In  that  same  year,  56  million  attendees,  dur- 
ing 7,100  racing  days,  bet  a  staggering  total  of  $4.0 
billion.*^  These  rounded  figures  illustrate  that  the  in- 
dustry has  a  measurable  impact  on  the  national  econ- 
omy and  is  accepted  as  a  major  spectator  sport  in 
almost  one-half  of  the  United  States. 


"Material  in  tlie  following  two  Sections  is  taken  directly  from 
Report  of  the  Senate  Fact  Finding  Committee  on  Revenue 
and  Taxation,  "A  Study  of  the  Feasibility  of  Increasing 
State  and  Local  Government  Revenues  from  Selected 
Taxes,"  April  1963,  pp.  42-49  and  pp.  57-58.  The  1963  re- 
port on  horse  racing  licenses  and  fees  is  comprehensive  and 
so  recent  that  a  new  study  has  seemed  unnecessary.  Data 
presented  there  have  been  brought  up  to  date  to  the  extent 
possible  in  this  Section.  A  few  editorial  changes  have  been 
made  in  the  1963  study  so  that  its  style  conforms  to  that 
of  this  Chapter. 

"  This  does  not  include  those  taxes  paid  by  racing  associations 
on  their  property,  income,  or  sales.  It  does  include  fees, 
licenses,  taxes  on  admissions,  breaks  and  other  miscellane- 
ous sources. 

"  Data  are  taken  from  or  based  upon  material  contained  in 
Statistical  Reports  on  Horse  Racing  in  the  United  States 
for  the  Year  19  6S,  prepared  by  the  National  Association  of 
State  Racing  Commissioners.  Most  of  the  reporting  periods 
are  on  a  calendar-year  basis,  but  a  few  are  based  on  a 
racing  season  or  on  the  fiscal  year  ending  in  1963.  There  is 
some  difference  between  the  amounts  in  the  NASRC  reports 
and  those  In  the  U.S.  Census  Bureau's  Compendium  of  State 
Government  Finances  in  196S ;  because  the  latter  reports 
have  included  some  dog  racing,  and  because  the  former  con- 
tain greater  detail,  the  NASRC  reports  were  selected. 


Of  the  27  states  with  legalized  racing  in  1963,  New 
York's  take  of  $124,118,000  is  the  lion's  share  of  the 
revenue.  California  is  second  with  $42,577,000.  These 
respective  positions  have  been  maintained  for  many 
years,  although  the  total  dollar  gap  between  the  two 
states  has  been  increasing  rather  than  decreasing  in 
spite  of  California's  spectacular  overhaul  of  New 
York  in  population  over  the  same  period  of  time. 
These  figures,  as  shown  in  Table  35,  indicate  that 
California  revenues  for  the  last  8  years  have  increased 
at  the  rate  of  approximately  $2  million  per  year, 
while  New  York  has  had  an  average  increase  of  $6 
million  per  year. 

Five  states  received  more  than  $13  million  in  reve- 
nue from  all  types  of  racing  in  1963.  These  five — New 
York,  California,  New  Jersey,  Illinois,  and  Florida — 
in  order  of  rank  by  revenues  collected  from  all  racing, 
also  have  the  same  rank  for  revenues  collected  from 
thoroughbred  racing  (see  Table  36).  The  latest  statis- 
tical report  on  horse  racing  in  the  U.  S.,  published  by 
the  National  Association  of  State  Racing  Commis- 
sioners, shows  that  in  attendance  Florida  is  in  twelfth 
position,  while  Ohio  is  fifth  in  attendance  but  eighth 
in  all  revenues  from  racing  and  ninth  in  revenues 


Table  35 
TOTAL  REVENUE  TO  STATES  FROM   ALL   HORSE  RACING,  CALENDAR  YEARS  1954-1963 


(in  thousands  of  dollars) 

State  1954  1955  1956  1957  1958  1959 

Arizona 484  433  586  714  760            866 

Arkansas 898  871  911  952  882         1,043 

CALIFORNIA    22,176  23,577  25,742  25,975  27,100  32,024 

Colorado   616  600  651  620  564            920 

Delaware    2,066  2,0.52  2,095  2,204  3,438         3,866 

Florida    12,943  13,217  14,695  14,276  13,881  13,817 

Illinois 16,136  16,601  17,536  17,551  17,267  17,536 

Kentucky    1,556  2,068  2,079  2,189  2,278         2,442 

Louisiana    1,865  1,916  2,064  2,758  2,742         3,185 

Maine    687  786  827  950  960         1,071 

Maryland    7,775  6,790  8,764  9,149  9,258         9,808 

Massachusetts    5,273  5,332  5,641  5,795  5,833         6,259 

Michigan 6,893  7,150  7,536  7,537  7,287        7,504 

Nebraska    __  67  76  83  84            622 

Nevada    

New  Hampshire   2,164  2,435  2,820  3,190  3,777        4,096 

New   Jersey   21,871  22,822  23,796  24,485  23,887  24,571 

New  Mexico 65  73  85  97  121            192 

New  York 59,375  63,690  73,862  77,670  81,459  90,.568 

Ohio 5,272  6,347  7,107  8,647  8,401        9,073 

Oregon 296  313  397  334  399            431 

Pennsylvania    

Rhode  Island 6,783  6,547  6,422  7,344  6,961        7,273 

South  Dakota 16  73  88  20  95            119 

Vermont    

Washington    867  885  983  1,063  1,070         1,180 

West  Virginia 1,940  2,345  2,694  3,147  3,547        4,924 

SOURCE:  Statistical  Reports  on  Horse  Racing  in  the  United  States.  The  National  Association  of 
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196S 


1963 
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1,027 

1,008 

1,049 

963 

1,226 

1,386 

1,426 

36,201 

38,006 

39,053 

42,577 

627 

777 

815 

845 

4,358 

4,332 

4,484 

3,864 

14,590 

13,665 

13,504 

13,843 

18,115 

19,565 

22,636 

25,174 

2,234 

2,500 

2,770 

3,314 

3,055 

2,539 

2,435 

3,299 

1,086 

1,120 

1,084 

1,038 

9,049 

9,166 

9,283 

11,234 

7,095 

7,556 

7,825 

7,399 

8,088 

7,808 

8,798 

11,076 

715 

786 

844 

1,263 

31 

4,761 

5,347 

5,669 

5,993 

25,156 

25,306 

29,408 

27,211 

212 

454 

486 

567 

97,091 

99,076 

109,925 

124,118 

9,650 

9,774 

10,036 

10,131 

460 

472 

551 

602 

3,504 

7,392 

7,894 

8,769 

8,713 

134 

137 

135 

176 



1,123 

1,190 

1,342 

1,371 

1,379 

4,895 

4,982 

5,655 

5,616 

State  Racing  Commissioners. 
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General  Fund  Consumption  Taxes  39 

from    thorouirhbrcd   racing.^"    The   variance   between  permitted.    Thoroughbreds   are    raced   in    all    racing 

Florida's  position  in  revenues  and  its  low  attendance  states  except  Pennsylvania,  where  only  harness  races 

position   is  not  accounted  for  bv  higher  state  pari-  are  legal;  harness  races  are  held  in  14  states;  only 

mutual  =«   taxes   but   by   the  fact   that   attendees   at  ^^^<^  states  now  have  quarter  horse  events. 

Florida  tracks  bet  ,nore  money.  .  The  National  Association  of  State  Racing  Commis- 

,     ^       „       ^  ^  1    1  u  sioners  has  lumped  the  statistics  for  quarter  horse 

In  round  figures,  the  top  five  states  ranked  by  reve-  .  j  «  •      •    -  j.  „     i,„„„  ;„  rv^M^  Q7 

^        '  ;  .      ,      „„      .  ,-  racing  and  fairs  into  one  report,  as  shown  m  1  able  dV. 

nucs  from  all  racing  as  shown  m  the  following  table  ^j^^  revenue  does  not  amount  to  much  in  7  of  the  9 

vary  considerably  m  the  average  of  the  total  amount  ^^^^^^  ^-^^^^  quarter  horse  racing  is  conducted:  for 

bet  per  attendee  in  1961.51  ^^^  ^  ^^^^^^  ^^^  ^^^  revenue  amounted  to  only  $6,450,- 

Stales  Ranked  ly  Total  Average  of  the  Total  Amount  000   in   1963.   No   Other   state   is   close   to    California's 

Revenue  from  llor.e  Ret  Per  Attendee  $4,411,000  in  1963,  with  the  exception  of  Maryland, 

Racing  (inlyblj  ,.        '      ,  .  ■         ,    ,       ai         -it 

New  York        $80  which  takes  m  approximately  $1  million  per  year  in 

CALIFORNIA 82  revenues  from  that  type  of  racing. 

New  Jersey 93  Harness  horse  racing  is  considerably  larger  in  com- 

IllinOlS      DO  .  ,  .  n  Ao  .    i-r\i    r^r\r\    •        a.  i 

Florida  116  parison,  accounting  for  $84,591,000  in  tax  revenues  to 

14  states  in  1963,  as  shown  in  Table  38.  It  is  evident 

A  comparison  of  the  factors  involved  in  the  various  ^j^^^  ^j^j^  ^^pg  ^f  racing  is  a  real  attraction  in  New 

rankings  of  the  27  states  for  all  racing  is  not  entirely  York,  and  has  been  so  for  a  number  of  years,  much  to 

satisfactory,  because  there  is  more  than  one  type  of  the  financial  benefit  of  the  state.  The  $55,787,000  in 

racing    involved,    i.e.,    thoroughbred,    harness  ^^    and  revenues  from  harness  horse  racing  in  New  York  in 

quarter    horse. -''^^    California    conducts    racing    in    all  1963  accounted  for  two-thirds  of  all  revenues  from 

three  types,  but  in  only  five  other  states  are  all  three  that  source  in  the  U.  S.,  and  was  nearly  six  times 

— ,  ^    ,        .......  ^  u  •      •       ,,•  V,  larger  than  its  closest  rivals,  California  and  Illinois, 

*>  "  'Thoroughbred  racing    is  the  form  of  horse  racing  m  which  "^ 

each  participating  horse  is  a  'thoroughbred',  is  mounted  by  combined. 

a  jockey,  and  engages  in  races  on  the  flat,  but  does  not  in-  .         .       ,  .  n 

elude  a  steeplechase  or  hurdle  race."  (Section  19417.  caii-  Thoroughbred  racing  IS  the  major  area  tor  compar- 

:        fornia  Horse   Racing   Law.)    "'Thoroughbred   horse'    is   any  .  „  .  .     ■•    ,•  t    j.         j.-  mi,      i„j-„i    +„„- 

horse  (including  mare,  gelding,  colt  and  filly )  that  meets  the  isoil    of    racmg    Statistics    and   taxation.     Ine    tOtai   tax 
requirement.^  of  and  is  registered  by  tlie  Jockey  Club  of  New  „   Aoor;  i^07  nnr\   ■„ana,-„ar'\    V,i-    all    9fi    otntpc    in 

York:  including  racing  permits  issued  to  foreign  thorough-  revenue  of  $225,o2/,000  received  0}    all  lb  States  in 

bred  horses."  (Section  lSil6,  California  Horse  Racing  Laic.)  lOfi'J    nc  clinwii  in   Table  36    amounts  tO  Over  twice  the 

M  " 'Parimutuel'  is  a  form  of  wagering  on  the  outcome  of  horse  IJOO,  aS  SUOWU  111    IdOlC  CD,  timuuiiLS  Lu  u\i,i    i.hiv.c 

races  in  which  those  who  wager  purchase  tickets  of  various  revenue  received  ill  the  saiue  vear  from  quarter  horse 

denominations   on   horse  or   horses   and   all  wagers   for  each  j.c  vi.ij.i-n.  i^^^xy^.^  ->      ^  ,    ^  ,■        -, 

race  are  pooled  and  held  by  the  racing  association  for  dis-  qj,(J  fnirg  and  harnCSS  horSe  racing  combined. 

tributioii.   When  th?  outcome  of  the  race  has  been  decided,  ° 

the  association   distributes   the   total  wagers  comprising  the  TnMp  "^0  illnstrateq  the  imnortaiice  of  thoroughbred 

pool,  less  the  percentage  allowed  the  State  and  association,  to  laOIC  a  J  UiUSLiaLLS  uie  mipui  Ldin^c  ux   uuv   wuj, 

holders  of  tickets  on  the  winning  horse  or  horses."   (Section  rnpino-  tn  the  racilio-  states  bv  expressing  the  tax  re- 

19411,    California    Horse   Racing    Law.)    " 'Parimutuel    pool'  rdCiiia    uu    tue   laum,,    oLaiec>   >j,y         i  a 

means  the  total  money  wagered  by  patrons  and  held  by  the  ceipts  from  that  tVPC  of  racing  aS  a  percentage  01  ail 
association,   under   the  parimutuel   system,   on   any   horse   or  i    '        .  ,  •  '■  j_         /         t       •  t  !„„ 

horses  in  a  particular  race  to  win,  or  place,  or  show.  There  tax    receipts    in    thoSe    States    (eXClUSlVC    01    UllCmpioy- 
is  a  separate  mutuel  pool  for  win,  place,  and  show,  and  for  ^  /-,    i-r?         •  •j.i,         c    „    „   „p  1   '3  vAQT.nQn  + 

daily    double    and    quinella    when    they    are    used."     (Section  mcnt  taxes).    Calltornia,   With   a  UgUre   01   l.d  perteui, 

- see^Not'e  f^"^"'"'""  ^""^  ^°™'^  ^'""•>  is  the  lowest  of  the  five  leading  states  in  thoroughbred 

"  ■'  '^a^Tlfor^sf 'i-i^'iifr^fe^slef  1o'°a™su'?i^y!'°^rrrf^gt^o;"si^Vi?r  racing  revenues.  Ncw  York  obtains  twice  as  much  of 

vehicle,   as  distinguished   from   the   form   of  horse  racing   in  ■.      +r,tnl    -t-n-r   rpppints   from   thoroughbred   racing,    and 

which    each    horse    participating    is    mounted    by    a    jockey."  "S   tOiai  tax   receipts   iium    uuuiuugiiuicu   j-o,        o> 

(Section  19409,  California  Horse  Racing  Law.)  New  .Tersev  four  times  aS  mUCh,  aS  California. 

^"'Quarter    horse    racing'    means    the    form    of   horse    racing    in  i->^..>»  ij  ^   ^^j 

which  a  participating  horse  is  mounted  by  a  jockey  and  en-  mi^     ^^   i  Darimutuel  turnover  is  0116  of  the  bcSt  iu- 

gages  m  a  straightaway  race  over  a  distance  less  than  five-  •'-•'^^  Lutai  paiiiiiuL,in-i  mi  nv  . .-  i  ,        -, 

sixteenths  of  a  mile."   (Section  19414,  California  Horse  Rac-  dicatorS     of     tax     revenue     trends.     In     thoroughbred 


Table  37 

REVENUE  TO   STATES   FROM    QUARTER    HORSE   AND   FAIRS   HORSE    RACING 

CALENDAR   YEARS   1954-1963 
(in  thousaniJs  of  dollars) 


State  195i  1955  1956  1957  1958 

.^^rizona   

i  CALIFORNIA    1,082  1,141  1,828  2,066  2,167 

Colorado    __  ^-  104  106 

I  Maine 117  127  154  138  117 

Maryland 901  829  991  926  1,124 

Massachusetts 174  221  279  359  366 

.  New  Hampshire 9  12  7 

I  New  Mexico __  —  15  14  16 

I  Ohio 17  3  20  4  24 

I  Oregon 23  22  24  26  29 

!  West  Virginia __  __  —  70  76 

SOURCE  :  The  National  Association  of  State  Racing  Commissioners.  Statistical  Rejiorfs 
Year  196S. 
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13 
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1960 
3,678 

140 

1,097 

376 

11 

31 
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1961 

3,909 

100 

157 

931 

252 

16 

42 

29 

30 

37 


1962 

4,217 

108 

164 

1,169 

417 

23 

45 

33 

33 

35 


1963 

25 

4.411 

123 

1S4 

1,185 

424 

26 

39 
33 
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racing  California  ranked  second  in  1963  in  parimutuel  gain  of  $284  million  in  parimutuel  turnover  since  its 

turnover,  as  shown  in  Table  40.  In  fact,  the  ranking  1954  turnover  of  $363  million  amounts  to  78.2  per- 

of  the  first  five  states  is  the  same  as  the  ranking  for  cent.  California's  gain  of  $96  million  since  its  1954 
total  thoroughbred  racing  revenue  to  the  states  ( Table  turnover  of  $333  milUon  amounts  to  28.9  percent. 
41).  California  has  not  kept  pace  with  New  York  in  However,  California  is  increasing  the  parimutuel 
the  last  10  years,  although  California's  population  has  turnover  faster  than  the  other  leading  states,  with  the 
caught  up  with  and  passed  New  York's.  New  York's          exception  perhaps  of  Illinois. 

Table  38 

REVENUE  TO  STATES   FROM    HARNESS   HORSE   RACING  . 

CALENDAR  YEARS  1954-1963  ■ 
(in  thousands  of  dollars) 

State                                                                  1954          1955        1956          1957          1958          1959          1960  1961          1962         196S 

CALIFORNIA 1,603        2,22.j        2,400        2,366        2,730        3,401        3,725  3,808        4,153        4,341 

Delaware 426           453           494           718           765           911        1,205  1,372        1,579        1,256 

Florida __                _              _                .^              __             49             26  __              __             46 

Illinois 2,145        2,233        2,576        2,723        2,864        3,196        3^98  3,819        5,019        6,282 

Kentucky 90             91             67             67           NA               8             10  10               9           107 

Louisiana 57  99  80  __ 

Maine 133           171           176           247           262           289           303  341           421           446 

Maryland 1,263            997         1,126         1,443         1,343         1,273         1,239  1,074         1,283         1,366 

Massachusetts 637           715           797           866           799        1,339        l,te8  1,973        2,009        1,771 

Michigan   1,.5.51         1,631         1,779        1,710        1,839        2,098        2,151  2,075        2,285        2,689 

New  Hampshire 11                _              __              __            708         1,353         1,577  1,926         2,234         2,450 

New  Jersey 397           403           529           661           728           896        1,041  1,156        1,832        2,028 

New  York 24,248      25,636      29,083      32,767      36,829      39,034      39,981  40,763      45,964      55,787 

Ohio   585           689           773        1,428        1,438        1,508        1,992  2,041        2,512        2,518 

Pennsylvania 3,504 

West  Virginia __              __              __              __              __              __              __  170              53              _ 

SOURCE :  The  National  Association  of  State  Racing  Commissioners,  Statistical  Reports  on  Horse  Racing  in  the  United  States,  1954- 

Table  39 

STATE  TAX  RECEIPTS  FROM  THOROUGHBRED   RACING  AS  A  PERCENTAGE 

OF  TOTAL  TAX   RECEIPTS  OF   RACING  STATES 

ms 

Thoroughbred       Total  Tax 

State                                                                                  1961     Tax  Receipts         Receipts  Percent 

Arizona    0.6            |1,023*           $207,575*  0.5 

Arkansas   0.7               1,426                189,6.58  0.8 

CALIFORNIA    1.3            33,825            2,559,283  1.3 

Colorado    0.3                 722               231,934  0.3 

Delaware   3.8               2,608                  97,724  2.7 

Florida 2.6            13,797               592,180  2.3 

Illinois  1.8            18,892            1,079,904  1.7 

Kentucky 0.8              3,206               336,672  1.0 

Louisiana    0.5              3,299               509,262  0.6 

Maine 0.7                 408                 97,774  0.4 

Maryland 2.0               8,683                431,769  2.0 

Massachusetts 1.0              5,204               580,414  0.9 

Michigan    0.6               8,387             1,142,738  0.7 

Nebraska   0.8               1,263                  98,616  1.3 

Nevada    __  31  67,926 

New  Hampshire   7.9               3,516                  47,.523  7.4 

New  Jersey    6.3             25,183                470,266  5.3 

New  Mexico    0.3                 567               148,983  0.4 

New  York    2.8             68,331             2,506,284  2.7 

Ohio   0.9              7,574               927,623  0.8                                  . 

Oregon   0.2                  569                225,474  0.3                                    I 

Rhode  Island 8.3              8,713               105,721  8.2                                 1 

South  Dakota 0.2                 176                 64,934  0.3                                 ' 

Vermont __               1,123                  51,628  2.2 

Washington 0.3               1,379                549,689  0.3 

West  Virginia 2.6               5,616                225,518  2.5 

•  All  dollars  in  thousands. 

NOTE:  Race  flfrures  are  for  calendar  year  1963;  total  tax  figures  from  Compendium  are  for 

fiscal  1963. 

SOURCES:  Computed  from  data  from  U.  S.  Department  of  Commerce,  Compendium  of  State 
Government  Finances  and  National  Association  of  Racing  Commissioners,  Statistical  Re- 
ports on  Horse  Racing  in  the  United  States. 
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Table  40 

TOTAL   PARIMUTUEL  TURNOVER  FOR  THOROUGHBRED   RACING, 

ALL  STATES,  CALENDAR  YEARS,  1954-1963 

(in  thousands  of  dollars) 

State                                                           1954         1955         1956  1957  1958  1959  1960  1961  1962  196S 

Arizona   11,082      10,281      11,082  16,096  16,898  18,803  20,108  21,869  21,337  21,774 

Arkansas 14,407      14,118      14,436  15,221  15,309  18,121  16,724  21,279  24,113  24,680 

CALIFORNIA    333,718     346,834    360,342  359,210  371,058  382,419  368,797  387,658  395,538  430,067 

Colorado    12,090      11,880      10,870  10,178  11,331  12,879  12,386  13,316  13,939  14,114 

Delaware 37,171      36,304      36,883  34,288  50,469  56,000  59,712  55,950  54,443  48.654 

Florida    151,685    154,787    170,590  167,276  161,466  161,455  169,409  159,215  157,796  157,954 

Illinois    195,478     204,991    213,918  213,845  208,802  206,853  212,379  225,775  252,482  268,189 

Kentucky    39,202      40,198      47,290  49,436  47,062  51,006  48,551  52,599  57,721  66,711 

Louisiana    35,226      35,462      37,893  39,056  38,906  45,067  46,790  45,632  45,572  48,419 

Maine    6,371         7,161        7,366  8,247  8,132  9,003  9,019  8,709  6,978  6,628 

Maryland    101,985     103,599    114,319  116,945  116,829  129,883  115,506  123,599  117,024  148,946 

Massachusetts    52,531       56,929      58,917  59,141  60,528  58,893  65,171  69,294  70,071  67,308 

Michigan 80,166      81,363      86,668  87,845  82,177  75,985  83,502  80,506  80,506  97,551 

Nebraska 22,925      25,321      27,447  30,382  32,271  34,542  35,723  39,079  41,627  43,861 

Nevada    —              —             —  —  __  —  __  __  __  2,615 

New  Hampshire 37,926      36,582      42,498  41,564  40,412  35,748  41,835  45,025  44,908  45,811 

New  Jersey   250,228    254,222    264,176  270,252  262,414  268,809  274,401  273,279  298,952  268,380 

New  Mexico 9,634      10,997        9,569  12,046  14,020  27,466  23,925  31,515  24,257  35,862 

New  York 363,256    355,650    381,706  416,876  415,572  479,021  531,528  544,252  596,915  647,299 

Ohio 90,676     100,794    105,345  104,285  97,249  101,031  96,912  98,544  95,390  96,035 

Oregon 5,213        5,258        6,665  5,493  6,729  7,314  7,797  8,024  9,276  10,086 

Rhode  Island 89,010      85,736      84,033  96,235  86,235  84,757  85,783  91,656  95,026  100,942 

South  Dakota 53        2,355        2,861  636  3,100  3,901  4,361  4,500  4,410  4,247 

Vermont   —              —              —  —  —  —  —  _-  __  19,209 

AVashington    17,087      17,461      19,351  21,007  21,123  23,324  23,511  26,501  27,089  27,348 

West  Virginia 60,706      61,721      57,169  58,553  65,330  85,177  87,161  77,438  89,149  92,894 

SOURCE :  The  National  Association  of  State  Racing  Commissioners,  Statistical  Reports  on  Horse  Racing  in  the  United  States. 


Table  41 

REVENUE  TO  STATES  FROM   THOROUGHBRED   HORSE   RACING 

CALENDAR  YEARS,  1954-1963 

(in  thousands  of  dollars) 

State                                                          195i         1955         1956  1957  1958  1959  19G0 

Arizona   484            433            586  714  760  866  925 

Arkansas 898            871            911  952  882  1,043  953 

CALIFORNIA    19,491      20,211      21,414  21,542  22,204  25,513  28,799 

Colorado   616           600           547  514  564  829  627 

Delaware    1,641        1,599        1,601  1,485  2,673  2,954  3,153 

Florida    12,943      13,217      14,695  14,276  13,881  13,768  14,564 

Illinois    13,991       14,368      14,960  14,828  14,403  14,340  14,718 

Kentucky    1,466        1,977        2,012  2,122  2,278  2,434  2,224 

Louisiana    1,808        1,817        1,984  2,758  2,742  3,185  3,055 

Maine    437           488           497  565  580  639  642 

Maryland    5,611        4,965        6,646  6,781  6,790  7,614  6,712 

Massachusetts    4,461        4,397        4,566  4,570  4,667  4,536  5,061 

Michigan 5,342        5,518        5,757  5,827  5,448  5,406  5,936 

Nebraska —             67             76  83  84  622  715 

Nevada    

New  Hampshire 2,153        2,427        2,820  3,177  3,062  2,729  3,172 

New  Jersey   21,474      22,419      23,267  23,824  23,158  23,675  24,115 

New  Mexico 65             73             70  83  105  192  212 

New  York 35,122      38,055      44,779  44,903  44,630  51,533  57,110 

Ohio 4,671        5,655        6,314  7,215  6,940  7,535  7,626 

Oregon    273           291           373  308  370  404  431 

Rhode  Island 6,783        6,547        6,422  7,344  6,961  7,273  3,399 

iSouth  Dakota 16             73             88  20  95  119  134 

Vermont    

Washington    867           885           983  1,063  1,070  1,180  1,190 

West  Virginia 1,940        2,345        2,694  3,077  3,471  4,872  4,865 

SOURCE :  The  National  Association  of  State  Racing  Commissioners,  Statistical  Reports  o«  Horse  Racing 
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in  the  United  States 

. 

New  York's  growth  in  thoroughbred  racing  pari- 
mutuel  turnover  is  even  more  impressive  when  it  is 
jconsidered  that  the  total  "takeout""  permitted  by 
law  in  New  York  is  15  percent,  which  is  1  percent 

"  See  Note  BO.  "Takeout"  is  the  perecentage  allowed  by  law  to 
be  deducted  from  tlie  parimutuel  pool  for  the  State  and  the 
association  conducting:  tlie  race. 


higher  than  California  and  New  Jersey — the  next  two 
leading  states.^^  Indeed,  the  situation  just  14  years 
before  had  been  radically  different;  at  a  convention 
of  State  Racing  Commissioners  in  New  York  on  May 
16,  1949,  the  New  York  situation  was  singled  out  as 

»  See  Note  48. 


^-  Senate  Fact  Fixdtkg  Committee  ox  Revenue  and  Taxation 

an  example  that  "an  increase  in  tax  does  not  alwaj's  with  no  limit.  The  result  is  that  New  York  gets  3.5 

result  in  an  increase  in  revenue  to  the  state. ' '  ^^  percent  of  its  racing  revenue  from  breaks,  while  Cali- 

New  York  had  increased  its  total  takeout  permitted  fornia  and  New  Jersey  get  13  percent.  Conversely, 
from  10  percent  to  15  percent  in  1946.  T'sing  1945  as  New  York  retains  more  of  the  take,  which  accounts 
a^base,  the  report  showed  New  York's  parimutuel  for  97  percent  of  its  racing  revenue,  whereas  Cali- 
haudle  decreased  27  percent,  36  percent  and  43  per-  fornia  and  New  Jersey  with  lower  retention  percent- 
cent  in  the  ensuing  3  years,  whereas  all  other  tracks  ages  (5  to  8  percent  and  7 J  to  8^  percent,  respec- 
actually  increased  4  percent  and  then  decreased  11  tively)  receive  86  to  87  percent  of  their  racing 
percent  and  18  percent  from  the  same  base  year.  "With  revenue  from  that  source. 

the  competition  from  the  neighboring  state  of  New  New  York  and  Illinois  collect  license  fees  from  the 

Jersey,  which  taxed  at  10  percent  until  1948,  at  which  tracks  over  and  above  the  parimutuel  take,  while  Cali- 

tinie  it  raised  its  take  to  12  percent,  the  future  for  fornia,  New  Jersey,  and  Florida  do  not.  License  fees 

thoroughbred  racing  in  New  York  did  not  look  en-  amounted  to  $238,000  in  New  York  last  year  and 

couraging.  $711,000  in  Illinois.  Another  source  of  revenue  over-. 

As  can  be  seen  from  Table  36,  New  York's  take  is  looked  by  most  of  the  racing  states  is  the  tax  on  ad- 
still  at  15  percent  and  New  Jersey's  is  now  at  14  per-  missions.  Table  42  shows  the  pattern  of  state  admis- 
cent ;  however,  the  total  tax  revenue  in  New  Jersey  sions  taxes.  As  a  state,  California  has  no  taxes  on 
is  less  than  one-half  of  that  in  New  York.  What  New  admissions,  although  some  of  the  local  governments 
York  did  to  reverse  the  trend  and  then  to  lead  aU  of  in  California  do  tax  admissions, 
the  states  in  its  progress  in  all  fields  of  horse  racing 
is  beyond  the  scope  of  this  report.  On  the  other  hand,  °    ^  „  ^.^^„ 

:     .^  W  .         ^,^  .     ,        ,■,   1,  J         1       I,         n    T  STATE   ADMISSION   TAXES  AND  OTHER  TAXES 

it  IS  somethmg  that  should  be  considered  wnen  Laii-  applicable  to  admissions,  1963 

fornia  is  looking  to  parimutuel  pools  for  additional  Tax  on 

revenue.  ''^'"'^  Admission 

It  should  be  noted  that  harness  racing  in  New  York  ArkTnJ'as''I~IIII"riIIIIIIIIIIIIIII"IIIIIIIIIIZIII  io# 

takes  in  more  revenue  for  that  state  than  thorough-  CALIFORNIA 

bred  racing  does  in  California  in  a  comparable  year.  Delaware lOd 

Sums  of  money  such  as  these  involved  in  New  York  Florida  — _I_II___" I II 

raise  the  question  of  the  amount  of  racing  that  can  k '""'^k 15" 

be  allowed  without  the  danger  to  the  community  of  Louisiana  IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII  lo| 

draining  off  funds  that  would  otherwise  be  required  Maine  L 

as  a  minimum  for  the  families  of  the  bettors  or  funds  Massachusetts — ~"rriIIir'r"IIIII r"I —  " 

that  would  otherwise  be  available  for  ordinary  chan-  Michigan    I I 

nels  of  business.  The  question  is  more  difficult  to  an-  Xebraska    _ 1."),; 

swer  on  New  York  because  of  the  racing  in  neighboring  x^w '^Hamp'shirrillllllllllllllllllllllllllllllllll  II 

states  that  are  within  commuting  distance  for  the  New  xe\v  Jersey  

Yorker,  thereby  presenting  an  opportunity  to  bet  his  New  Mexico 10<; 

'.  ,•  .      .    T    ,.  New  York 

money  m  another  jurisdiction.  Qi^i^ 

California  does  not  have  the  density  of  New  York  Oregon    _  .. _ __ 

City  within  its  urban  areas,  but  it  does  have  hordes  Rhmie' I s'land  IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII  _"^'' 

of  tourists,  and  the  residents  commute  farther  and  south  Dakota  __I 

have  approximately  the  same  annual  income.  There-  X^T"! 

fore,  it  would  seem  that,  at  least  in  thoroughbred  west 'v'irgTnia'IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII  II 

racing,    approximately    the    same    amount    of    Cjuality  iJOURCE:    The   National    Association   of   state    Racing   Commls- 
.,i;i    1,„    „;■■,«.,    +lia    T'ol^fr-T-nio    fan    ill    rlpiioflli'  sioiiers,   Statistical  Reports   on  Horse  Racing  in   the   United 

racing  could  be  given  tne  Laliiorma  lan  m  aenseij  states  for  the  Year  i96s. 

popitlated  urban  areas  as  that  given  the  New  Yorker. 

A  further  perusal  of  Table  36  will  show  that  New  ^^^  California  Experience: 

York  is  easier  on  the  breaks  ^''  than  California,  going  1.  History 
td  the  nearest  nickel,  while  California  breaks  to  the  ^    Original  Eimciment 

nearest  dime.  California  also  takes  50  percent  of  the  ^j^^  leaalization   of   parimutuel  betting   on  horse 

breaks  up  to  the  first  $24  million  handle  s«atad  then  ^^^.j^„  -^^  California  was  accomplished  bv  pass- 

100  percent  thereafter,  while  New  York  takes  half  ^^^  ^^  Chapter  436  of  the  Statutes  of  1933  and 

the  breaks  at  two  tracks  and  60  percent  at  the  third,  ^^^  approval  by  the  voters  of  a  Constitutional 

-^■■Rei>oTt  of  the  Committee  on  Parim^ituei  Taj-afion,  National  amendment  in  a  Special  election  held  June  27, 

■      Association  of   State   Racing  Commissioners    (convention   at  .,  „„„ 

New  York,  May  16-19,  1949).  l.i)66. 

" "  'Breakage'   means  the  odd   cents  by  which   the   amount  pay- 
able on  each  dollar  wagered  exceeds  a  multiple  of  ten  cents  mj-„  c-tatii+oc  nt  tVint  timo  nallorl    friT  a   tn+al   rip. 
-      ($0  10)  "    (Section   19405,   California   Horse  Racing  Law.)  J-fle  Statutes  at  tUat  time  CaUeO  lOr  a  tOtai  Qe- 
« "Handle"   is   the  total   amount  of   aU  parimutuel  pools  over  a                         duction     ("takeout")     limitation    of    12     percent 
given  period  of  time.  ^  ■'  ^ 
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from  the  parimutuel  handle.  The  total  take  was 
split  one-third  to  the  State  (4:  percent)  and  two- 
thirds  to  the  licensee  (8  percent).  The  latter  re- 
tained all  the  breaks  to  the  nearest  10  cents, 
which  in  effect  equals  approximately  0.75  per- 
cent of  the  total  parimutuel  pool.  The  State's  4 
percent  was  for  a  track  license  to  conduct  racing 
during  the  year,  but  the  State  also  had  statu- 
tory provisions  for  horse  racing  occupational  li- 
censes. 

The  same  terminology  exists  today,  and  to 
avoid  confusion  and  to  place  it  on  a  similar  basis 
of  terminology  for  comparison  with  other  states, 
the  track  license  will  be  referred  to  hereinafter 
as  a  tax.  Some  other  states  levy  both  a  track 
license  (e.g.,  New  York's  $1,000  per  day)  and 
a  parimutuel  tax  based  on  a  percentage  of  total 
parimutuel  turnover.  The  latter  accounts  for  the 
greatest  amount  of  tax  revenue  in  all  racing 
states. 

The  tax  and  license  proceeds  from  the  very 
beginning  were  used  first  to  defray  expenses  of 
the  Horse  Racing  Board  and  then  distributed 
under  a  special  formula  among  agricultural  fairs 
and  state  educational  institutions  providing 
training  in  agriculture,  animal  husbandry,  and 
kindred  subjects.  The  original  act  also  provided 
for  the  use  of  horse  racing  revenue  in  the  relief 
of  unemployment.^® 

.  Changes  to  the  Statutes  Since  1933 

(1)  In  1941 60 

Total  takeout  permitted  was  increased  from 
12  percent  to  13  percent.  Instead  of  a  flat  4  per- 
cent, the  State  now  had  an  increasing  graduated 
tax :  4  percent  on  the  first  $10  million  handle,  5 
percent  on  $10  to  $20  million,  and  6  percent  on 
all  over  $20  million.  The  additional  revenue  (all 
over  4  percent)  accrued  to  the  general  fund. 
Breakage  was  reduced  from  10-cent  to  5-cent 
multiples. 

Track  commissions  were  placed  on  a  decreasing 
graduated  basis.  Instead  of  a  flat  8  percent,  it 
now  started  at  9  percent  on  the  first  $10  million 
and  decreased  to  8  percent  on  $10  to  $20  million, 
and  7  percent  on  all  over  $20  million. 

(2)  In  1941  61    -  ...._J_-_  J,..-„-     ■' 

Money  due  on  unclaimed  parimutuel  tickets 
now  escheated  to  the  State  general  fund.  The 
licensee  had  ijrevioush'  retained  that  money. 

(3)  In  1947  62 

The  state  now  took  all  breakage  resulting  from 
over  $27  million  of  parimutuel  handle,  and  the 


™  "Taxation  of  Horse  Racing  in  California"    (report  of  the  As- 
I  sembly   Interim   Committee   on   Revenue   and   Taxation   pur- 

I  suant  to  Hou.se  Resolution  No.   141,  June  10.   1953),  Assem- 

hly  Interim   CoviitiHtce  Reports   1^53-I05!i,  Vol.    4,   No.   1 
'  "Chapter  124S,   Statutes  of  mil,  pp.  3130  and  3132. 
',  *^  Section  19508,  Business  and  Professions  Code. 

«=  Chapter  1477,  Statutes  of  l'J!,7,  p.  305S. 


licensee  retained  that  from  the  first  $27  million. 
(The  State's  portion  was  deposited  in  the  State 
college  fund.)  This  in  effect  increased  the  tax  on 
the  larger  tracks,  because  they  were  the  only  Ones 
that  topped  a  $27  million  parimutuel  pool  in 
..,_..-.  those  days.  In  1963,  16  years  later,  only  Santa 
"'  1  Anita,  Hollywood  Park,  Del  Mar  and  Bay; 
Meadows  surpassed  the  $27,000,000  figure  by 
wide  margins,  and  Golden  Gate  managed  to 
barely  squeak  by  with  $27,980,000.«3 

(4)   In  1959  6*  j 

The  total  takeout  limit  was  increased  from  13 
percent  to  14  percent. 

Graduated  rate  scales  changed  from  4,  5,  and  6 
percent  to  5  percent  on  the  first  $10  million,  6 
percent  on  the  next  $10  million,  7  percent  on  over 
$20  million  to  $75  million,  7.5  percent  on  over 
$75  million  to  $125  million,  and  8  percent  on  all 
over  $125  million. 

Breaks  changed  from  multiples  of  5  cents  to 
multiples  of  10  cents  and  now  Avent  to  the  gen- 
eral fund.  The  State's  share  of  breaks  was  now 
one-half  of  that  resulting  from  the  first  $24  mil- 
lion handle  and  100  percent  thereafter. 

2.  Results  of  Taxation  of  Horse  Racing  in  California 
Obviously  the  State  has  been  closing  the  gap  be- 
tween its  take  and  the  associations'  take  from  the 
parimutuel  pools  ("associations"  are  the  organiza- 
tions that  hold  licenses  to  conduct  races).  The  effect 
of  the  1959  amendment  is  illustrated  in  Figure  3,  the 
State  and  the  associations  being  nearly  equal  in  total 
commissions  from  parimutuel  pools  since  1959,  in. 
contrast  to  a  much  larger  separation  in  the  prior 
years.  In  percentage  terms,  the  State  now  is  averag- 
ing 6.5  percent  of  the  total  parimutuel  pool  to  the  as- 
sociations' 7.5  percent.  In  1952  it  was  5.2  percent  for 
the  State  and  7.8  percent  for  the  associations  (see 
Table  43). 

Of  the  total  take  from  the  pool,  California's  share 
has  increased  from  40.3  percent  in  1952  to  46.6  per- 
cent in  1963,  while  the  associations'  had  decreased 
from  59.7  percent  in  1952  to  53.4  percent  in  1963.  It 
is  interesting  to  note  that  even  with  graduated  scales 
of  tax  take  on  parimutuel  pools,  the  relative  ratios 
between  the  State  and  the  associations  remain  fairly 
constant  for  tlie  total  of  all  racing  in  the  State ;  large 
changes  have  occiirred  only  when  the  State  amended 
the  law. 

Table  43  also  shows  that  the  State  has  increased  its 
share  of  the  total  breakage  available  to  76.9  percent 
in  1963.  On  this  basis,  the  associations  retained  23.1 
percent  of  the  breakage,  or  $1,595,000  in  1963.  The 
State  might  consider  this  source  of  revenue  if  needed. 


'"California  Horse  Racing  Board,  Horse  Racing  in  California, 
Annual  Report  of  Operation  for  the  Fiscal  Year  Ended  Jiine 
.iO,  I'les. 

"'  Chapter  4  Division  S,  Business  and  Professions  Code,  as  re- 
codified and  effective  September  18,  1959. 
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but  in  so  doing,  it  must  also  consider  what  the  break-  coupled  with  increased  tax  rate  for  California's  take 

age  means  to  the  poorer  tracks.  in  1959,  should  have  resulted  in  an  over-all  increase 

Table  44  reviews  the  last  12  years  of  racing  reve-  in  California's  revenues  much  greater  than  that  actu- 

nues  (in  dollars)  to  the  State  of  California  and  is  ally  realized.  A  general  review  of  the  operating  sta- 

broken  down  by  source  of  revenue.  Naturally  the  per-  tistics  of  the  various  tracks  as  published  by  the  Cali- 

centage  of  change  in  total  revenue  from  year  to  year  fornia  Horse  Racing  Board  suggests  that  the  northern 

must  be  read  in  the  light  of  changes  in  rates ;  e.g.,  in  California  tracks  have  not  held  their  own  during  the 

1959,  probably  the  greatest  over-all  change  was  in  last  decade  and  that  the  great  proportion  of  the  in- 

breakage.  The  State  went  from  $1,627,000  revenue  in  creased  revenues  comes  from  the  southern  California 

1958  to  $5,065,000  in  1960,  or  from  46.9  percent  of  tracks. 

the  total  breakage  to  76.5  percent.  The  last  11  years  tj „„■      i,      u        „  n     i.  *  • 

.  "  •     X  X  1  .     XI      r,^  X  Horse  racing  has  been  an  excellent  source  of  income 

have  seen  an  increase  in  total  revenues  to  the  State  ^     ^.i,     a,,  j.      e  n  tc      ■      •         -a.  i      i-     j   • 

i!  A01  tnr  nnn  j.1.  j     ^.^■         i!  xi    x      i  to  the  btatc  01  Caliiomia  since  it  was  legalized  m 

of  $21,1<35,000  or  more  than  a  doubling  of  that  col-  ,noo    t     ^.i,     on  ^      i  •         -^     •         j.-        A^. 

,.,..'»         ,  .       .     Tfi^o  19dd.  In  the  29  nscal  years  since  its  inception,  the 

lected  in  toto  from  horse  racing  m  1952.  o*  *    i,  •     j     i  4.  i    ^  *^oh  crcn^eBK  mi.    Oi.  ^ 

^,     <^,  ,  ,,  ,  ,.     f  „        .  State  has  received  a  total  of  $484,575,946.*^  The  State 

The  State  would  have  realized  more  of  an  increase  ^^^        ^^^  igg^.gg  estimates  that  the  total  revenue 

if  there  had  been  an  increase  in  parimutuel  pools  pro-  ^^^^  ^^-^  ^^^^^^  ^^U  ^^  $45  306,000,  or  almost  10  per- 

portionate  to  the  increase  in  personal  income.  Figure  ^^^^  ^^  ^1^^  ^^^^1  collections  since  1933.  It  is  an  im- 
4  indicates  that  the  rate  of  increase  m  income  pay-  -^^  ^^^^^^  ^^^  ^^^  ^^^^  ^^^^  g^^^^  ^^^  ^^    ^^^^ 

ments  to  individuals  over  the  last  10  years  is  greater  ^^  ^  ^^^  ^^^^  ^^  administration  and  accomplishment 

than  that  for  parimutuel  pools.  The  number  of  days  

of  thoroughbred  racing  in  California  increased  from  ^Biennial  Report,  isss-nso  and  statistical  Report  of  opera- 
438  to  543  in  the  last  11  years  (Figure  5),  and  this,  Board.^*^™'  ^*'""*  ""  ""**  "'''  California  Horse  Racins: 

Table  43 

STATE  AND  ASSOCIATION  COMPARATIVE  SHARES  BY  PERCENT  OF 

TOTAL   REVENUE  AVAILABLE   FROM   PARIMUTUEL  POOLS 

AND  BREAKAGE,  CALENDAR  YEARS  1952-1963 

Share  of  total  Share  of  take 

Parimutuel  Pool  from  Pool  Share  of  breakage 

Year  State        Association  State     Association  State     Association 

1952 5.2       7.8  40.3     59.7       42.2     57.8 

1953 5.3       7.7  40.7     59.3       43.4     56.6 

1954 5.3       7.7  40.5     59.5       42.0     58.0 

1955 5.3       7.7  40.5     59.5        43.0     57.0 

1956 5.3       7.7  40.8     59.2        45.7     54.3 

1957 5.3       7.7  40.9     59.1        48.4     51.6 

1958 5.3       7.7  40.8     69.2        46.9     53.1 

1959*  5.8       7.6  43.2     56.8        64.9     35.1 

1960 6.4       7.6  45.7     54.3        76.1     23.9 

1961 6.4       7.6  46.0     54.0        76.5     23.5 

1962  ** 6.4       7.6  46.1     53.9        75.7     24.3 

1963 6.5       7.5  46.6     53.4        76.9     23.1 

•  Increased  total  takeout  from  13  percent  to  14  percent  on  June  30,  1959. 
••  Changed  to  fiscal  year  reporting. 
SOURCE :  California  Horse  Racing  Board,  Annual  Reports  of  Operations. 


Table  44 
HORSE  RACING  TAX  REVENUES  IN  CALIFORNIA,  1952-63 
(dollars  in  thousands) 

%  Change  Occupa- 

from  tional 
Previous          Parimutuel     Licenses 

Year                           Total               Year                   Fees  and  Fines        Breakage 

1952 $20,503*      -f-  23.8                $19,087  $36              $1,171 

1953  _— 22,574         -t-  10.0                   21,013  37                 1,326 

1954 22,176        —    1.8                  20,725  39                1,203 

1955 23,546         -f-     6.2                  22,019  40                1,268 

1956 25,742         -1-     9.3                   24,009  44                 1,433 

1957 25,975         -I-     0.9                  24,171  47                1,515 

1958 27,100         -1-     4.3                  25,189  49                1.627 

1959 32,024         +  18.2                  28,607  48                3,127 

1960 36,201         -f-  13.0                  30,859  49                5,065 

1961 38,006         -I-     4.9                  32,579  50                5,116 

1962**    38,205         +     0.5                  32,938  50                4,957 

1963 41,638         +     9.0                  35,989  55                5,310 

•  Detail  may  not  add  to  total  due  to  rounding. 
•*  Changed  to  fiscal  year  reporting. 

SOURCE :   California   Horse   Racing   Board,   Annual  Reports   of  Operations^   Horse 
California. 
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of  purpose.  But  with  the  advent  of  California's  new 
position  as  the  leading  state  in  population,  it  deserves 
close  scrutiny  for  indications  of  future  direction,  both 
as  to  the  horse  racing  industry  and  the  taxes  to  be 
derived  from  it.  The  tax  structures  of  other  states  may 
provide  a  useful  guide. 

The  abstract  of  tax  methods  (1963),  as  set  forth  in 
Appendix  5  of  this  report,  illustrates  the  current 
status  of  horse  race  taxing  in  the  United  States  for 
comparison  with  that  of  California  when  considering 
additional  revenue. 

Revenue  and  Other  Effects  of  Changes  in 
Existing  Sfafufory  Provisions: 

Xo  effort  will  be  made  here  to  examine  exhaustively 
changes  in  horse  racing  licenses  and  fees  whicli  might 
generate  significant  additional  revenues  to  the  State 
without  impairing  the  sport.  Previous  reference  was 
made  to  a  recent  report  on  this  subject,  and  the  fol- 
lowing four  points  are  taken  verbatim  from  the  sum- 
mary to  it.^'' 

1.   California  could,  by  going  to  a  maximum 
tax   structure   similar   to   those   of   other   states, 


'  Report  of  the  Senate  Fact  Finding  Committee  on  Revenue  and 
Taxation,  "A  Study  of  the  Feasibility  of  Increasing'  State 
and  Local  Government  Revenues  from  Selected  Taxes." 
op.  cit..  pp.  57-5S.  The  reader  is  urged  to  consult  this  source, 
pp.  49-57,  for  a  development  of  the  findings  summ.arized  here. 


raise  additional  revenues  from  horse  racing  in 
the  amount  of  approximately  $20  to  $22  million 
in  fiscal  year  1963-64,  but  it  would  seriously 
endanger  the  financial  returns  of  four  of  the  six 
private  thoroughbred  tracks  in  the  State. 

2.  By  continuing  the  present  percentage  share 
now  allowed  the  associations  from  breaks  and 
parimutuel  commissions,  but  increasing  the  total 
parimutuel  take  from  14  percent  to  15  percent 
with  the  State  receiving  the  additional  1  percent, 
increased  yield  from  this  source  could  reasonably 
expect  to  total  $5,500,000  in  fiscal  year  1963-64. 

3.  An  admissions  tax  of  10  percent  would  not 
have  the  effect  of  reducing  a  track's  income  ex- 
cept as  it  detracts  from  the  customer's  desire  to 
attend  in  the  light  of  a  higher  price  for  the 
ticket.  Additional  revenue  could  be  raised  from 
this  source  totaling  $800,000  in  fiscal  year 
1963-64. 

4.  The  entire  horse  racing  law  and  business 
should  be  studied  with  the  goal  of  updating  the 
purpose  of  the  act  to  reflect  the  desire  of  the 
people  and  the  urbanization  of  the  State.  In 
light  of  the  revised  purpose,  a  review  should  be 
made  of  the  disposition  of  funds,  the  allocation 
of  racing  days,  and  the  minimum  returns  for  the 
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venture  capital  invested  by  the  racing  associa- 
tion. All  this  should  be  aimed  toward  optimizing 
the  revenues  to  the  State  within  the  confines  of 
the  purpose  of  the  law  and  the  best  interests  of 
the  people. 

It  is  further  suggested  that  the  law  might  be 
changed  to  more  emphatically  empower  the  Rac- 
ing Board  to  require  racing  associations  to  make 
maximum  use  of  the  racing  facilities  permitted 
by  law.  This  could  conceivably  include  the  legal- 
ization of  night  racing  and  an  increase  in  the 
number  of  races  to  9  per  day.  In  the  interests 
of  further  encouraging  the  breeding  of  horses  in 
California,  the  agricultural  economy  of  the  State, 
and  the  production  of  more  State  revenue,  it  is 
suggested  that  the  possibility  of  night  racing  be 
explored.  It  is  estimated  that  from  harness  and 
quarter  horse  racing  alone  the  State  could  ob- 
tain upwards  of  $41  million  for  the  full  year  of 
1964,  and  that  over  the  next  decade  the  addi- 
tional revenues  accruing  to  the  State  would  ap- 
proximate $527  million. 

Taxing  and  the  control  of  horse  racing  involve 
more  subtle  public  policy  considerations  than  is  true 
in  the  case  of  any  of  the  previously  analyzed  revenue 
sources  in  this  report.  It  seems  reasonable  that  the 
associations,  the  industry,  and  the  Racing  Board 
should  be  formally  approached  on  the  question  of 
night  racing.  Rather  clearly,  here  is  where  revenues 
to  the  State  could  be  expanded  with  the  least  adverse 


impact  on  the  associations.  Table  45,  following,  shows 
projected  revenues  from  horse  racing  for  the  years 
1965-66  to  1973-74,  with  existing  statutory  pi-ovisions 
and  with  alternative  provisions.  The  assumed  alterna- 
tive provisions  allow  for  the  legalization  of  night  rac- 
ing. It  is  granted  that  legislative  action  could  not 
have  the  effect  of  sufScient  timeliness  to  allow  for  the 
$78  million  shown  "with  alternative  provisions"  for 
the  fiscal  year  1965-66.  This  arbitrary  figure  is  in- 
cluded in  Table  45  with  the  knowledge  that  an  effec- 
tive date  of  legalized  night  racing  could  not  be  pre- 
dicted. 

Table  45 

PROJECTED   REVENUES  FROM    HORSE  RACING 

1965-66  TO  1973-74  WITH   ALTERNATIVE 

STATUTORY  PROVISIONS 

(in  thousands  of  dollars) 

Additional  Revenue 
Revenue  With  With  Alternative 

Fiscal  Year  Existing  Provisions  Provisions 

1965-66 $39,000  $39,000 

1966-67 41,000  41,000 

1967-68 44,000  44,000 

1968-69 48,000  48,000 

1969-70 52,000  52,000 

1970-71 56,000  56,000 

1971-72 61,000  61,000 

1972-73 66,000  66,000 

1973-74 70,000  70,000 

SOURCE :   The  "revenue  at  existing  provisions"   series  is  talcen 
from  Joint  Legislative  Budget  Committee  May  1964  report, 
op.   cit.    See   text   for   derivation   of   "alternative   provision 
series. 
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Form  tractors,  fuels  for  commeroial,  indus- 
trial, communications,  33^%;  buying  or 
leasing  manufacturing  machinery,  1%; 
aircraft,  contracting  (in  excess  of  $10,000). 
2%,  wholesaling,  }4%  (beer  and  motor 
fuel,  3>^%),  mining,  3^%,  cotton  gin- 
ning, ITjfi  per  bale;  illegal  sales  (retail), 
9%;  illegal  sales  (wholesale).  6%;  itiner- 
ont  salesmen,  retail,  3%;  Itinorent  sales- 
men, wholesale,  H%>  admission  to  mov- 
ies. 3%;  taxicabs  and  city  busses,  2%. 
Each  3i4%  rate  listed  includes  H% 
applicable  through  June  30,  19G0. 

Trailer  camp  rentals,  3%. 

Wholesale  liquor,  H%;  sand,  gravel,  con- 
crete, ^%;  preparing  lumber  or  timber, 
H%\  smelling,  refining,  mining,  cutting, 
H%',  mining  potaah,  3%;  airplanes,  farm 
machinery,  tractors,   IH%\  contractors, 
IH%  (except  cutting  and  sawing  timber, 
K%,  and  renting  teams,  machinery  and 
equipment,     2%);     professions,     service 
businesses,  amusemonta,  wholesaling,  3%. 

Horses  or  mules,  sales  of  fuel  to  farmers, 
manufacturing     industries     and     plants 
other   than    for   residential    heating   pur- 
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DISTRIBUTION  OF  THE  BURDEN  OF  CALIFORNIA  SALES  AND 
ALCOHOLIC  BEVERAGE  EXCISE  TAX,  1950^ 


I.     INTRODUCTION  AND  SUM/AARY 

At  a  time  when  California 's  state  revenue  structure 
is  being  examined  for  possible  revision,  it  is  partic- 
ularly important  to  consider  the  question  of  who  pays 
the  taxes  and  the  related  question  of  equity  in  the  dis- 
tribution of  the  tax  burden.  This  study  attempts  to 
determine  the  dollar  burden  resulting  from  the  im- 
position of  the  retail  sales  and  use  tax  and  the  alco- 
holic beverage  excise  tax,  together  with  the  dollar 
burden  expressed  as  a  ratio  to  income,  for  spending 
units  in  different  income  levels.  In  addition,  each  of 
the  major  categories  of  goods  now  exempt  from  sales 
and  use  taxation  is  analyzed  to  determine  the  effect 
on  the  pattern  of  tax  burden/income  ratios  if  such 
goods  were  subject  to  this  form  of  taxation.^ 

The  necessary  starting  point  in  the  determination 
of  the  final  incidence  of  excise  taxes  (the  term  inci- 
dence and  burden  will  be  used  here  synonymously)  is 
a  careful  examination  of  consumer  purchases  at  dif- 
ferent income  levels.  This,  together  with  data  for  the 
related  income  base  and  a  theory  of  tax  shifting, 
allows  one  to  establish  the  absolute  and  proportionate 
amount  of  dollar  purchasing  power  lost  by  different 
income  groups  as  a  result  of  the  imposition  of  the 
taxes  in  question.  Needless  to  say,  the  accuracy  of  the 
final  conclusion  is  conditioned  by  the  validity  of  the 
basic  consumer  data  and  realism  in  the  assumptions 
pertaining  to  the  behavior  of  businessmen  in  the  pric- 
ing of  their  goods  and  services  in  the  mechaxiics  of 
tax  shifting. 

The  basic  problem  outlined  above  is  sufficiently 
complex  that,  to  the  best  of  our  knowledge,  an  assign- 
ment of  the  sort  undertaken  here  has  never  been  dup- 
licated for  any  other  state.  The  reader  should  be 
forewarned  that  the  necessary  economic  data  are  not 
available  in  firmly  established  dimensions,  and  it 
would  be  unwise  to  accept  the  absolute  dollar  burdens 

iThis  section  is  adapted  from  Hickman,  op.  cit.  Material  in  the 
original  report  pertaining  to  the  gasoline  tax,  the  diesel 
fuel  tax,  the  motor  vehicle  transportation  tax,  the  insur- 
ance company  tax,  and  the  private  car  tax  has  been  de- 
leted here.  The  original  report  endeavored  to  explain  the 
distribution  of  the  tax  burden  of  all  taxes  administered  by 
the  State  Board  of  Equalization.  In  this  instance,  inclusion 
of  the  more  limited  material,  i.e.,  relative  to  the  retail  sales 
and  use  tax  and  the  alcoholic  beverage  excise  tax,  is  for 
the  purpose  of  providing  an  explanation  of  the  methodology 
used  in  Appendix  3  in  developing  the  1960-61  burden  dis- 
tribution and  to  allow  for  a  more  complete  comparison  of 
the  1950  and  1960-61  tax  burden  distributions.  The  dele- 
tions mentioned  above  have  necessitated  some  minor  tex- 
tual changes  and  different  table  headings. 

'  It  is  the  sales  and  use  of  goods,  not  the  goods  themselves,  that 
are  taxable.  However,  for  the  sake  of  simplicity  of  sentence 
structure  and  economy  of  words,  this  distinction  is  fre- 
quently ignored. 


of  different  income  groups,  shown  later  in  this  section, 
without  question.  Nevertheless,  it  is  believed  that  a 
reasonably  accurate  distribution  of  relative  burdens 
has  been  secured,  and  the  total  pattern  of  tax  burden/ 
income  ratios  allows  for  the  drawing  of  conclusions 
concerning  the  equity  of  the  group  of  taxes  adminis- 
tered by  the  Board. 

In  regard  to  equity,  it  must  be  emphasized  that  it 
is  necessary  to  appraise  the  equity  of  the  entire  t£ix 
structure,  including  the  levies  of  the  Federal  Govern- 
ment, before  one  could  categorize  California's  tax 
system  as  being  "just"  or  "unjust".  Facing  the  risk 
of  having  the  presented  conclusions  pertaining  to  in- 
dividual taxes  taken  out  of  the  context  of  aU  Board- 
administered  taxes  and,  more  importantly,  out  of  the 
context  of  the  total  tax  structure,  we  have  analyzed 
each  tax  for  evidence  of  progressivity  or  regressivity, 
as  well  as  the  aggregate  of  the  taxes  included  in  this 
study.  Availability  of  such  conclusions  constitutes  a 
necessary  condition  for  effective  evaluation  of  possible 
changes  in  the  tax  structure  for  the  purpose  of  reduc- 
tion in  or  prevention  of  introduction  of  inequities. 

The  viewpoints  expressed  in  the  paragraph  above 
may  be  made  more  clear  by  brief  reference  to  the  con- 
cept of  progressivity. 

"It  is  generally  agreed  that  a  rate  structure  is 
progressive  where  the  average  rate  of  tax  (i.e., 
tax  liability  as  a  percentage  of  income)  rises 
when  moving  up  the  income  scale;  proportional 
where  the  average  rate  remains  constant ;  and  re- 
gressive where  the  average  rate  falls  with  the 
rising  income."  * 

It  will  be  assumed  throughout  this  study  that  the  term 
"progressivity"  is  equally  applicable  to  individual 
taxes  and  the  structure  of  taxes  as  a  whole.  However, 
as  Groves  points  out, 

"...  a  progressive  tax  and  a  progressive  tax 
system  are  two  quite  different  institutions.  Alfred 
Marshall  described  the  difference  as  follows: 
'Onerous  taxes,  imperial  and  local,  must  be 
treated  as  a  whole.  Almost  everj'  onerous  tax 
taken  by  itself  presses  with  undue  weight  upon 
some  class  or  other;  but  this  is  of  no  moment  if 
the  inequalities  of  each  are  compensated  by  those 


'  R.  A.  Musgrave  and  Tun  Thin,  "Income  Tax  Progression,  1929- 
4S,"  Journal  of  Political  Economy,  LVI  (December  1948), 
p.  498. 
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of  others,  and  variations  in  the  several  parts  syn- 
chronize. If  that  difficult  condition  is  satisfied, 
the  system  may  be  equitable,  though  any  one 
part  of  it  regarded  alone  would  be  inequitable.' 
A  tax  system  is  likely  to  consist  of  many  taxes, 
some  of  which  are  regressive,  some  proportional, 
and  others  progressive.  The  regressive  taxes  may 
offset  the  progressive  taxes,  with  the  result  that 
the  entire  tax  system  may  be  proportional. ' '  ■* 

Income-Expendifure  Dafa 

Spending-imit  data  used  here  are  those  gathered  in 
the  Survey  of  Consumer  Expenditures  in  1950,  con- 
ducted by  the  U.  S.  Bureau  of  Labor  Statistics.  Sam- 
ple families,  representative  of  all  classes  of  consumers 
in  the  urban  areas  of  the  United  States,  were  selected, 
and  statements  of  their  detailed  expenditures  were 
secured  by  interviewers  recruited  and  trained  specifi- 
cally for  this  purpose.  It  is  important  to  note  that  the 
sampling  technique  allowed  for  the  random  selection 
of  unrelated  individuals  as  spending  units,  as  well  as 
families.  No  separate  tabulation  is  available  for  either 
group,  and  the  term  "family"  is  used  herein  to  mean 
both  single  and  multi-person  spending  units. 

Information  was  secured  from  1,009  California 
families,  and  detailed  information  has  been  published 
for  the  829  families  selected  in  the  Los  Angeles,  San 
Francisco-Oakland,  and  San  Jose  urban  areas.^  Data 
relative  to  the  829  families  serve  as  the  basis  for  the 
tax  burden  distribution  presented  in  this  study. ^ 
Though  the  data  pertain  only  to  urban  families,  it  is 
believed  that  no  significant  differences  would  be  ob- 
served if  all  families  were  represented  in  the  sample, 
inasmuch  as  81  percent  of  California's  population 
were  classified  as  urban  in  the  1950  Census.  Table  2 
presents  the  utilized  family  budgets,  weighted  to  re- 
flect the  relative  sample  size  of  each  of  the  three  urban 
areas. 

An  important  feature  of  the  family  budgets  is  that 
they  represent  the  average  expenditure  for  each  cate- 
gory of  goods  and  services  of  all  cases  falling  in  each 
annual  net  nionej^  income  class.  This  results  in  the 
lumping  together  of  expenditures  and  incomes  of 
spending  units  with  markedly  dissimilar  socio-eco- 
nomic characteristics.  Ideally,  one  might  hope  for  an 
analysis  like  this  study  for  each  population  segment 
with  age,  occupation,  stock  of  wealth,  marital  status, 

•Harold  M.  Groves,  Fhiancing  Government  (rev.  ed. ;  New  York: 
Henry  Holt  &  Co.,  1945),  pp.  47-48.  The  quotation  from 
MarshaU  is  from  his  Memorandutn  on  Imperial  and  Local 
Taxes    (C.-9528),  p.   113. 

'Wharton  School  of  Finance  and  Commerce,  Study  of  Consumer 
Expenditures,  Incomes,  and  Savings,  18  Vols.  (Philadelphia: 
University  of  Pennsylvania,  1956).  Frequent  use  is  made 
of  data  taken  from  this  source.  No  effort  will  be  made  to 
document  such  data  by  table,  page,  and  volume  inasmuch 
as  most  of  the  tables  to  follow  involve  the  use  of  calculated 
quantities,  typically  derived  from  more  than  one  tabulation 
presented  in  the  BLS  Survey  of  Consumer  Expenditures 
series. 

•For  reasons  to  be  developed  subsequently,  and  for  the  purpose 
of  tax  burden  imputation,  the  utilized  income-expenditure 
characteristics  of  the  lowest  income  class  are  those  of  25 
families  drawn  from  the  San  Francisco-Oakland  metropoli- 
tan area.  In  all  other  income  classes,  family  income-expendi- 
ture characteristics  representing  the  three  indicated  urban 
areas  are  included. 


number  and  age  of  children,  and  tastes  sufficiently  in 
common  to  comprise  a  reasonably  homogeneous  group. 
Though  this  is  an  admirable  theoretical  goal,  it  is 
practically  impossible  of  achievement,  given  presently 
available  data.  The  averaging  described  above  seri- 
ously limits  the  direct  applicability  of  the  findings  of 
this  study  to  any  identifiable  spending  unit.  Neverthe- 
less, it  is  believed  that  the  conclusions  pertaining  to 
the  question  of  who  pays  the  taxes,  presented  here, 
have  real  significance  and  relevance  to  the  evaluation 
of  the  over-all  state  tax  structure,  and  more  specifi- 
cally to  an  evaluation  of  the  group  of  taxes  admin- 
istered by  the  Board  of  Equalization. 

Though  tax  rates  used  in  this  study  are  those  pre- 
vailing during  1958,  it  has  been  considered  inadvis- 
able to  attempt  to  update  the  BLS  Survey  of  Con- 
sumer Expenditures  data  to  reflect  income  and  price 
changes  which  have  occurred  since  1950.  This  decision, 
in  large  part,  arises  from  the  position  taken  that  rela- 
tive tax  burdens  are  the  essential  criteria  for  an 
answer  to  the  question  of  the  distribution  of  the  tax 
burden,  and  that  the  relative  tax  burdens  would  not 
be  affected  appreciably  by  adjusting  the  data  to  re- 
flect current  budgetary -price-income  relationships.  On 
this  point,  to  the  extent  that  a  choice  exists  between 
realism  in  levels  of  absolute  and  relative  tax  burdens 
and  realism  in  change  in  relative  burdens  as  one 
moves  from  lower  to  higher  incomes,  realism  in  the 
latter  is  considered  to  be  more  important. 

The  measure  of  income  which  is  used  as  the  de- 
nominator in  the  tax  burden/income  ratio  is  total 
money  income  plus  nonmoney  income  less  Federal  and 
state  income  taxes,  nonbusiness  personal  property 
taxes,  and  occupational  expenses.''  This  definition  ap- 
proximates the  concept  of  disposable  income  and 
seems  more  useful  than  the  concept  of  income  subject 
to  tax  plus  nonmoney  income  in  the  evaluation  of  tax 
equity  when  the  burdens  in  question  are  exclu.sively 
a  function  of  expenditure.  Determination  of  the  ap- 
propriate income  base  to  use  is  a  troublesome  matter. 
The  problem  is  best  illustrated  by  reference  to  the 
fact  that,  for  the  spending-unit  data  used,  consumer 
expenditures  exceeded  money  income  after  tax  for  all 
families  except  those  with  annual  net  money  incomes 
of  $7,500  or  more.  For  the  lowest  income  class,  total 
expenditure  net  of  sales  tax  was  in  the  amount  of 
$1,384,  and  total  money  income  after  tax  was  $614. 
Clearly,  more  than  one-half  of  these  expenditures, 
some  of  which  resulted  in  tax  liabilities,  was  financed 
by  dissaving.  One  might  seriously  argue  that  using 
total  expenditures  as  the  tax  base  from  which  to  eal- 

'  A  definition  of  income  which  includes  nonmoney  income,  as 
well  as  money  income,  is  compatible  with  authoritative 
precedent.  The  primary  nonmoney  income  sources  consid- 
ered here  Include  home-produced  and  home-consumed  food, 
rental  value  of  owner-occupied  houses,  and  imputed  interest. 
The  U.  S.  Department  of  Commerce  allows  5  to  6  percent 
for  nonmoney  income  in  its  calculations  of  total  personal 
income.  In  this  study  the  amount  of  $1  billion  is  imputed 
to  spending  units  out  of  the  total  personal  income  of  $18.5 
billion  reported  for  California  in  1950.  The  method  of  allo- 
cating nonmoney  income  to  income  classes  is  described  in 
the  following  text. 
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culate  relative  burdens  has  a  superior  logic.  Such  a 
procedure,  however,  would  fly  in  the  face  of  tradition 
and  might  result  in  producing  doubt  about  the  rele- 
vance of  the  findings.  It  is  obvious  that  use  of  ex- 
penditures, ill  the  case  of  taxes  administered  by  the 
Board  of  Equalization  and  given  the  California  sales 
tax  exemptions,  would  introduce  strong  progressivity 
elements  in  the  pattern  of  tax  burden  ratios. 

In  order  to  utilize  the  BLS  Survey  of  Consumer 
Expenditures  material  as  the  basis  for  the  estimation 
of  tax  burdens,  and  in  so  doing  to  account  for  all 
revenues  to  the  State  resulting  from  Board-admin- 
istered taxes,  it  is  necessary  to  assume  the  sample  of 
829  families  represents  an  income  distribution  from 
which  the  entire  State's  income  distribution  can  be 
inferred.*  California's  1950  population  of  2,827,110 
families  and  1,153,555  unrelated  individuals  can  then 
be  construed  to  fall  into  income  classes  in  the  same 
proportions  as  are  observed  in  the  sample.  Table  3 
shows  both  the  sample  income  class  frequency  and  the 

Table  3 

1950  SAMPLE  OF  CALIFORNIA   URBAN   FAMILIES 

AND    ESTIMATED   STATE  TOTALS,   BY  ANNUAL 

NET  MONEY  INCOME  CLASS 

Frequency  Estimated 
Net  income  class                                    in  sample     frequency  in  State 

Under  $1,000 69  330,395 

$l,000-$2,000    95  457,776 

2,000-  3,000  - 115  553,312 

3,000-  4,000  185  887,688 

4,000-  5,000  147  704,578 

5,000-  6,000  90  433,892 

6,000-  7,500  64  306,511 

7,500-10,000  41  195,053 

10,000  and  over 23  111,460 

Total 829  3,980,665 

SOURCE :  Sample  data  from  Survey  of  Consumer  Expenditures, 
1960-61,  op.  cit.  The  State  total,  which  is  here  distributed 
by  income  class,  is  from  United  States  Department  ot  Com- 
merce, Bureau  of  the  Census,  1950  Census  of  Population 
(Washington:  Government  Printing  Office,  1952),  Vol.  II, 
Part  5. 

*  This  sample  size  looms  large  in  comparison  witli  the  size  of 
sample  frequently  used  to  develop  national  income  distribu- 
tion estimates.  For  instance,  the  University  ot  Micliigan 
Survey  Research  Center  uses  a  sample  of  sliglitly  more  tlian 
3,000  to  yield  tlie  data  which  appear  annually  in  the  Fed- 
eral Reserve  "Survey  of  Consumer  Finances"   series. 


calculated  State  income  distribution.  Multiplication 
of  the  determined  direct  dollar  tax  burden  per  family 
in  each  income  class  by  the  total  number  of  California 
families  in  that  income  class,  along  with  allowance 
for  the  indicated  indirect  burden  construed  not  to 
rest  upou  persons,  will  yield  a  total  which  equals  the 
total  State  revenue  for  that  particular  tax  or  group 
of  taxes. 

Impufafion  of  the  Tax  Burden 

Tax  shifting  is  a  phenomenon  long  recognized  as 
being  particularly  applicable  to  sales  and  other  excise 
taxation.  The  position  is  taken  here  that  the  entire 
amount  of  tax  imposed  on  the  purchase  of  goods  at 
retail  by  final  consumers  is  shifted  forward  to  the 
buyer.  This  loss  of  purchasing  power  is  identified  as 
the  direct  burden  and  may  be  quantified  by  reference 
to  the  taxable  purchases  observable  in  consumer  bud- 
gets. Sales  and  other  excise  taxes  paid  by  businessmen 
on  goods  consumed  in  the  conduct  of  their  business 
provide  another  opportunity  for  tax  shifting.  Argu- 
ments relative  to  the  shifting  of  this  category  of  tax 
will  be  presented  in  a  later  section;  but,  again,  it  is 
assumed  that  the  business  community  shifts  the  en- 
tirety of  such  taxes  forward  to  the  buyer  of  goods  and 
ultimately  to  the  final  consumer  in  the  form  of  higher 
prices.  The  resulting  decrease  in  purchasing  power 
is  identified  herein  as  the  indirect  burden.  It  should 
be  noted  that  the  assumption  of  the  forward  shifting 
of  the  indirect  burden  results  in  a  tax  burden  accru- 
ing to  the  final  consumer  in  the  purchases  of  goods 
and  services  not  subject  to  retail  sales  or  other  excise 
taxes;  for  example,  the  price  of  food  sold  for  human 
consumption  off  the  premises  presumably  contains  a 
small  amount  of  sales  tax  that  the  grocer  paid  on  his 
fixtures  and  other  taxable  purchases. 

Following  quantification  of  the  direct  burden  and 
identification  of  the  taxes  paid  on  the  purchase  of 
goods  by  various  governments,  for  whom  no  meaning- 
ful opportunity  for  shifting  exists,  the  ' '  unexplained ' ' 
residual  of  each  Board-administered  state  tax  is  as- 
sumed to  have  been  paid  on  goods  consumed  by  busi- 


Table  4 

1950   REVENUES  FROM   STATE  SALES  AND  ALCOHOLIC   BEVERAGE  EXCISE 

TAXES   IN   TOTAL  AND   AS  ALLOCATED  TO    FAMILIES 

AND  GOVERNMENTS  AS  BURDENS 


Total 
collections 

Retal  sales  and  use  tax $377,977,544 

Alcoholic  beverage  excise  tax       18,.596,489 


Direct  hurden  Totalhurden 
aUocahle  1o  allocaWe  to 

consumer  budgets  governments  * 

$240,899,410  $23,645,035 
18,-596,489 


Totals    $396,574,033  $259,495,899 

SOURCE  :  The  Annual  Report  of  the  Board  of  Equalization  pre- 
sents revenues  for  fiscal  years.  The  above  calendar-year 
figures  were  compiled  from  information  available  in  a  num- 
ber ot  supplemental  and  special  reports  of  the  Board  of 
Equalization.  Most  of  the  taxes  include  related  minor  li- 
cences and  fees  to  account  for  total  1950  revenues. 
♦  See  text  for  details  of  the  computation  of  the  burden  attributed 
to  government. 


$23,645,035 


Indirect 

hiirden 
allocable  to 

families 
$113,443,099 


$113,443,099 
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ness  enterprises  and  is  then  allocated  to  persons  and 
all  levels  of  government  in  proportion  to  their  total 
final  purchases.*  The  indirect  burden  imputed  to  per- 
sons, in  turn,  is  allocated  to  family  budgets  in  the 
same  proportions  as  their  purchases  of  goods  and  ser- 
vices bear  to  total  family  expenditures.  Table  4  shows 
the  amount  of  each  tax  revenue  allocated  to  persons 
and  governments  as  either  direct  or  indirect  burdens 
in  1950  at  the  then-existing  tax  rates. 

Adjusfmenfs  of  Burdens  io  Reflect  Current  Tax  Rates 

Rates  of  several  Board-administered  taxes  have  un- 
dergone change  since  1950.  The  more  important 
changes  include  the  alcoholic  beverages  tax  on  spirits 
being  increased  from  $.80  to  $1.50  per  gallon.  All  tax 
burden  distributions  to  be  presented  are  based  on  the 
assumption  that  1958  rates  prevailed  in  1950.  The 
method  used  in  implementing  this  assumption  is  to 
determine  the  1950  distribution  of  direct  and  indirect 
burdens  for  each  tax  at  the  tax  rate  prevailing  during 
1950,  in  the  manner  previously  described,  and  in- 
crease or  decrease  each  by  the  subsequent  percentage 
change  in  the  particular  tax.  Such  adjustments  in- 
volve the  assumption  that  1950  buying  habits  would 
have  been  unaffected  by  the  presence  of  a  different 
structure  of  sales  and  other  excise  taxes.  These  pro- 
cedures allow  for  the  drawing  of  certain  inferences 


'  Payrolls  of  governments  are  deducted  in  making  this  computa- 
tion. Emphasis  is  placed  on  the  word  "all,"  because  al- 
tliough  sales  of  goods  to  the  Federal  Government  are  ex- 
empt from  state  sales  taxation,  they  nevertheless  contain 
an  indirect  burden  in  the  form  of  higher  prices,  as  do  sales 
to  any  other  level  of  government.  It  should  be  noted  that 
the  technique  of  indirect-burden  imputation  described  does 
not  make  allowance  for  the  sizeable  volume  of  expenditures 
of  tourists  in  California.  It  is  believed,  however,  that  isnor- 
ing  such  expenditures  results  only  in  a  slight  overstatement 
of  the  level  of  indirect  burdens  with  no  significant  effect  on 
the  pattern  of  relative  burdens. 


concerning  the  equity  of  the  1958  structure  of  Board- 
administered  State  taxes  that  could  not  be  drawn  if, 
in  order  to  do  so,  one  were  constrained  to  the  applica- 
tion of  1958  tax  rates  to  1958  income-expenditure 
data,  for  current  data  in  adequate  detail  are  non- 
existent. 

It  is  believed  that  considerable  confidence  can  be 
attached  to  the  presented  patterns  of  relative  tax 
burdens,  and  that  general  conclusions  concerning  pro- 
gressivity,  or  its  lack,  can  properly  be  attributed  to 
the  contemporary  structure  of  California  commodity 
taxation.  The  reader  should  be  warned,  however, 
though  the  absolute  tax  burdens  are  believed  to  be 
reasonably  accurate  for  1950,  income  and  price  level 
changes  have  been  such  since  then  as  to  reduce  mate- 
rially their  usefulness  in  inferring  contemporary  dol- 
lar tax  burdens. 

f 

Retail  Sales  and  Use  Tax 

Of  total  retail  sales  and  use  tax  collections  in  1950 
at  the  3  percent  rate,  $240,899,410  is  explainable  by 
reference  to  consumer  purchases  as  evidenced  in  the 
family  budgets  and  constitutes  a  direct  burden  on 
spending  units  in  the  amount  shown  in  Table  5.^"  An 
additional  $12,552,230  is  estimated  to  have  been  paid 
on  the  taxable  purchases  of  the  State  of  California 
and  its  local  governments.  The  balance  of  $124,525,904 
is  distributed  between  persons  and  governments  in 
the  proportions  of  91.1  percent  and  8.9  percent  as  an 


lo  The  1958  retail  sales  and  use  tax  rate  Is  unchanged  at  3  per- 
cent since  1950;  however,  50  California  counties,  encom- 
passing 299  cities  have  contracted  with  the  Board  for  the 
collection  of  local  sales  taxes  of  1  percent,  such  contracts 
being  applicable  to  almost  95  percent  of  the  State's  sales 
tax  base.  In  1950  local  sales  taxes,  generally  in  the  amount 
of  i  percent,  were  collected  by  141  cities. 


Table  5 

DIRECT,  INDIRECT,  AND  TOTAL   BURDENS  FOR  CALIFORNIA   FAMILIES  IN 

1950  RESULTING   FROM  STATE  SALES  AND  ALCOHOLIC   BEVERAGE 

EXCISE  TAXES   IN   ABSOLUTE  TERMS  AND   RELATIVE 

TO   INCOME,  AT  1958  TAX   RATES 

Annual  net                                                Direct                              Indirect  Total 

income  class                                 Absolute     Relative         Absolute     Relative  Absolute  Relative 

RETAIL  SALES  AND  USE  TAX 

Under  $1,000      $11.01        1.35%            $8.56        1.05%  $19.57  2.40% 

$1,000— $2,000 27.63        1.47                14.18          .76  41.81  2.23 

2,000—  3,000 35.73        1.30                18.97          .69  54.70  1.99 

3,000—  4,000 52.11        1.36                25.58          .67  77.69  2.02 

4,000—  5,000 60.48        1.25                30.27          .63  90.75  1.88 

5,000—  6,000  85.98        1.48                37.57          .65  123.55  2.12 

6,000—  7,500 110.88        1.60                47.06          .68  157.94  2.28 

7,500—10,000 114.06        1.31                53.29          .61  167.35  1.93 

10,000  and  over 201.27        1.33                76.04          .50  277.31  1.84 

ALCOHOLIC  BEVERAGE  EXCISE  TAX 

Under  $10,000    $1.14           .14%               $1.14  .14% 

11,000— $2,000 5.03          .27                  5.03  .27 

2,000—  3,000 3.89          .14                  ___  3.89  .14 

3,000—  4,000 5.35          .14                  ___          .._  5.35  .14 

4.000—  5,000 9.05          .19                  9.05  .19 

5,000—  6,000 11.00          .19                  11.00  .19 

6,000—  7,500 11.87          .17                  11.87  .17 

7,500—10,000 18.91          .22                  18.91  .22 

10,000  and  over 40.26           .27                   40.26  .27 

Detail  may  not  add  to  totals  because  of  rounding. 

SOURCE :  See  text  and  pp.  74-75  for  method  of  computation. 
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indirect  burden.  This  ratio  of  indirect  burden  impu- 
tation as  between  families  and  governments  will  be 
used  for  each  of  the  other  taxes,  whose  analysis  fol- 
low. Table  5  shows  the  imputation  of  the  indirect 
burden  of  the  sales  tax,  by  income  class,  along  with 
the  ratios  of  direct,  indirect,  and  total  burden  to  in- 
come as  well  as  the  burdens  of  each  of  the  taxes  to  be 
subsequently  described. 

The  pattern  of  the  relative  direct  burdens  of  the 
sales  tax  can  hardly  be  described  as  other  than  pro- 
portional throughout  the  entire  range  of  income. 
Clearly,  such  proportionality  is  primarily  a  result  of 
the  exclusion  of  food  purchases  for  home  consumption, 
utilities,  and  gasoline  from  sales  taxation.  The  indirect 
burden,  however,  is  slightly  regressive.  Here,  the  ef- 
fects of  exclusions  from  taxation  are  not  relevant,  as 
the  seller  of  nontaxable  items  is  assumed  to  shift  for- 
ward to  the  consumer  the  sales  tax  he  has  paid  on 
articles  used  in  carrj'ing  on  his  business.  Actually,  the 
chain  of  forward  shifting  includes  many  more  levels 
than  just  the  retailer,  as  sales  tax  payments  constitute 
a  cost  of  production  for  each  of  the  participants  in  the 
total  process  of  production  and  must  be  recaptured  in 
the  selling  price  as  one  moves  forward  from  raw  mate- 
rials, semi-finished  goods,  finished  goods,  through  the 
various  levels  of  production  and  distribution.  This 
argument  is  directly  applicable  to  the  indirect  burden 
arising  from  each  of  the  other  taxes  included  in  the 
jstudy  and  will  not  be  repeated  in  this  section. 
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figure  1.  In  1950,  the  direct  burden  of  the  sales  tax  appears  to  have 
been  proportional  to  income.  Mild  regressivity  is  introduced  into  the 
^otal  burden  by  inclusion  of  the  indirect  burden. 

I  The  over-all  pattern  of  total  sales  tax  burden/in- 
come ratios  may  be  described  as  being  only  mildly 
regressive,  with  most  of  such  regressivitj^  being  ob- 
servable as  between  the  lowest  and  highest  income 
classes.  For  net  incomes  from  $3,000  to  $10,000,  pro- 
portionality seems  best  to  describe  the  pattern.  It 
ishould  be  noted  that  the  income  classes  below  $3,000 
land  the  income  class  above  $10,000  make  up  33.7  per- 
'sent  and  2.8  percent  of  the  total  spending  units,  re- 
spectively. In  summary  it  may  be  said  that,  for  the 


direct  burden,  the  present  exclusions  from  sales  tax- 
ation make  up  a  strong  force  working  against  re- 
gressivity, but  that  as  regards  the  indirect  burden 
the  orthodox  view  as  to  the  regressivity  of  commod- 
ity taxation  expresses  itself. 

Alcoholic  Beverage  Excise  Tax 

The  entirety  of  1950  collections  of  $18,596,489  from 
the  alcoholic  beverage  excise  tax  is  imputed  to  fam- 
ilies as  a  direct  burden.  It  is  possible  that  a  very 
minor  amount  of  this  tax  was  borne  as  a  business 
expense,  connected  with  business  "consumption"  of 
alcoholic  beverages,  and  shifted  forward  to  both  con- 
sumers and  governments,  but  it  is  believed  that  at- 
tention to  this  possibility  is  not  justified.  An  impor- 
tant phenomenon  of  the  family  budgets,  however,  is 
that  the  total  reported  expenditures  on  alcoholic  bev- 
erages explain  only  some  30  percent  of  total  State 
revenues  from  this  tax.  Under-reporting  of  this  par- 
ticular expenditure  has  long  been  recognized  as  cus- 
tomary. To  adjust  the  reported  figures  to  a  reasonable 
level,  the  reported  purchases  of  alcoholic  beverages 
have  been  expanded  for  each  income  class  by  a  com- 
mon factor  to  account  for  total  tax  collections."  This 
device  involves  the  assumption  that  under-reporting 
is  proportional  for  all  income  classes.  Allowance  has 
been  made  in  the  imputation  of  the  alcoholic  beverage 
excise  tax  burden  for  the  reported  differences  in  con- 
sumer budgets  in  type  of  beverage  consumption  along 
with  the  tax  rates  applicable  to  various  beverages. 

In  general,  the  tax  burden/income  ratios  can  be 
described  as  being  progressive,  with  the  exception  of 
the  second  income  class.  Lack  of  sample  reliability 
appears  to  be  the  primary  explanation  for  this  de- 
parture from  an  otherwise  reasonably  consistent  pat- 
tern, although  sociological  phenomena  may  be  in- 
volved. The  observed  progressivity  arises  from  two 
reinforcing  considerations:  first,  basic  consumption, 
no  doubt,  increases  on  the  average  as  income  increases, 
and,  second,  consumption  habits  are  apt  to  move  in 
the  direction  of  more  highly  taxed  beverages  as  in- 
come increases. 

Goods  Exempted  From  Sales  Taxation 

Reference  was  made  in  the  first  paragraph  of  this 
section  to  the  effect  on  the  distribution  of  the  burden 
of  Board-administered  State  taxes  if  the  exemption 
from  sales  taxation  of  certain  goods  did  not  exist.  The 
primary  statutory  exemptions  consist  of  food  for  con- 
sumption at  home,  certain  utilities  (electricity,  gas, 
and  water),  gasoline,  and  newspapers  and  periodicals. 
In  the  subsection  devoted  to  analysis  of  the  sales  tax 
it  was  asserted  that  these  exclusions  made  up  a  strong 
force  in  reducing  regressivity.  The  following  para- 
graphs attempt  to  quantify  the  burdens  that  would 

"  This  adjustment  is  reflected  in  the  entries  shown  in  Table  2 
In  addition,  entries  Included  in  Table  5  reflect  an  87.5  per- 
cent increase  in  the  tax  on  distilled  spirits  as  regards  1958 
rates  relative  to  1950  rates. 
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have  occurred  in  the  absence  of  the  indicated  stat- 
utory exemptions. ^^ 

It  is  estimated  here  that  total  final  sales  of  exempt 
utilities  by  both  public  and  private  agencies  in  Cali- 
fornia in  1950  amounted  to  almost  $700,000,000,  not 
including  estimated  nontaxable  sales  to  the  Federal 
Government.  Consumer  budget  purchases  account  for 
approximately  54  percent  of  this  total  and,  assuming 
a  sales  tax  rate  of  3  percent,  would  have  generated  a 
direct  burden,  by  income  class,  in  amounts  ranging 
from  $1.33  for  the  lovpcst  income  class  to  $4.07  for  the 
highest  income  class.  Table  6  shows,  relative  to  income, 
the  total  burden,  including  the  indirect  burden  re- 
sulting from  business  firms  shifting  forward  to  fami- 
lies the  heretofore  used  proportion  of  assumed  tax  on 
estimated  business  consumption  of  the  utilities  listed 
above.  Non-utility  business  firms  are  estimated  to  have 
purchased  approximately  41  percent  of  the  total  dol- 
lar volume  of  utility  services,  and  government  agen- 
cies at  all  levels  are  estimated  to  have  purchased 
approximately  4  percent.  The  regressivity  of  the  rela- 
tive total  burden  as  one  moves  from  lower  to  higher 
income  classes  is  even  more  marked  for  this  assumed 
tax  than  is  observable  for  the  relative  indirect  bur- 
dens arising  from  any  of  the  taxes  analyzed  previ- 
ously. It  is  clear  that  the  taxation  of  utilities  through 
sales  taxes  would  work  to  reduce  the  proportionality 
in  the  structure  of  sales  and  excise  taxes  previously 
noted. 

Although  gasoline  is  subject  to  a  specific  excise  tax, 
there  is  adequate  precedent  for  applying  a  sales  tax  to 
a  commodity  which  already  contains  an  excise  tax — 
for  instance  alcoholic  beverages.  It  is  estimated  here 
that  a  3  percent  sales  tax  rate  applied  to  the  1950  sales 
of  gasoline  to  families,  business  firms,  and  state  and 
local  governments  would  have  yielded  approximately 
$23  million  in  revenues  to  the  State.  Consumer 
budgets  account  for  59.7  percent  of  the  assumed  tax- 
able sales ;  2.7  percent  of  such  purchases  are  estimated 
to  have  been  made  by  State  and  local  governments; 


and  the  residual  of  37.6  percent  is  assumed  to  have 
been  purchased  by  business  firms.  After  allowance  for 
the  indirect  burden  shifted  to  all  levels  of  government, 
it  is  assumed  that  a  total  indirect  tax  burden  would 
have  been  shifted  by  businesses  to  consumers  in  the 
amount  of  $7,903,535.  The  pattern  of  total  burden/ 
income  ratio,  as  shown  in  Table  6,  is  very  similar  to 
that  observed  when  the  gasoline  excise  tax  was  ana- 
lyzed, and  the  similarity  arises  from  the  considerar 
tions  noted  concerning  gasoline  consumption  for  dif- 
ferent income  cla.sses. 

If  food  for  home  consumption,  presently  excluded 
from  sales  taxation,  were  in  fact  taxed,  regressivity 
forces  would  be  strongly  reinforced.  Application  of 
an  assumed  3  percent  sales  tax  rate  to  this  category 
of  consumer  purchases  would  result  in  the  relative 
burdens  shown  in  Table  6  for  California  spending 
units  in  1950.^^  This  assumed  burden  can  be  calcu- 
lated directly  from  consumer  budget  data  and  is  not 
paralleled  by  an  indirect  burden  of  discernible  dimen- 
sions. Businesses,  no  doubt,  do  have  some  food  expense 
in  the  conduct  of  their  business,  but  it  can  be  prop- 
erly ignored  as  minimal.  If  the  present  food  exclusion 
had  not  existed  in  1950,  considerably  more  regres- 
sivity would  have  been  added  to  the  total  tax  burden/ 
income  ratio  pattern  than  arises  from  all  of  the  sales 
and  other  excise  taxes  considered  in  this  study,  in- 
cluding the  hypothetical  taxation  of  utilities,  gasoline, 
and  newspapers  and  periodicals.  The  significance  of 
the  home-consumed  food  exclusion  as  a  force  in  mini- 
mizing, if  not  eliminating  for  a  significant  majority 
of  families,  the  regressivity  of  California  sales  and 
other  excise  taxes  can  hardly  be  overstated. 

The  final  item  of  consumer  expenditure  presently 
excluded  from  sales  taxation  to  be  analyzed  here,  on 
the  assumption  that  the  exclu.sion  provision  did  not 
exist  in  1950,  is  that  of  newspapers  and  periodicals. 
The  only  burden  of  measureable  dimensions  is  the 
direct  burden,  and  this  can  be  calculated  directly  by 


"'  See  pp.  71-72  for  statistical  detail  developed  in  estimating  the 
sales  tax  exclusion  parameters  used  in  the  following  para- 
graphs. 


^  The  dollar  burdens  by  income  class,  from  lowest  to  highest 
income  class,  from  which  the  relative  burdens  have  been 
calculated  are  of  the  magnitude  .$12.93,  $12.84,  $20.28,  $26.40, 
$30.60,  $34.08,  $39.30,  $43.38,  and  $37.05. 


Table  6 

ESTIMATED   DISTRIBUTION   OF  THE    BURDEN    OF   SALES  TAXES   RELATIVE 

TO    INCOME   WHICH   WOULD   HAVE    BEEN    BORNE    BY   CALIFORNIA 

FAMILIES    IN    1950   IF   GOODS    EXEMPTED   FROM   TAXATION 

WERE  SUBJECT  TO  TAX,   BY    INCOME  CLASS 

Total  taxalle 


Newspapers 

items  and 

Annual  net 

and 

Total 

major 

income  class 

Utilities 

Gasoline 

Food 

periodicals 

exemptions 

exempt  itetns 

Under   $1,000 

.22% 

.10% 

1.61% 

.05% 

2.11% 

5.56% 

$1,000-.$2,000 

.17 

.10 

.68 

.03 

1.04 

4.50 

2,0W>-  .S.OOO 

.13 

.11 

.74 

.03 

1.07 

4.25 

.8,000-  4,000 

.12 

.14 

.69 

.02 

1.02 

4.42 

4,000-  5,000 

.11 

.13 

.63 

.02 

.95 

4.21 

5,000-  6,000 

.10 

.13 

.59 

.02 

.90 

4.42 

6,000-  7,500 

.10 

.13 

.57 

.02 

.88 

4.56 

7,rjOO-io,ooo 

.09 

.13 

.50 

.02 

.79 

4.14 

10,000   and  over 

.06 

.09 

.25 

.01 

.45 

3.44 

SOURCE:  See  text  and  pp.  71-72  for  methods  used  to  estimate  these  figures. 
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Reference  to  the  family  budget  expenditures  used  here. 
!A  3  percent  tax  ou  these  purchases  would  have 
lyielded  $3,632,996  to  the  State  in  1950  and  would 
have  resulted  in  the  regressive  tax  burden  distribu- 
ition,  for  this  minor  tax,  shown  in  Table  6. 

Conclusion 

I  The  foregoing  analysis  has  involved  numerous  esti- 
jnatcs,  assumptions,  and  data  manipulations  which  the 
jreader  might  advisedly  wish  to  examine  in  greater 
detail.  In  tlie  following  sections  and  addendum,  a  com- 
jplete  exposition  of  the  shifting  and  incidence  theory 
[utilized,  assumptions  relative  to  the  establishment  of 
'the  income  base,  and  necessary  adjustments  and  as- 
sumptions applicable  to  the  family  budgets  is  under- 
taken. 

II.     FAMILY  INCOME-EXPENDITURE  BUDGETS 

General  conclusions  have  been  jiresented  concern- 

ng  the  method  of  calculation  and  the  estimated  dis- 

ribution  of  the  burden,  by  income  class,  for  all  State 

axes   administered   by    the    California    State    Board 

f  Equalization.   This  section  is  devoted  to   further 

xplanation  of  the  data  used  to  determine  the  direct 

urden  of  those  taxes  giving  rise  to  such  a  burden, 

explanation  of  an  introduced  selectivity  element   in 

the  utilized  data  for  the  lowest  income  class,  and  ex- 

iplanation  of  considerations  pertaining  to  the  choice 

|of,  and  adjustments  in,  the  income  base  which  is  used 

ias  the  denominator  of  the  burden  ratios. 

Direct  Burdens  of  Sales  and  Oiber  Excise  Taxes 

The  allocation  of  the  sales  and  alcoholic  beverages 
tax  among  income  classes  has  required  the  exercise  of 
:eonsiderable  judgment.  In  the  case  of  each  of  these 
taxes  the  pi;bli.shed  data  were  not  in  a  form  to  make 
jpossible  the  direct  calculation  of  the  direct  burden. 
jA  general  description  of  assumptions  and  statistical 
'.teclniiques  used  in  the  quantification  of  the  direct 
burden  distributions  follows,  and  certain  indicated 
'detail  will  be  presented  subsequently,  see  pp.  74-75. 
I  As  was  stated  in  Section  1,  spending  unit  ineome- 
jexpenditure  data  are  available  in  considerable  detail 
ifor  three  urban  California  areas.  These  income-ex- 
ipenditure  data  have  been  combined  in  this  study  into 
ja  sample,  appropriately  weighted  to  reflect  the  size  of 
'each  sample  segment.'*  The  number  of  cases  origi- 
■ually  chosen  to  be  sampled  by  the  United  States  Bu- 
(veau  of  Labor  Statistics  for  the  three  urban  Califor- 
|iiia  areas  was  selected  to  reflect  proportionately  cer- 
Itai.i  basic  economic  and  demographic  characteristics 
observable  in  California  as  a  whole.  It  has  been  spe- 
.eifically  assumed  throughout  this  study  that  the  com- 
Ibined  sample  for  the  three  designated  urban  areas 
Iconstitutes  an  acceptable  approximation  of  the  eco- 

j"The   829    spending   units   mailing  up   the   combined    sample   in- 


nomic  characteristics  and  habits  of  all  of  the  spend- 
ing units  of  California. 

Sales  Tax.  Despite  the  completeness  of  the  pub- 
lished data  relative  to  the  California  sami:)les,  in  some 
cases  it  has  been  necessary  to  appeal  to  statistics 
available  only  for  a  broader  sample  classification. 
This  has  been  particulai'ly  true  in  the  identification 
of  certain  budget  expenditures  as  being  taxable  or 
nontaxable  under  the  sales  tax  law.  Table  7  shows 
the  status  attributed  here  to  each  family  expenditure, 
by  income  class,  under  this  law,  and  pp.  72-74  eon- 
tain  detailed  material  serving  as  the  bases  for  these 
decisions.  The  .sales  tax  direct  burdens  presented  in 
Table  5  were  secured  by  applying  the  tax  rate  to  the 
total  taxable  expenditures  shown  in  Table  7. 

In  most  cases  where  an  expenditure  item  is  clearly 
not  entirely  subject  to  sales  tax  or  entirely  excluded 
from  such  tax,  it  has  been  possible  to  refer  to  the 
BLS  1950  Survey  of  Consumer  Expenditures  sample 
classification  "Large  Western  Cities"  or  "Western 
Suburbs"  for  the  necessary  budget  detail  to  allow  for 
the  establishment  of  taxable-nontaxable  proportions 
which  have  then  been  applied  to  the  California 
data.'-'  In  addition,  the  amounts  subject  to  sales  tax, 
by  income  class,  have  been  estimated  in  some  cases  by 
reference  to  relevant  relationships  evidenced  in  the 
Quantity  and  Cost  Budgets  series  issued  by  the  Heller 
Committee  of  the  University  of  California."'  Finally, 
some  purchases  have  been  designated  taxable  or  non- 
taxable on  grounds  ranging  from  industry  "rules  of 
thumb"  to  intuitive  judgment.  The  latter  criterion 
lias  been  applied  in  only  limited  cases,  and  almost 
always  in  establishing  taxable-nontaxable  proportions 
which  are  then  applied  uniformly  to  that  particular 
expenditure  item  for  all  income  classes. 

Two  major  adjustments  to  the  California  family 
expenditure  data  have  been  deemed  necessary.  One  of 
these  relates  to  the  obvious  under-reporting  of  alco- 
holic beverage  purchases.  Available  evidence  indi- 
cates that  actual  purchases  were  approximately  three 
times  as  large  as  those  reported.  The  reported  pur- 
chases have  been  adjusted  upward  in  a  manner,  to  be 
described  later  in  this  section,  which  accounts  for 
total  alcoholic  beverage  excise  tax  collections  in  1950. 
Tlie  result  of  this  adjustment  is  to  compel  the  enlarge- 
ment of  the  reported  purchases  for  sales  tax  burden 
determination  in  a  like  manner.  It  is  recognized  that 
not  insignificant  purchases  of  alcoholic  beverages  are 
made  by  business  firms  and  by  tourists  in  California. 
No  way  is  known,  however,  to  quantify  the  former 
category  of  purchase,  and  the  question  of  tourist  ex- 
penditures  (both  those  of  nonresidents  and  those  of 


dude  423  in  Los  Angeles,  289  in  San  Prancisco-Oaliland, 
and  117  in  San  Jose.  The  weighting"  series  used  is  51.0  per- 
cent for  Los  Angeles,  34.9  percent  for  San  Francisco-Oak- 
land, and  14.1  percent  for  San  Jose. 


'^  Much  importantly  useful  data  concerning  expenditures  are 
available  in  only  broad  sample  classifications.  Sliort  of  a 
total  national  sample,  the  next  classification  level  is  tliat 
of  Large  Cities,  Suburbs,  Small  Cities  in  the  South,  North 
and  West. 

1"  The  Heller  Committee  for  Research  in  Social  Economics,  Uni- 
versity of  California,  Qitantit.y  and  Cost  Budgets  for  Three 
l7icome  Levels  (Berkeley:  University  of  California  Press, 
1950). 
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Califoniians  travelling  out  of  state)  has  been  ignored 
throughout  this  study.  It  is  believed  that  no  appre- 
ciable distortions  are  present  in  the  estimated  tax 
burden/income  ratio  pattern  resulting  from  the  deci- 
sions discussed  in  this  paragraph. 

The  second  major  adjiistmeut  to  the  expenditure 
budgets  for  the  California  familj'  sample  has  been  to 
attribute  a  value  of  automobile  trade-in  to  those  in- 
come classes  in  which  automobile  purchases  were  re- 
ported. The  budgets  do  not  contain  an  entry  for  this 
item ;  for,  quite  accurately,  the  value  of  the  automo- 
bile trade-in  is  not  in  fact  an  expenditure.  Neverthe- 
less, since  the  basic  budgets  show  only  a  net  auto 
purchase  expenditure,  and  since  the  whole  selling 
price  of  the  auto  is  subject  to  sales  tax,  it  was  neces- 
sary to  assign  a  value  to  the  trade-in  in  order  to 
provide  a  base  for  the  amount  of  sales  tax  collected 
in  connection  with  automobile  purchases.  Data  are 
available  concerning  the  average  trade-in  allowance 
Df  buyers,  by  income  class,  for  several  larger  sample 
jlassifications.  It  is  believed  that  the  sample  grouping 
'Western  Suburbs"  is  most  representative  of  Cali- 
fornia automobile  buying  habits,  and  it  has  been  used 
as  the  basis  for  estimating  entries  shown  in  Table  7 

as  the  taxable  "auto  purchase,  trade-in." 
i 

!  Alcoholic  Beverages  Tax.  The  estimated  distribu- 
tion of  the  direct  burden,  by  income  class,  for  the 
alcoholic  beverages  tax  is  shown  in  Table  8.  It  must 
be  emphasized  that  these  entries  are  particularly  dif- 
Seult  to  quantify  with  reasonable  precision.  Two  ele- 
ments preclude  direct  calculation  of  the  distribution 
bf  the  burden  from  data  published  relative  to  the 
basic  California  sample  of  829  families.  First,  there 
is  the  specific  fact  of  under-reporting  of  purchases  of 
alcoholic  beverages.  Second,  the  under-reported  values 
do  not  provide  the  breakdown  between  types  of  bev- 
erages purchased  necessary  for  the  application  of  the 
various  tax  rates  levied  on  purchases  of  beer  and  ale, 
wine,  and  hard  liquors. 

i  The  procedure  used  here  to  develop  the  data  pre- 
sented in  Table  8  was  to  refer  to  the  reported  alco- 
holic beverages  purchases,  by  income  class,  place  of 


consumption  and  type  of  beverage,  of  the  sample 
grouping  "Large  Western  Cities."  To  these  data  were 
applied  estimated  California  average  beverage  unit 
prices  and,  in  turn,  the  relevant  California  excise  tax 
to  the  computed  gallons  purchased  of  each  of  the  bev- 
erages. All  of  these  calculations  were  carried  out  so 
that  the  total  computed  purchases,  by  type  of  bever- 
age and  place  of  consumption,  equaled  the  reported 
purchases  of  California  families.  The  estimated  tax 
on  reported  purchases,  by  income  class,  was  then  fac- 
tored upward  to  an  assigned  total  tax,  which  accounts 
for  total  state  collections  from  this  excise  in  1950. 
Finally,  the  assigned  total  tax  was  adjusted  to  reflect 
rate  changes  since  1950."  The  computations  men- 
tioned in  this  paragraph  are  described  in  considerable 
detail  later,  see  pp.  74-75. 

Adjustments  in  Lowest  Income  Class  Data 

Occasional  use  of  the  phrase  "the  basic  sample  of 
829  California  families"  has  been  made  throughout 
this  study.  The  distribution  of  these  829  cases,  by  in- 
come class,  has  served  as  the  basis  for  the  estimated 
total  State  families'  income  class  distribution,  as 
shown  in  Table  3  in  the  first  section.  In  turn,  the 
estimated  total  State  income  distribution  has  been 
used  in  all  situations  where  the  procedure  has  neces- 
sitated the  computation  of  direct  and/or  indirect  bur- 
dens for  all  families  in  all  income  classes.  In  regard 
to  the  presented  direct  and  indirect  burdens  of  the 
annual  net  income  class  "Under  $1,000,"  however, 
all  computations  have  been  based  on  the  family  in- 
come-expenditure data  secured  from  the  San  Fran- 
cisco-Oakland segment  of  the  three  urban  areas  total 
sample.  The  San  Franciseo-Oakland  segment  repre- 
sents twenty-five  of  the  sixty-nine  California  cases  in 
the  lowest  income  class. 

The  decision  to  exclude  Los  Angeles  and  San  Jose 
urban  area  income-expenditure  data  from  the  lowest 

I"  The  1950  tax  rates  per  gallon  were  JO. 80  for  distilled  spirits, 
$0  02  for  beer,  $0.01  for  table  wine,  $0.02  for  dessert  wine, 
and  $0.30  for  sparkling  wine  (if  purchased  in  fifths).  These 
rates  are  unaffected  by  the  place  of  consumption.  Average 
beverage  unit  prices,  however,  reflect  whether  consumption 
occurred  at  home  or  in  restaurants  and  bars.  Tax  rates  in 
1958  are  the  same  except  for  distilled  spirits,  which  are 
now  taxed  at  $1.50  per  gallon. 


Table  8 

ALCOHOLIC  BEVERAGE   EXPENDITURES  AND  ALCOHOLIC   BEVERAGE   EXCISE  TAX  BURDEN 

FOR  CALIFORNIA   FAMILIES  IN   1950  AT  1958  RATES,  BY   INCOME  CLASS 


Home  consumption  ' 


Annual  Beer  and 

lincome  class  ale 

lUnder  .W-OOO $0.06 


Jl,000-.?2,000 

2,0C0-  3,000  __. 

3,000-  4,000  ... 

4,000-  5,000  — 

5,000-  6,000   

i  6,000-  7,."i00  __. 

I  7,500-10,000  __. 

|10,000  and  over_ 


.08 
.11 
.22 
.25 
.29 
.28 
.21 
.14 


Distilled 
spirits 

$0.19 

.94 

.54 

.79 

1.46 

1.82 

2.42 

3..')4 

7.80 


Wine 
$0.01 
.01 
.01 
.01 
.02 
.01 
.03 
.02 
.04 


Assigned  total 

In 

Estimated  tax 

tar  to  account 

■estaurants 

on  reported 

for  total 

and  bars  * 

purchases 

state  receipts  ** 

$  .09 

$0.35 

$1.14 

.52 

1.55 

5.03 

.54 

1.20 

3.89 

.63 

1.65 

5.35 

1.06 

2.79 

9.05 

1.27 

3.39 

11.00 

.93 

3.66 

11.87 

2.06 

5.83 

18.91 

4.43 

12.41 

40.26 

I30URCE :   Study  of  Consumer  Expenditures,   Income,   and   Savings,   op.  cit. 

'  All  entries  are  based  on  data  applicable  to  the  sample  category  "Large  Western  Cities."  Detail  underlying  the  above  estimates  is  not 

available  for  the  California  sample.  .  ,   .  ,..„    ..        ,.   „„s„„„j  ,„»„!„  ■• 

'*  See  pp.  74-75  for  method  used  in  estimating  tax  on  reported  expenditures  and  assumptions  used  in  estimating     assigned  totals. 
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income  class  arises  from  the  view  that  the  reported 
expenditures  of  these  families  were  too  large  to  be 
properly  considered  as  typical  of  the  1950  statewide 
average  expenditures  of  families  in  this  income  class. 
Ijos  Angeles  and  San  Jose  families  in  the  "Under 
$1,000"  net  income  class  reported  a  weighted  average 
expenditure  of  $1,491  in  excess  of  their  money  income 
after  tax,  whereas  a  like  measure  for  the  San  Fran- 
cisco-Oakland families  is  $781. 

That  there  were  many  California  families  experi- 
encing the  reported  levels  of  net  income  with  a  real 
expectation  of  that  level  of  income  persisting  over 
time  is  not  questioned.  It  is  clear,  however,  that  all 
families  could  not  long  increase  their  liabilities  and/or 
reduce  their  assets  in  a  manner  so  as  to  support  the 
reported  volume  of  average  expenditures.  The  con- 
clusion presents  itself  that  the  reported  average  ex- 
penditures were  markedly  influenced  by  the  spending 
habits  of  some  persons  accustomed  to  a  higher  stand- 
ard of  living  than  that  which  is  possible  to  maintain 
with  the  reported  net  income,  and  that  these  persons 
were  temporarily  in  the  lowest  income  class.^* 

It  is  believed  that  lack  of  homogeneity  would  justify 
exclusion  of  both  the  lowest  and  the  highest  income 
classes  from  a  study  such  as  this,  but  representation 
for  these  classes  is  important  on  several  grounds.  The 
San  Francisco-Oakland  sample  segment  has  been  iised 
to  represent  all  cases  in  the  lowest  income  class  be- 
cause its  expenditures  were  smaller  than  those  of  the 
other  California  sample  segments.  In  no  other  income 
class  has  such  an  element  of  selectivity  been  intro- 
duced, though,  given  more  complete  knowledge  of  the 
phenomenon  of  fluctuations  in  income  from  year  to 
year  for  various  families,  it  might  have  been  desirable 
to  have  done  so.  It  is  believed  that  the  procedures 
used  here,  based  largely  on  subjective  considerations, 
provide  a  more  realistic  picture  of  the  relative  burden 
of  sales  and  other  excise  taxes  in  the  lowest  income 
class,  as  the  economic  characteristics  of  the  lowest 
income  class  are  commonly  conceived,  than  would 
otherwise  have  been  the  case. 

Income  Base  Choice  and  Nonmoney  Income 

Choice  of  the  appropriate  measiire  of  income  to  use 
in  the  calculation  of  tax  burden/income  ratios  is  diffi- 
cult. In  a  study  of  the  total  American  tax  structure, 
where  income  taxes  account  for  approximately  one- 
half  of  total  tax  collections  (and  burdens),  it  is  gen- 
erall}^  agreed  that  the  use  of  the  total  annual  flow 
of  income,  including  nonmoney  income,  secured  by  a 
taxpaying  iinit  provides  a  reasonable  basis  for  the 
determination  of  proportionality,  or  its  lack,  in  the 
distribution  of  the  tax  burden.  When  the  tax  struc- 
ture under  consideration  is  made  up  of  sales  and  other 
excise  taxes  which  are  a  function  of  consumption, 

>'  This  argument  is  advanced  in  R.  A.  Musgrave  et  al.,  "Distri- 
bution of  Tax  Payments  by  Income  Groups :  A  Case  Study 
for  1948,"  National  Tax  Journal,  IV  (March  1951),  n.  7, 
p.  34. 


however,  it  seems  appropriate  to  relate  the  tax  burden 
to  a  base  which  supports  that  consumption.  House- 
holds are  compelled,  over  time,  to  limit  their  consump- 
tion to  that  income  whose  disposition  is  subject  to 
their  discretion.  Income  subject  to  discretionary  dis- 
position is  necessarily  reduced  by  those  taxes  which 
are  a  function  of  income,  inasmuch  as  they  effectively 
constitute  a  prior  claim  on  income.  Therefore,  the 
position  is  taken  here  that  for  the  purposes  of  thLs 
study  the  reduction  of  the  income  base  by  the  amount 
of  income  taxes  and  occupational  expenses  is  not  only 
justifiable  but  desirable  in  the  calculation  of  the  rela- 
tive tax  burden. ^^ 

This  argument  has  been  advanced  because  deter- 
mined ratios  of  burden  and  income  are  not  ends  in 
themselves.  These  ratios  serve  as  the  bases  for  the 
value  judgments  that  persons  make  in  regard  to  the 
equity  of  the  tax,  or  taxes,  in  question.  It  is  not  the 
purpose  of  this  study  to  define  equity  in  taxation  or 
to  describe  its  characteristics.  It  may  be  asserted, 
however,  that  abilitj'  to  bear  a  burden  is  fundamental 
to  most  concepts  of  justice  in  taxation.  Further,  when 
the  burden  arises  from  taxes  imposed  on  consumption, 
it  is  maintained  that  the  abilitj-  to  bear  the  burden 
is  best  measured  by  the  income  which  makes  possible 
the  decision  to  consume  or  not  to  consume,  as  regards 
particular  goods,  i.e.,  income  net  of  income  taxes. 

It  is  important  to  note  that  use  of  the  measure  ol 
income  employed  in  this  study  as  the  denominatoi 
for  the  tax  burden/income  ratio  means  that  a  reason 
ably  proportional  system  of  sales  and  other  excisf 
taxes,  as  has  been  determined  for  California,  is  asso 
ciated  with  a  progressive  total  tax  system  unless  tht 
progressivity  of  the  items  deducted  from  total  incom( 
to  derive  the  denominator  of  the  ratio  is  counterbal 
anced  by  the  regressivity  of  taxes  other  than  sales  anc 
excise  taxes  in  the  numerator  of  the  ratio.  The  prog 
ressivity  of  the  Federal  and  State  personal  incomi 
taxes  deducted  from  total  income  to  derive  the  ratit 
denominator  is  obvious:  no  likely  degree  of  regress 
ivitj'  in  the  remaining  deductions  (occupational  es 
penses  and  household  personal  property  taxes)  couli 
overcome  the  highly  progressive  features  of  the  in 
come  taxes.  In  other  words,  net  income,  as  shown  h 
Table  2,  is  more  uniformly  distributed  among  th 
populace  than  total  income.  Taxes  other  than  sale 
and  excise  taxes  in  the  ratio  numerator,  to  the  exten 
that  they  are  shifted  to  consumers  in  higher  prices 
consist  mainly  of  corporate  profits  taxes,  Federal  ani 
local  sales  and  other  excise  taxes,  real  property  taxes 
and  taxes  on  business  personal  property.  Whethe 
this  group  of  taxes  is  distributed  regressively,  pre 
portionall}',  or  progressively  is  a  question  for  whic 
the  answer  is  not  obvious  and  has  not  been  sough 
herein,  but  the  latest  authoritative  study  of  whic 


>  Occupational  expenses,  such  as  union  clues  and  purchase  < 
special  tools,  were  subtracted  from  grross  income  in  tr 
basic  data.  Federal  and  State  income  taxes  and  non-businei 
personal  property  taxes  were  also  subtracted  in  the  compi 
tation  of  money  income  after  tax,  as  shown  in  Table  2.  i 
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we  are  aware  suggests  that  the  distribution  may  be 
;!haracterized  as  substantially  proportionate.-" 

It  follows,  then,  tliat  tlie  reasonably  proportionate 

li-tribution  of  the  sales  and  other  excise  taxes  deter- 
mined for  California,  when  measured  against  the  in- 
I'Ome  concept  chosen  as  the  denominator  of  the  tax 
tourden/income  ratio,  supplements  other  taxes  to  form 
an  over-all  tax  system  applicable  to  the  people  of 
ICalifornia  which  is  progressive  when  measured  against 
total  personal  income.  And  it  is  the  progressivity  of 
the  total  tax  system,  Federal,  State,  and  local,  not  the 
Iprogressivity  (or  lack  of  it)  for  any  one  tax  or  group 
af  taxes  less  than  the  whole,  that  is  significant  for 
Ipoliey-making  purposes. 

I  The  preceding  arguments  have  specifically  allowed 
for  the  inclusion  of  nonmoney  income  in  the  utilized 
income  base.  It  is  perfectly  clear  in  the  analysis  of 
jrelative  tax  burdens  that  a  farmer,  for  example,  who 
produces  most  of  his  family's  food  on  his  farm  should 
be  considered  to  have  an  income  as  much  larger  than 
jhis  money  income  as  the  market  value  of  the  home- 
^jroduced  and  home  consumed  food.  If  the  farmer 
were  not  credited  with  such  an  amount  of  nonmoney 
income,  his  relative  tax  burden  would  not  be  compa- 
}rable  in  any  way  with  those  of  family  heads  who  ex- 
Ipended  money  income  to  purchase  all  of  the  food  eon- 
isunied  by  their  families. 

Serious  obstacles  stand  in  the  way  of  any  really 
thoroughgoing  quantitative  treatment  of  imputed  in- 
come and  income  in  kind.  National  income  estimates 
Df  the  Department  of  Commerce  include  only  the 
I 'larger  imputations,"  and  considerable  effort  is  ex- 
pended in  stressing  "the  essentially  arbitrary  and 
tradition-based  nature  of  the  decisions  that  must  be 
pade  in  this  area.-^  Apart  from  attempts  at  measure- 
taent  of  aggregative  nonmoney  income,  to  the  best  of 
pur  knowledge  the  most  recent  distribution  of  non- 
[noney  income  is  that  developed  in  1941-42  by  the 
United  States  Departments  of  Agriculture  and  Labor 
in  the  "Family  Spending  and  Saving  in  Wartime" 
purveys,  and  there  the  imputations  were  limited  to 
I'the  value  of  food,  housing,  fuel,  ice,  clothing,  and 
fiousehold  furnishings  received  without  direct  money 
|3utlay. ' '  --  The  largest  source  of  nonmoney  income 

;"R.  A.  Musgrave,  et  al.,  "Distribution  of  Tax  Payments  by  In- 
come  Groups:  A  Case  Study  for  1948,"  op.  cit.,  pp.  40,  45. 
United  States  Department  of  Commerce,  IUSI  National  Income 
Supplement  to  the  Survey  of  Current  Business  (Washington: 
Government  Printing  office,  1951),  p.  32.  The  imputations 
included  are  food  furnished  public  employees,  employees  of 
firms  and  institutions,  and  members  of  the  armed  forces, 
food  produced  and  consumed  on  farms,  standard  clothing 
issued  to  members  of  the  armed  forces,  rental  value  of 
owner-occupied  houses,  and  income  arising  in  connection 
with  financial  intermediaries  (imputed  interest  on  bank 
deposits  and  insurance  premium  payments,  in  the  main). 

Rough  calculations  indicate  that  total  imputations  account 
lor  appro.ximately  six  percent  of  total  personal  income  an- 
nually.   See    statistics    presented    by    Selma    P.    Goldsmith. 
Appraisal  of  Basic  Data  Available  for  Constructing  Income 
/T?^      !5""     "''""•"  •P^'"t  ^^'  '"  StJidics  in  Income  and  Wealth 

I       4/V?T^  York:  National  Bureau  of  Economic  Research,  1951), 

I       XIII,  pp.  277-278. 

■  United  States  Department  of  Agriculture,  Rural  Family  Spend- 

1      Vlfr,  ",'ki  *"'"'■'/   '■"    Wartime.  Miscellaneous   Publication   No. 

I       °/".    >  "J;ishmgton :    Government    Printing    office,    1943)    and 

I  .4"'.'ed  States  Department  of  Labor,  Bureau  of  Labor  Sta- 
ir cSio.'S''"'!  Spending  and  Saving  in  Wartime,  Bulletin 
JNo.  b22    (Washington:  Government  Printing  office,   1945). 


quantified  by  the  Department  of  Commerce,  but  ex- 
eluded  from  the  Family  Spending  and  Saving  in 
Wartime  data,  is  the  imputed  income  from  bank  de- 
posits and  insurance  premiums. 

Xonmoney  income  assigned  to  the  family  budgets 
used  in  this  study  is  $1  billion  in  the  aggregate,  or 
approximately  5.4  percent  of  the  total  personal  in- 
come reported  for  California  in  1950  by  the  U.  S.  De- 
partment of  Commerce.  This  total  is  allotted  to  family 
budgets  in  conformance  with  the  ratios  observable  in 
the  income  class  distributions  established  in  the  Fam- 
ily Spending  and  Saving  in  Wartime  surveys.  Non- 
money  income  is  considerably  more  equally  distrib- 
uted than  money  income,  as  may  be  seen  by  consulting 
Table  2 ;  and  the  effect  of  its  inclusion  on  relative  tax 
burdens  it  to  make  them  more  progressive  than  if  only 
money  income  were  considered.  It  is  believed  that  the 
inclusion  of  nonmoney  income  in  the  income  base,  for 
use  in  the  calculation  of  relative  tax  bur(jens, 
sharpens  the  concept  of  the  ability  to  bear  a  burden 
and,  further,  tends  to  make  the  utilized  urban  family 
budgets  more  representative  of  all  California  spend- 
ing-unit  budgets. 

III.     TAX  BURDEN  IMPUTATIONS 

The  tax  burden  estimates  presented  in  the  prior 
sections  are  based  on  certain  assumptions  concerning 
business  behavior  in  the  pricing  of  goods  and  services. 
These  assumptions  resulted  in  the  major  part  of 
Board-administered  State  taxes  being  imputed  to 
households  and  governments  as  direct  burdens,  and 
the  balance  of  these  taxes  also  being  imputed  to  them 
as  an  indirect  burden  resulting  from  higher  prices  on 
goods  and  service  consequent  to  business  use  of  taxed 
goods.  The  theory  of  tax  shifting  and  incidence  ap- 
plied in  this  study  deserves  elaboration.  In  addition, 
it  may  not  be  clear  as  to  why  governments  should 
be  construed  to  be  bearers  of  tax  burdens.  Finally, 
the  rationale  of  the  method  used  in  distributing  the 
total  indirect  burden  among  householders  with  dif- 
ferent income  requires  amplification.  These  assump- 
tions and  procedures  are  examined  in  the  succeeding 
paragraphs  of  this  section. 

Incidence  of  Sales  and  Other  Excise  Taxes 

Economic  literature  is  replete  with  references  to 
the  incidence  of  sales  taxation  and  its  economic  effects. 
An  outstanding  contribution,  devoted  entirely  to  the 
subject  of  the  incidence  of  sales  taxation,  broadly 
defined,  is  Due's  exhaustive  study.  The  Theory  of 
Incidence  of  Sales  Taxation.^^  The  ramifications  of 
imperfect  and  monopolistic  competition  are  here  inte- 
grated with  what  may  be  termed  the  tax  incidence 
viewpoint  of  the  ueo-classicists.  The  general  academic 
viewpoint,  at  the  present  time,  tends  to  agree  with 
Due's  conclusions  that,  with  profits  present  in  excess 

23  John  F.  Due,  The  Theory  o/  Incidence  of  Sales  Taxation  (New 
York;  Kings  Crown  Press,  1942). 
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of  those  required  as  a  condition  to  the  firms  remain- 
ing in  operation,  the  incidence  of  retail  sales  and 
excise  taxes  rests  upon  the  consumer,  subject  to  a 
wide  variety  of  qualifications. 

Discussing  the  effect  on  price  of  the  imposition  of  a 
retail  sales  tax,  Due  states: 

This  immediate  and  full  increase  is  possible  only 
because  of  the  importance  of  oligopoly  in  retail- 
ing. Because  of  the  nearly  universal  markup 
practices,  each  firm  ordinarily  realizes  that  other 
firms  will  treat  this  tax  as  an  addition  to  cost 
and  raise  prices  fully,  provided  the  firm  in  ques- 
tion does  also ;  as  each  acts  in  this  manner,  the 
price  rise  brings  a  relatively  slight  reduction  in 
sales.  If  strict  marginal  pricing  practices  were 
followed,  and  each  firm  ignored  the  action  of  his 
competitors,  the  price  rise  wotild  be  small.  "With 
excess  profits  there  would  be  no  further  change; 
without  excess,  exodus  would  occur.  In  this  case, 
price  would  rise  sufficiently  to  shift  the  ftiU  tax 
to  the  consumer;  there  would  be  no  further  in- 
crease necessitated  by  the  decrea-sing  cost  nature 
of  the  individual  firms.  Laws  requiring  separate 
charging  are  of  considerable  significance  because 
they  serve  to  strengthen  the  forces  leading  to 
uniform  action  which  is  essential  to  immediate 
full  increase. 

However,  the  initial  tendency  to  add  the  entire 
tax  to  the  retail  prices  is  subject  to  modifications. 
The  differences  in  conditions  of  cost  and  compe- 
tition under  which  various  commodities  handled 
are  manufactured  will  cause  different  types  of 
change  in  retail  purchase  prices  as  volume  falls, 
and  causes  readjustments  in  the  prices  which 
retailers  charge  .  .  . 

Where  retail  prices  are  set  by  manufacturers, 
or  by  law,  there  is  even  more  certainty  that  the 
entire  tax,  plus,  ordinarily,  some  additional 
amount  for  higher  cost  of  operation  per  unit, 
will  be  shifted  immediately.  Legal  regulation  of 
prices  provides  ordinarily  that  prices  must  be 
sufficiently  high  to  cover  cost.  They  will  be  ad- 
justed accordingly  to  include  the  tax  and  higher 
operating  costs.  The  mamifacturer  usually  will 
be  forced  to  readjust  margins  allowed;  if  the 
bargaining  power  of  the  retailers  is  weak,  only 
the  tax,  or  even  less,  will  be  added. 

Thtis,  in  general,  while  the  initial  reaction  of 
retailers  wiU  be  to  add  the  entire,  or  in  most 
cases,  more  than  the  entire  tax  to  prices  charged, 
there  will  be  considerable  variation  as  between 
price  changes  on  different  commodities.^* 

Certain  attributes  of  the  California  retail  sales  tax 
lend  themselves  to  the  argument  that  their  incidence 
is  entirely  on  the  consumer.  The  statutory  provision 
for  a  separate  charge  for  the  amount  of  the  tax,  in 

"Ibid.,  pp.  162-1S5. 


addition  to  Due's  reasoning  that  it  tends  to  induce 
uniform  pricing  policies,  serves  to  overcome  consumer 
resistance  to  payment  of  the  tax.  This  results  because 
in  most  cases  the  decision  to  buy  has  been  made  on 
the  basis  of  the  price  net  of  sales  tax.  Incidence  can- 
not be  fixed  by  Legislative  intent,  but  the  separate 
charge  provision,  along  with  the  prohibition  of  repre- 
sentation of  tax  absorption  by  the  retailer,  must  psy- 
chologically prepare  the  consumer  to  accept  somewhat 
more  willingly  the  Legislative  intent.  Also,  the  exist- 
ence of  the  use  tax  effectively  discourages  large-scale 
purchases  of  out-of-state  non-taxed  goods,  further 
diminishing  the  consumer's  resistance  to  accepting 
the  btirden  of  the  tax. 

The  second  attribute  of  the  California  retail  sales 
tax  which  results  in  greater  strength  for  the  view- 
point that  the  burden  rests  with  the  consumer  is  the 
fact  that  the  tax  has  been  in  existence  for  a  consider- 
able period  of  time,  and  since  1935  only  one  temporary 
deviation  from  a  uniform  rate  (during  the  war  pe- 
riod; has  been  experienced.  The  previous  quotation 
from  Due  appUed  primarily  to  the  short-run  effects 
of  the  imposition  of  a  new  tax.  It  is  believed  that  in 
the  long  run  it  is  even  more  probable  that  the  inci- 
dence of  sales  taxation  is  on  the  consumer.  Exodus  of 
marginal  firms  (if  such  has  occurred)  has  been  com- 
pleted, and  a  concept  of  normal  business  profits,  in- 
cluding sales  taxes  as  part  of  total  sales  price,  has 
been  reestablished  with  a  new  dynamic  balance  be- 
tween costs  and  revenues.  Certainly  there  are  no  em- 
pirical grounds  to  support  an  argument  that  the  profit 
rate  is  any  lower  than  it  would  have  been  if  the  sales 
tax  had  never  been  imposed. 

It  is  believed  that  almost  universal  agreement  coolfl 
be  secured  to  the  proposition  that  the  direct  hv 
of  the  sales  and  alcoholic  beverage  taxes  used  in  ' 
fomia  would  tend  to  be  borne  by  the  final  cor 
Not  so  harmonious,  however,  would  be  the  viewpoin| 
concerning  the  incidence  of  sales  and  other  exA 
taxes  paid  by  business  firms  on  commodities  they  oaH 
sume  in  the  process  of  conducting  their  business.  £ 
the  preceding  analysis  an  effort  was  made  to  calculaS 
the  extent  of  such  ''business  expense"  tax  paymentl 
Total  direct-burden  tax  payments  by  families  can  1i 
deduced  from  expenditure  budgets  and  estimated  fa 
governments.  The  balance  of  the  revenue  from  ead 
of  the  taxes  must  come,  then,  from  non-final  consna 
ers;  that  is  to  say,  from  businesses.  It  has  been  aa 
sumed  that  these  tax  payments  are  shifted  forwaw 
to  final  consumeK  as  an  indirect  burden. 

From  the  viewpoint  of  the  firm,  it  is  as  importaB 
to  recover  tax  costs  in  the  sales  price  of  output  as  i 
is  to  recover  any  other  cost  of  doing  business.  Agaii 
the  question  arises  concerning  how  much  profits  woul( 
have  been  in  the  absence  of  "business  expense"  ta: 
payments  in  contrast  with  the  profit  position  as  i 
in  fact  exists.  A  precise  answer,  of  course,  is  impos 
sible.  It  is  apparent,  however,  that  the  business  com 
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aiunity  as  a  whole  secures  in  the  long  run  a  profit 
rate  sufiScient  to  cover  all  costs  of  production  and  that 
:his  profit  rate  shows  no  tendency  towards  a  secular 
iecline  due  to  the  existence  of  new  and  larger  state 
axes  necessarily  incurred  by  the  business  community, 
it  would  appear  that  the  logic  of  the  proposition  that 
sellers  shift  taxes  forward  as  a  direct  burden  is  com- 
jletely  applicable  in  this  case  and  that  "business  ex- 
pense" tax  shifting  is  in  fact  only  an  extension  of 
diis  logic. 

tales  and  Ofber  Excise  Tax  Burdens  of  Governments 

,  The  California  sales  tax  law  exempts  sales  to  the 
^'ederal  Government  and  the  American  Red  Cross  but 
Aot  sales  to  other  governments  or  their  agencies.^^ 
Clearly,  there  is  a  significant  amount  of  revenue  ae- 
:ruing  to  the  State  wliich  stems  from  the  purchases 
if  governments  and  governmental  agencies.  It  might 
)e  tempting  to  ignore  the  direct  burden  resulting 
from  these  purchases  on  the  grounds  that  govern- 
aents  must  secure  other  funds  to  allow  for  the  pay- 
aent  of  the  taxes  in  question.  While  it  is  true  that 
uch  action  is  obviously  necessary  when  all  levels  of 
government  are  viewed  as  a  whole,  it  is  equally  ob- 
dous  that  California  State  taxes  produce  a  different 
otal  burden  and  distribute  the  burden  differently 
han  if  all  sales  to  all  levels  of  government  were  ex- 
empt from  taxation. 

Of  even  greater  importance  than  the  identification 
if  the  direct  burden  of  sales  taxes  borne  by  govern- 
nents  is  the  measurement  of  "business  expense" 
laxes  shifted  forward,  not  to  family  final  consumers, 
lut  rather  to  governments.  Again  it  is  true  that  gov- 
rnments  must  secure  additional  revenues  sufficient  to 
,ccommodate  the  higher  prices  on  their  purchases  of 
foods  and  services  constituting  the  indirect  burden, 
yalifornia  families  make  tax  pajTnents  which  are  in- 
luded  in  the  necessary  additional  governmental  reve- 
lues;  but  the  important  point  is  that  the  tax  pay- 
aents  are  made  to  different  levels  of  government  and 
'n  forms  in  addition  to  sales  taxes.  A  significant  effort 
tas  been  made  in  this  study  to  refine  the  analysis  to 
aeasure  the  burden  of  State  excise  taxation  borne  by 
:amilies,  and  failure  to  allow  for  the  burden  of  such 
axes  borne  by  government  would  result  in  less  ac- 
curacy in  the  estimates  than  is  believed  to  have  been 
chieved. 

I  Table  4,  in  Section  I,  listed  the  State  sales  tax 
Jurden  of  governments  as  being  $23,645,035.  This 
otal  is  made  up  of  both  a  direct  burden  (derived 
rom  estimated  purchases  subject  to  sales  taxes)  and 
i.n  indirect  burden  (reflecting  the  importance  of  pur- 
•hases  of  goods  and  services  of  governments  in  which 
'business  expense"  tax  shifting  has  occurred  in  re- 
lation to  similar  purchases  of  households).  The  pur- 

I  Sales  of  goods  to  a  contractor  for  use  in  construction  of  im- 
j  provements  on  or  to  real  property  of  which  the  United 
'  States  is  the  buyer  are  not  exempt  from  tax.  This  revenue 
J  source  is  ignored  in  estimating  the  direct  burden  of  sales 
!      tax  on  governments. 


chases  of  California  State  and  local  governments  sub- 
ject to  sales  tax  are  estimated  on  the  assumption  that 
these  political  bodies  accounted  for  10  percent  of  total 
purchases  of  "currently  produced  goods  and  serv- 
ices" made  in  1950  by  all  state  and  local  governments 
in  the  United  States.-^  From  the  estimated  purchases 
of  California  State  and  local  governments  of  such 
items  have  been  subtracted  the  estimated  payrolls  of 
these  governments  in  1950,  and  of  the  remainder  so 
derived  it  was  assumed  that  45  percent  constituted 
purchases  of  taxable  goods.^^  The  3  percent  sales  tax 
rate  applied  to  the  $418  million  estimated  total  tax- 
able purchases  results  in  the  direct  burden  attribut- 
able to  governments  from  this  tax. 

Distribution  of  the  Indirect  Tax  Burden 

Calculation  of  the  total  indirect  burden  of  sales 
taxes  has  already  been  described.  There  remains  the 
explanation  of  the  proportions  of  the  indirect  burden 
attributed  to  families  and  to  governments  and,  in 
turn,  the  distribution  of  the  indirect  burden  borne 
by  families  by  income  class. 

The  view  has  been  expressed  previously  that  sales 
taxes  paid  by  businesses  on  goods  consumed  in  the 
process  of  conducting  their  business  are  shifted  for- 
ward in  the  prices  of  goods  and  services  to  the  final 
consumer.  Such  cost  elements  appear  in  the  prices  of 
goods  and  services  without  regard  to  the  taxable  status 
of  the  goods  and  services  themselves  under  the  sales 
tax  law.  It  must  be  emphasized  that  even  the  price 
of  services  provided  by  business  necessarily  must 
allow  for  the  recapture  by  the  seller  of  the  tax  pay- 
ments made  on  the  tangibles  which  make  the  provision 
of  the  service  possible.  It  would  appear  that  the  rela- 
tionship of  aggregate  purchases  of  governments  from 
businesses  to  total  expenditures  of  families  woiild 
make  up  a  ratio  which  would  provide  a  reasonable 
basis  for  imputing  total  indirect  burdens  to  these  two 
classes  of  purchasers. 

A  general  outline  of  the  method  used  in  estimating 
government  purchases  in  1950  (excluding  payments 
made  to  employees)  has  been  presented  in  the  pre- 
ceding subsection.  To  the  total  purchases,  so  deter- 
mined, have  been  added  estimated  exempt  sales  of 
California  businesses  to  the  Federal  Government  in 
1950.  This  estimate  is  based  on  the  assumption  that 
8  percent  of  total  Federal  purchases  of  currently  pro- 
duced goods  and  services  from  businesses  occured  in 
California.  Aggregate  speudings  of  families  have  been 


!»  Use  of  "currently  produced  goods  and  services"  as  the  starting 
point  in  developing  this  estimate  permits  avoiding  the  com- 
plicated task  of  identifying  payments  for  interest,  bond  re- 
demption, transfer  payments,  and  subventions  and  grants 
in  government  budgets.  For  the  total  state  and  local  govern- 
ment purchase  of  "currently  produced  goods  and  services," 
see  United  States  Department  of  Commerce,  Bureau  of  the 
Census,  Statistical  Abstract  of  the  United  States,  19S7 
(Washington;  Government  Printing  office,  1957,  Table  361, 
p.  297. 

"  Estimated  payrolls  of  California  state  and  local  governments 
are  based  on  data  presented  in  United  States  Department  of 
Commerce,  Bureau  of  the  Census,  State  Distribution  of  Pub- 
lic Employment  in  1950  (Government  Employment:  1950, 
No.  7),  Washington,  D.  C,  March  1951. 
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estimated  by  multiplication  of  the  average  expendi- 
tures for  each  income  class  by  the  estimated  total 
number  of  families  in  each  income  class  sho-vra  in 
Table  3.  Families  account  for  91.1  percent  of  total 
final  purchases,  using  the  procedures  described  in 
this  section,  and  governments  account  for  the  remain- 
der. These  are  the  proportions  used  in  this  study  to 
impute  indirect  burdens  to  governments  and  to  fam- 
ilies. 

Distribution  of  the  indirect  burden  borne  by  fami- 
lies, by  income  class,  has  been  accomplished  by  calcu- 
lation of  the  total  expenditures  of  all  families  in  each 
income  class  in  relation  to  the  total  expenditures  of 
all  families  in  aU  income  classes.  The  ratio  of  expendi- 
tures of  each  income  class  to  total  family  expenditures 
provides  a  basis  for  the  imputation  of  total  indirect 
tax  burden  to  income  classes  and,  in  turn,  to  the  aver- 
age income-expenditure  budget  in  each  income  class. 
The  higher  propensity  to  consume  of  the  lower  income 
classes,  coupled  with  the  fact  of  the  indirect  burden 
being  shifted  without  reference  to  the  legislatively  de- 


termined taxable  status  of  the  goods  or  services,  ra- 
suits  in  the  indirect  burden/income  ratio  pattern 
being  characterised  with  marked  regressivity. 

The  technique  used  in  imputing  indirect  burdens ' 
families  leaves  something  to  be  desired  in  the  way  o| 
precision.  In  the  absence  of  a  more  logical  basis  upoi 
which  price  rises  resulting  from  business  payment  ol 
sales  taxes  may  be  charged  to  consumers,  however,  the 
stated  technique  is  believed  to  accomplish  equitabl; 
the  task  of  imputation  defined  for  it.  Taxes  which 
the  first  instance  are  an  item  of  business  expense 
incurred  at  all  levels  and  stages  of  production, 
they  are  shifted  forward,  they  ultimately  imping 
upon  the  consumer  in  a  manner  conditioned  by  thd 
consumer's  preferences  and  elasticity  of  demand  fo^ 
various  goods.  It  is  believed  that  the  only  approach 
the  imponderable  complexities  of  supply  and  demand 
in  relation  to  tax  shifting,  capable  of  quantification : 
some  method  identical  with  or  similar  to  the  one  use 
in  this  study. 
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ADDENDUM 


A.  GOODS  EXEMPTED  FROM  SALES  TAXATION 
The  sales  tax  law  provides  for  a  number  of  exemp- 
|ions — the  prineipal  ones  being  the  sale  of  food  for 
iff-premises  consumption;  gasoline  used  on  the  high- 
Vays ;  gas.  electricity,  and  water ;  and  newspapers  and 
)eriodieals.  Two  of  the  foregoing  categories  for  which 
axation  is  frequently  suggested  but  for  which  a  tax 
lurden  cannot  be  estimated  directly  from  the  family 
kpenditure  budgets  are  public  utility  services  and 
irasoline.  The  following  material  underlies  the  total 
jiurden  estimates  for  these  two  categories. 

I  Public  Utility  Services.  The  technique  used  in  esti- 
liiating  the  direct  and  indirect  burden  that  would  have 
>risen  if  electricity,  gas,  and  water  had  been  subject 
|o  sales  taxation  in  1950  is  to  estimate  the  total  sales 
|if  these  commodities  in  California  in  1950,  assume 
heir  taxation,  and  impute  tax  burdens  to  final  con- 
.umers.  The  procedure  used  here  assumes  that  sales 
'axes  would  have  been  paid  by  the  final  user  of  titil- 
'ties,  except  for  the  Federal  Government,  without  re- 
gard to  whether  the  seller  was  a  public  or  private 
•nterprise.  Data  relative  to  the  utility  purchases  of 
consumers,  by  type  of  utility,  are  not  available  for  the 
i)asic  California  sample.  Such  data  are  available,  how- 
sver,  for  broader  sample  classifications,  and  the  util- 
ity purchases  of  consumers  represented  in  the  cate- 
Ijories  "Western  Suburbs"  and  "Large  Western 
]!ities"  are  attributed  to  the  expenditure  patterns  of 
he  basic  sample  to  allow  for  estimating  California 
I'amilj'  purchases.  Fragmentary  data  are  available 
foncerning  the  purchases  for  use  by  governments  and 
lire  used  in  the  estimates  to  the  extent  that  it  is  pos- 
ible  to  do  so. 

t  Estimation  of  total  sales  of  the  various  utilities  is 
nade  from  information  contained  in  the  relevant  an- 
imal reports  of  the  California  Public  Utilities  Com- 
nission,  the  California  State  Controller  (Financial 
transactions  of  Municipalities  and  Counties),  the 
Sacramento  Municipal  Utility  District,  and  the  Bast 
iiay  Municipal  Utility  District.  Sales  of  electricity 
jjid  water  for  home  consumption  by  irrigation  dis- 
tricts have  been  ignored  on  the  grounds  of  being  of 
[legligible  importance.  From  the  estimated  total  sales 
ff  the  exempt  utility  classifications  are  subtracted  the 
|stimated  total  purchases  of  families  and  governments. 
The  residual  sales  following  these  two  subtractions  are 
utributed  to  business  firm  consumption.  In  turn,  the 
;ales  tax  paid  on  business  consumption  of  utility  serv- 
ces  is  assumed  to  be  shifted  ultimately  to  final  buyers 
if  goods  and  services  (families  and  governments)  in 
>roportion  to  their  total  expenditures.  This  procedure 


exactly  duplicates  that  used  in  the  determination  of 
the  indirect  burden  borne  by  families  and  govern- 
ments in  the  case  of  all  goods  which  are  in  fact  subject 
to  sales  taxation.  The  following  tabulation  shows  esti- 
mated purchases  of  each  of  the  major  utilities  by  type 
of  purchaser,  along  with  the  basis  for  the  individual 
entries. 

Electricity 

Families   (based  on  expenditure  budgets) $176,.3.32,?.22 

Federal  Government   (estimated) 3,000,000 

All  other  government   (in  large  part  directly 

identifiable)    18,432,530 

Business   (residual) 181,009,040 


Total $378,773,892 

Gas 

Families  (based  on  expenditure  budgets) $144,476,947 

Federal  Government   (estimated) 536,551 

All  other  government   (estimated) 4,281.677 

Business   (residual) 65,.325,239 


Total 


$214,620,414 


Water 


Families  (based  on  expenditure  budgets) $74,875,567 

Federal  Government   (estimated)   474.794 

All  other  government  (estimated) 9,021,088 

Business   (residual) 12,131,417 


Total $96,502,866  * 

•  Excludes   water   sales   of   irrigation   districts  because    most    of 
the  water  distributed  by  them  is  for  agricultural  use. 

The  direct  sales  tax  burden  attributable  to  families 
from  the  tabulation  above  is  in  the  amount  of  $11,- 
870.535.  Families'  share  of  the  total  indirect  burden 
(sales  taxes  on  utilities  paid  by  business  consumers) 
is  in  the  amount  of  $9,369,739.  The  following  tabula- 
tion shows  the  estimated  distribution  of  the  direct, 
indirect,  and  total  dollar  burden,  by  income  class,  that 
would  have  been  borne  by  California  families  in  1950 
if  utilities  had  been  subject  to  sales  taxation.  These 
are  the  burdens  which  serve  as  the  bases  for  the  rela- 
tive burden  calculations  shown  in  Table  6,  Section  I. 

Annual  fiet  '1  otal  utiuty 

Income  class  purchases  * 

Under  .$1.000 $44.08 

$l,000-$2.000    74.22 

2,000-  3,000    79.16 

3,000-  4,000    98.02 

4,000-  5,000    112,88 

5,000-  6,000    114.42 

6.000-  7..500    128.22 

7.500-10,000    145.55 

10,000  and  over 135.70 

SOtJRCE :    See  text.   Direct  burdens  are   secured   from   Study   of 

Consuyner  Expenditures,  Incomes,  and  Savings,  op.  cit. 
"  Total  utility  purchases  are  those  of  families  included  in  the 
sample  category  "Western  Suburbs,"  except  those  for  the 
lowest  income  class,  which  are  based  on  purchases  of  fami- 
lies in  the  sample  category  "Large  Western  Cities." 
•«  The  indirect  burden  series  is  based  on  the  total  expenditure 
of  all  cases  in  each  income  class  in  relation  to  total  family 
expenditure. 


Direct 

Indirect  ** 

Total 

$1.32 

$.60 

$1.92 

2.22 

1.15 

3.37 

2.37 

1.43 

3.80 

2.94 

1.93 

4.87 

3.39 

2.12 

5.51 

3.43 

2.41 

5.84 

3.85 

3.02 

6.87 

4.37 

3.58 

7.95 

4.07 

4.38 

8.45 
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Gasoline.     Table  7,  Section  II,  contains  information  relevant  sales  or  excise  tax.  This  section  contains  in- 

eoncerning  the  dollar  purchases  of  gasoline  by  fam-  formation  concerning  the  method  used  in  ascertaining 

ilies,  by  income  class.  The  sales  tax  that  vrould  have  the  amount  subject  to  sales  or  excise  tax  for  all  family 

been  paid  on  these  purchases,  if  they  did  not  enjoy  budget  expenditures  in  those  cases  not  explained  in 

a  statutory  exclusion,  is  directly  calculable  from  that  Section  II. 

table.  The  remaining  task  is  to  estimate  the  sales  tax  g^^^^  g^i^^  y„^  Explanation  of  the  method  and 
on  business  purchases,  which  it  is  assumed  would  have  assumptions  used  in  determination  of  the  amount  sub- 
been  shifted  forward  entirely  to  final  buyers  of  goods  -^^^  ^o  tax  of  each  of  the  budget  components  shown 
and  services.  The  technique  used  here  to  estimate  the  ^  Table  7  follows 

total  indirect  burden  is  that  of  estimating  total  tax-  j    ..p^^^  prepared   at   home."   Excluded  bv  law 

able  dollar  sales  of  gasoline  in  19o0  and  subtracting  ^^.^^  ^^^^  taxation 

family    purchases    and    estimated    government    pur-  o.  "Food  eaten  awav  from  home."  Entirely  subject 

chases.  Ihe  residual,  so  obtained,  is  then  assumed  to  to  tax 

equal  business  purchases  and  consumption  of  gasoline,  3    <'<  Alcoholic  beverages. ' '  Entirelv  subject  to  tax. 

from  which  the  total  shifted  tax  burden  is  calculable,  g^^  ^^^  ^^^^ion  foUowing  entitled  "'Alcoholic  Bever- 
and  which  is  attributed  to  families  and  governments  ^^^^^   Tax"  for  a   detailed   statement   of   the 

m  proportion  to  their  respective  total  expenditures  ^^^^^^^  ^^^  ^  constructing  this  expenditure  item. 

lor  goods  and  services.  .    ,irp  v         >>  -r^  ..•    i        v    ^  ..^ 

°  4.      Tobacco.     Entirelv  subject  to  tax. 

Assuming  the  price  of  gasoline,  State  and  Federal  5.  "Housing,  owned  dwelUng."  Such  expenditures 
excise  taxes  included,  to  have  been  25  cents  per  gallon,  include  pavments  for  repair  and  maintenance.  Mate- 
it  follows  from  total  State  gasoUne  excise  tax  collec-  rials,  as  a  part  of  repairs  and  maintenance,  are  sub- 
tions  in  1950  that  total  taxable  dollar  sales  amounted  ject  to  tax.  The  procedure  used  here  is  to  estimate  the 
to  $768,357,381.  Of  this  total,  $4-59,046,775  is  explain-  .^alue  of  the  owned  house  bv  income  class,  using  a 
able  by  reference  to  consumer  budgets.  Governments  "banker's"  rule-of -thumb  that  a  familv  can  loaically 
are  estunated  to  have  purchased  $20,121,600  of  gaso-  afford  a  house  value  of  twice  the  family's  annual  total 
line  m  1950,  based  on  the  67,072  registered  license-  expenditure.  Xext.  a  "housing  agencv"  rule-of -thumb 
exempt  vehicles,  each  assumed  to  have  been  driven  that  .8  percent  of  the  value  of  the  house  equals  the 
15,000  miles  per  year  at  12.0  miles  per  gallon  of  gas-  probable  annual  cost  of  repair  and  maintenance  allows 
olme.  The  residual  of  $289,189,006  is  identified  as  for  the  calculation,  bv  income  class,  of  the  annual  ex- 
purchased  by  business  firms  and  consumed  in  the  con-  pgngg  f^r  repairs  and  maintenance.  Adjusting  such 
duet  of  their  business.  At  the  3  percent  sales  tax  rate.  annual  expense  to  allow  for  the  proportion  of  each 
and  attributing  91.1  percent  of  the  shifted  tax  burden  income  class  reporting  home  ownership  expense  (as 
to  families,  the  total  indirect  burden  imputed  to  fam-  opposed  to  reporting  house  rent  expense)  yields  an 
ihes  amounts  to  $/, 903.537.  The  following  tabulation  income  class  series  which  is  the  estimated  average  m- 
shows  the  estimated  direct,  mdirect,  and  total  dollar  ^^^^  ^lass  expenditure  for  repairs  and  maintenance, 
burdens,  by  income  class,  that  would  have  been  borne  Estimating,  then,  the  proportion  of  this  series  which 
by  California  families  in  1950  if  gasoline  had  been  represents  materials  (as  opposed  to  labor)  results  in 
subject  to  sales  taxation.  These  are  the  burdens  which  ^he  estimated  expenditures  subject  to  tax.  The  tabula- 
serve  as  the  bases  for  the  relative  burden  calculations  ti^,,  ^n  the  following  page  shows  the  computed  values 
shown  in  Table  6,  Section  I.  ^^^.j^g^j  by  use  of  the  procedures  described  above, 
Annual  net            Total  aa»oUne      .^o/f^  tax  burden ^j^„   the    San    Francisco-Oakland    segment    of   thej 

income  class  purchases*  Direct       Indirect        Total  „„„„i        c   o.^n    c        -t  _  i       Ti.     i.       u    i 

r,  ^     o.-,  r,^  CO  A  A  .,«         »„«  ».«.  sample  of  829  families  as  an  example.  It  should  be 

Under  $1,000 86.44  $.10  $.60  $.79  ^  a  ^1.   ^  ^i.-  .•         ^  .■      1      1 

$l.000-S2,000   31.7.5  .95  .99  1.94  noted  that  this  segment  is  not  particularly  representa- 

2,000-  3,000    59.16  1.77         1.32  3.09  tive  of  the  home  ownership  pattern  evidenced  by  the 

4fim^  5000     "llll  14212  426         ^11  637  ^°*^^  sample,  but  is  used  here  merely  to  illustrate  the 

s'.OOO-  eiooo   168J2  5!o6         2!62  7!68  procedures  employed. 

6,000- 7..500   197.48  5.92         3.2S  9.20  6.  "Housing,   rented   dwelling."   It   was   assumed 

7,-500-10,000    246.95  7.41  3.71  11.12  ^.^,   ,.  •  j  •    »  -j   £       v      .n 

10,000  and  over  .__.  277.12  8.31         5.30         13.61  ^'^^^  repairs  and  maintenance  paid  for  by  the  renter 

SOURCE:  Study  of  Consumer  Expenditures,  Incomes,  and  Sav-  were  toO  SmaU  tO  merit  Specific  analysis.  It  is  believed 

•  ir^r^^.J*!"  ,,™i-  V         V     •  ,  -^  ^,    .,  that  no  serious  bias  has  been  introduced  bv  including 

•  For   total   erasoline   purchaser,    by   income   class,    see   Table   7.  ,  "  i 

Section  n.  sales  tax  payments  made  by  landlords  on  materials 

involved  in  repair  and  maintenance  in  that  part  of 

B.     ASSUMPTIONS  AS  TO  TAX  STATUS  OF  FAMILY  total  sales  tax  pavments  made  bv  business  enterprise, 

EXPENDITURE  BUDGET  COMPONENTS  ^^^^^  ^  assumed  to  be  shifted  forward  to  famHies  in 

As  has  been  noted  in  Section  II,  the  basic  data  the  form  of  an  indirect  burden. 

available  concerning  the  expenditures  of  the  sample  7.  "Housing,  other  housing."  It  was  assumed  that 

of  829  California  families  does  not  allow  in  everv  the  taxable  part  of  this  expenditure  item  is  too  small 

~—  —  1 
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8.  "Fuel,  light,  and  refrigeration."  Taxable  pro- 
portions were  estimated,  with  an  effort  to  recognize 
the  likelihood  of  relatively  greater  purchases  of  oil, 
butane,  and  ice  at  the  lower  end  of  the  income  distri- 
bution, as  well  as  the  likelihood  of  relatively  greater 
purchases  of  barbecue  and  fireplace  fuels  at  the  upper 
end  of  the  income  distribution. 

9.  "Household  operation."  A  larger  sample  classi- 
fication, "Large  Western  Cities,"  contains  the  neces- 
sar.y  breakdown  between  supplies  and  other  expenses, 
by  income  class.  The  determined  proportions  have 
been  applied  to  the  total  expenditure  for  household 
operation,  by  income  class,  reported  by  the  sample  of 
829  families  in  estimating  the  amount  subject  to  tax. 

10.  "Furnishings  and  equipment."  Entirely  sub- 
ject to  tax. 

11.  "Clothing  and  maintenance."  The  amount  sub- 
ject to  tax  was  estimated  on  the  basis  of  evidence 
available  by  reference  to  the  Quantity  and  Cost 
Budgets  series  issued  by  the  Heller  Committee  for 
Research  in  Social  Economics  of  the  University  of 
California. 

12.  "Auto  purchase,  net."  The  nontaxable  portion 
of  this  expenditure  item  is  that  of  financing  charges. 

,  The  amount  not  subject  to  tax  was  estimated  on  the 
basis  of  crude  evidence  available  by  reference  to  the 
Heller  Committee  Budgets. 

13.  "Auto  purchase,  trade-in."  As  was  explained 
in  Section  II,  budgets  for  the  sample  of  829  families 
do  not  contain  an  entry  for  this  important  sales  tax 
source.  Multiplication  of  a  weighted  California  income 
class  index  of  automobile  buyers  (which  can  be  cal- 
culated  from   the   basic  data)    times   the  per-buyer 

:  trade-in  allowance,  by  income  class,  for  the  larger 
sample  classification  "Western  Suburbs"  results  in 
the  amounts  attributed  to  the  average  California  sam- 
ple family  as  the  taxable  auto  purchase,  trade  in. 

14.  "Auto  operation."  Taxable-nontaxable  propor- 
itions  have  been  calculated  from  detail  relative  to  this 

expense  category  for  the  sample  classification  "Large 
Western  Cities."  These  proportions  have  been  applied 
to  the  reported  expenditures  of  California  families 
and  result  in  the  indicated  taxable  status  shown  in 
Table?. 


15.  "Other  travel  and  transportation."  Assumed 
to  contain  no  taxable  element. 

16.  "Medical  direct  payment."  Taxable  proportion 
has  been  calculated  from  detail  in  the  sample  classifi- 
cation "Large  Western  Cities."  The  calculation  in- 
volved use  of  the  assumption  that  one-third  of  "eye 
expense"  is  subject  to  sales  tax.  Proportions  so  deter- 
mined have  been  applied  to  the  reported  expenditures 
of  California  families. 

17.  "Medical  care,  group  plan  and  insurance." 
Assumed  to  contain  no  taxable  element. 

18.  "Personal  care."  The  basic  data  included  detail 
showing  a  breakdown  by  amounts  of  "services"  and 
"toilet  articles  and  preparations."  Nontaxable  and 
taxable  amounts  conform  to  the  totals  of  these  cate- 
gories. 

19.  "Recreation,  reading,  and  education:  purchase 
of  radio,  TV,  and  musical  instruments."  Assumed  to 
be  entirely  subject  to  tax. 

20.  "Recreation,  reading  and  education:  admis- 
sions." Assumed  to  contain  no  taxable  element. 

21.  "Recreation,  reading,  and  education:  other 
recreation  expense."  Assumed  to  be  70  percent  tax- 
able in  all  income  classes. 

22.  "Recreation,  reading,  and  education:  news- 
papers, magazines,  and  books."  Assumed  to  include 
20  percent  taxable  purchases  (books)  for  all  income 
classes  of  $3,000  annual  net  income  and  above.  The 
assumption  is  supported  by  crude  evidence  secured 
from  the  Heller  Committee  Budgets. 

23.  "Recreation,  reading,  and  education:  educa- 
tion. ' '  Assumed  to  be  25  percent  taxable  in  all  income 
classes. 

24.  "Gifts  and  contributions."  Taxable  proportion 
has  been  calculated  from  detail  in  the  sample  classifi- 
cation "Large  Western  Cities."  Proportions  so  deter- 
mined have  been  applied  to  the  reported  expenditures 
of  California  families. 

25.  "Miscellaneous."  Assumed  to  be  5  percent  tax- 
able in  all  income  classes  except  the  lowest  income 
class,  which  is  assumed  to  be  25  percent  taxable.  The 
difEerent  treatment  accorded  the  lowest  income  class 


DERIVATION   OF  THE   ESTIMATED  AVERAGE  ANNUAL  TAXABLE  PURCHASES 


FOR   HOME   MAINTENANCE,  BY   INCOME  CLASS 


Assigned 

Annual  net  value  of 
income  class                                owned  houS' 

Under  $1,000 $2,656 

j  $l,000-$2,000 3,444 

2,000-  3,000 5,620 

3,000-  4,000 7,280 

4,000-  5,000 8,762 

5,000-  6,000 10,286 

6,000-  7,500 13,600 

1    7,500-10,000 13,624 

'  10,000  and  over 22,058 

SOURCE  :     See  text  above. 


I 


Estimated 

Percent  of 

percentage  of 

Annual 

families  reporting 

Average  annual 

total  repair  and 

Average 

repairs  and 

home  ownership 

repairs  and 

maintenance  cost 

taxable 

maintenance 

expense 

maintenance 

spent  on  tnaterials 

purchases 

$21.25 

23.9 

$5.08 

60% 

$3 

27.55 

8.9 

2.45 

60 

1 

44.96 

24.2 

10.88 

60 

7 

58.24 

33.6 

19.57 

60 

12 

70.10 

36.6 

25.66 

50 

18 

82.29 

35.6 

29.30 

50 

IS 

108.80 

52.0 

56.58 

50 

28 

108.99 

33.8 

36.84 

40 

15 

176.46 

67.5 

119.11 

40 

48 
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stemmed  from  consideration  of  the  items  included  in  of  the  types  of  alcoholic  beverages  subject  to  varying 

the  "miscellaneous"  component.  tax  rates,  along  with  the  relevant  California  excise 

.,,,.„                 I,.       rr         -DC          „„„^  tax.  The  price  estimates  are  derived  from  materials 

Alcoholic   Beverage    Excise    Tax.     Reference    was  ^  :,  ■     ^x.    r^  ^■e       ■    c^^  ^    -r>      j    ^  -r.       i- 

,    •     o    i-      T   •     iv        u      ^-      ^.•^.^  A  n  M.,  i,„i;„  prcscuted  in  the  Caliiornia  btate  Board  of  Equaliza- 

made  m  Section  I,  m  the  subsection  titled     Alcohouc  .,,          ,„        .^..^.-.-o            ^- 

-o                -ri     •      m       >j  +    +1,       I,       ™           „*  „„^«^  tions  Annual  Keport,  l9o2-o3,  pai<:e  2o. 

Beverage  Excise  Tax,     to  the  phenomenon  or  under-  f      >               >  i    r, 

reporting  of  alcoholic  beverages  consumption.  There  1938 

follows  an  explanation  of  the  method  used  in  assign-  „    ^  ,.  ^                              Estimated          California  excise 

.  .  ^  ,       .                  ,                                     .            "-  Akoholtc  beverage                    price  per  gallon           tax  per  gallon 

ing  to  families,  by  income  class,  an  amount  or  expend-  spirits 

iture  for  alcoholic  beverages  that  would  account  for  On-sale  ?50.97                     $1.50 

total  State  collections  of  revenues  from  this  source.  0£E-saie 21.72                      1.50 

The  assigned  expenditures  also  enter  into  the  deter-  On-saie  2.82                        .02 

mination  of  total  expenditures  subject  to  sales  taxa-  0£E-sale 1.67                        .02 

tion,  as  included  in  Table  7.  ^i?l,                                           ^-. 

'                                                                                                     .  Table 3.(4                             .01 

Detail  by  tj-pe  of  beverage  consumed  is  not  avail-  Dessert 3.20                         .02 

able  for  the  basic  sample  of  829  California  families.  Sparkling 15.73                        .30 

However,  for  the  larger  sample  classification  "Large  Application  of  the  estimated  price  per  gallon,  along 

•Western  Cities,"  adequate  detail  is  available  to  make  ^^t^  the  appropriate  excise  tax,  makes  possible  the  es- 

possible  the  construction  of  an  estimated  California  timated  excise  tax  burden  distribution,  by  income 

alcoholic  beverage  purchases  distribution,  by  income  ^.j^^g^  ^^^^^  ^^^^^^  ^^^  p^e^-iouslv  included  in  Table 

class  and  by  type  of  beverage.  There  follows  a  tabu-  g   ^^-^  ^^^^^  ^^^  ^^^^  ^^^^  ^^  ^^.^^^  ^^^  ^^^^.^  ^^^._ 

lation  of  the  relevant  data  tor  the  Large    western  ,      .                 ,,            ,     ,      ,             •,-      . 

Cities  sample  and  a  constructed  CaUfornia  series.  "^^ted  prices  per  gaUon  to  the  levels  prevailing  in  19o0 

Tx-  X  -i.  X-        X-                 u                   J      1--  I,     11  since  the  ratio  of  the  prices  is  the  significant  consid- 

Distributions  have  now  been  secured  which  allow  f    .         -.    ,             . 

for  the  estimation  of  the  excise  tax  burden,  given  the  ^^^tion  m  the  determination  of  the  "assigned     total 

average  unit  price  of  alcoholic  beverages  for  "on-  tax,  rather  than  their  absolute  level,  and  it  is  believed 

sale"  and  for  "off-sale"  consumption.  There  follows  that  their  price  ratio  would  not  change  appreciably  ia 

a  tabulation  of  the  estimated  average  price  per  gallon  any  short  period  of  time. 

LARGE  WESTERN   CITIES  SAMPLE   REPORTED  PURCHASES 

Total  ai 
a  percent  of 

Home  consumption  in                               California 

Annual  net                                    Beer  restaurants                 sample  reported 

income  class                                  and  ale     Liquors  Wine     and  hars         Total       purchases 

Under  §1,000 §3.31         S1.78  §1.62           $2.12           $8.83           67.9% 

$l,000-$2,000 5.30        11.14  2.31          14..50          33.25          81.1 

2,000-  3,000 8.63          7.59  1.72          18.03          35.97          97.2 

3,000-  4,000 19.08         11.91  2.20           22.54           55.73         103.2 

4,000-  5,000 21.15        21.39  5.04          36.47          ^.05        100.0 

5,000-  6,000 27.88        30.24  2.08          49.96        110.16        114.8 

6,000-  7,500 21.53        31.71  6.72          29.01          88.97          90.8 

7,500-10,000 22.68        66.70  7.10          92.12        188.60        130.1 

10,000  and  over    11.11      104.98  8.80        141.91         266.80          93.0 


CONSTRUCTED  CALIFORNIA  PURCHASES 

Home  consumption  j„ 

Annual  net  Beer  restaurants 

income  class  and  ale         Liquors  Wine  andhars 

Under  $1,000 $4,87  $2,62  $2.39  §3.12 

$l,000-$2,000 6.54  13.74  2.85  17.87 

2,000-  3,000 8.88  7.81  1.77  18.54 

3,000-  4,000 18.49  11.54  2.13  21.84 

4,000-  5,000 21.15  21.39  5.04  36.42 

5,000-  6,000 24.29  26.34  1.81  43.56 

6,000-  7,500 23.71  34.92  7.40  31.97 

7,500-10,000 17.43  51.27  5.4G  70.84 

10,000  and  over 11.95  112.88  9.46  152.71 

SOURCE  :  See  text  above. 

•  The  entries  in  this  column  are  the  alcoholic  beverage  expenditures  actually  reported 
lies  included  in  the  sample  of  829  California  families,  and  include  State  and  local 
of  3i  percent. 


Total  * 

§13.00 

41.00 

37.00 

54.00 

84.00 

96.00 

98.00 

145.00 

287.00 


by  fami- 
sales  tax 
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ASSIGNED  ALCOHOLIC   BEVERAGE   EXCISE  TAXES 

Estimated  Assigned 

Home  consiimption  j„  tax  on  total  tax  on 

Annual  net                            Beer  restaurants  reported  account  for  total 

income  class                         atid  ale  Liquors  Wine*  and  bars**  purchases  state  receipts  *** 

Under  $1,000      $.06  $.19  $.01  $.09  $.35  $1.14 

$1,000— $2,000 .08  .94  .01  .52  1.55  5.03 

2,000—  3,000 .11  .54  .01  .54  1.20  3.89 

3,000—  4,000 .22  .79  .01  .63  1.65  5.35 

4,000—  5,000 .25  1.46  .02  1.06  2.79  9.05 

5,000—  6,000 .29  1.82  .01  1.27  3.39  11.00 

6,000—  7,500 .28  2.42  .03  .93  3.66  11.87 

7,500—10,000 .21  3.54  .02  2.06  5.83  18.91 

10,000  and  over .14  7.80  .04  4.43  12.41  40.26 

SOURCE  :  See  text  above. 

•Assumes  average  unit  price  of  wine  is  ?3.50  per  gallon  and  the  average  tax  is  1^  cents  per 
gallon. 

**  Assumes  "on-sale"  beverage  purchases  are  made  up  of  one-quarter  beer  and  ale  and  three- 
quarters  spirits  for  all  income  classes. 

••*  This  column  represents  the  amount  of  excise  tax  that  would  need  to  have  been  paid  to 
account  for  actual  State  receipts  from  this  excise,  with  allowance  made  for  rate  changes 
since  1950. 


The  above  calculations  are  based  on  the  assumptions 
that  alcoholic  beverage  unit  prices  are  the  same  for 
all  income  classes  and  that  actual  purchases  relative 
to  reported  purchases  are  in  the  same  proportion  for 
all  income  classes.  These  assumptions  are  admittedly 


crude.  In  the  over-all,  it  is  believed  that  less  confi- 
dence can  be  attached  to  the  accuracy  of  the  presented 
distribution  of  the  alcoholic  beverage  excise  tax  bur- 
den than  in  the  case  of  any  other  tax  included  in 

this  study. 


APPENDIX  3 


ECONOMIC  DATA  AND  ASSUMPTIONS  UNDERLYING 
1960-61  TAX  BURDEN  CALCULATIONS 


I 


Reference  has  been  made  in  the  first  three  Chapters 
of  this  report  to  the  spending  unit  income-expenditure 
budgets  pubUshed  in  the  1960-61  BLS  Surreys.  Table 
9,  below,  shows  the  1960-61  annual  budgets  by  budget 
component,  income  class,  and  total  income  base  for 
the  810  families  and  single  consumers  chosen  for  the 
surrey  sample,  including  388  from  the  Los  Angeles- 
Long  Beach  Standard  Metropolitan  Statistical  Area, 
302  from  the  San  Francisco  Standard  Metropolitan 
Statistical  Area  and  120  from  the  Bakersfield  Stand- 
ard Metropolitan  Statistical  Area.  These  famiUes  are 
aU  from  California  urban  areas,  but  it  is  believed  that 
no  significant  biases  are  introduced  by  construing 
them  to  be  representative  of  the  entire  California 
population,  since  86.4%  of  the  California  population 
were  classified  as  urban  in  the  1960  Census. 

Income-expenditure  data  for  an  income  class  "Un- 
der $1,000"  were  collected  in  the  1960-61  BLS  Sur- 
veys, but  are  not  included  ia  Table  9  or  in  the  mate- 
rials presented  earlier  relative  to  the  regressivity  or 
progressivity  of  sales,  cigarette,  or  alcoholic  beverage 
taxation.  Twelve  spending  vmits,  constituting  1.5% 
of  the  total  sample,  were  found  to  have  iacomes  of 
less  than  $1,000  in  the  three  sample  components.  Their 
economic  characteristics  were  included  in  aU  compu- 
tations in  the  1960-61  tax  burden  distributions  shown 
earlier  (in  the  calculation  of  the  distribution  of  the 
indirect  burden  of  the  sales  tax,  for  example).  The 
expenditure-income  data  for  this  class,  however,  are 
so  atj-pical  relative  to  the  other  income  classes  that 
their  inclusion  in  tax  burden  measurements  has 
seemed  inappropriate.  For  the  twelve  cases,  for  ex- 
ample, average  total  expenditures  were  $2,126  and 
the  average  income  was  $899.  At  the  same  time  for 
the  income  class  $l,000-$2,000  average  expenditures 
were  $2,247  and  the  average  income  was  $1,807,  as 
shown  in  Table  9. 

The  total  problem  of  expenditures  exceeding  income 
for  aU  classes  below  $7,500  wUl  be  examined  in  some 
detail  ia  Appendix  4.  Concerning  the  families  in  the 
lowest  income  class,  however,  this  additional  informa- 
tion entered  into  the  decision  not  to  impute  a  tax  bur- 
den to  them.  The  Bakersfield  report  contains  this 
statement:  "The  'under  $1,000'  money  income  after 
taxes  class  shown  on  page  8  of  this  report  includes 
a  family  with  self-employed  head,  who  reported  sub- 
stantial business  losses  during  the  vear '  '.^  For  Bakers- 


field, the  two  spending  units  in  this  income  class  re- 
ported an  average  negative  income  before  taxes  of  $1,- 
510  and  an  average  expenditure  of  $5,084. 

In  order  to  attribute  all  revenues  from  sales,  cig- 
arette, and  alcoholic  beverage  taxes  as  direct  or  in- 
direct burdens  to  families  or  governments,  one  must 
assume  that  the  sample  of  810  families  represents  an 
income-expenditure  distribution  from  with  the  entire 
State's  personal  income-expenditure  characteristics 
can  be  inferred.  The  reliability  of  the  sample  appears 
statistically  adequate.  California's  1960  population 
of  5,647,187  families  and  unrelated  individuals  is 
construed  here  to  faU  into  income  classes  in  the  same 
proportions  as  are  observed  in  the  sample.  Table  10 
shows  both  the  sample  income  class  frequency  and 
the  calculated  state  income  distribution. 

Table  11  shows  the  amount  of  each  tax  revenue  al- 
located to  persons  and  governments  as  either  direct  or 
indirect  burdens  in  1960-61.  It  will  be  noted  that  a 
total  sales  tax  burden  of  $43,580,721  is  allocated  to 
governiaent.  This  figure  was  arrived  at  by  averaging 
all  state  and  local  government  purchases  of  goods  and 
services  for  the  nation  for  1960  and  1961  and  assuming 
that  California  government  purchases  accounted  for 
10  percent  of  that  total.^  Federal  purchases  are  ex- 
empt from  sales  taxes.  From  California  government 
purchases  of  goods  and  services,  $3,517,652,400  of  es- 
timated payrolls  for  fiscal  year  1960-61  was  sub- 
tracted.' Of  the  remainder,  it  was  assumed  that  45 
percent  represented  expenditures  on  goods  subject  to 
sales  tax.  The  direct  burden  calculated  in  this  manner 
amounted  to  $18.-594,193.  The  indirect  burden  allo- 
cated to  California  governments  constitutes  11.3  per- 
cent of  the  total  indirect  burden.  California  State 
and  local  government  purchases  of  goods  and  services 
are  assumed  to  represent  this  proportion  of  total  ex- 
penditures of  aU  private  consumers  and  such  govern- 
ments. 

Table  12  shows  the  status  attributed  here  to  each 
family  expenditure,  by  income  class,  under  the  sales 
tax  law.  Adequate  detail  has  not  yet  been  published 
by  the  Btireau  of  Labor  Statistics  to  allow  for  judg- 
ments as  to  taxable  status  of  some  budget  components, 


^BLS  Report  No.  237-70,  p.  3.  op.  cit. 


=  The  national  averaee  was  $48,950,000,000.  See  Statistical  Xb»- 
tract  of  the  L'nifed  States,  196S,  Table  431,  p.  323. 

»  The  figure  for  October  1960  vras  used,  and  was  multiplied  by 
twelve  to  get  an  annual  figure.  See  U.  S.  Department  ot 
Commerce.  Bureau  of  the  Census.  State  Distribution  of 
Public  Employment  in  19S0,  (Washington:  Government 
Printing  Office,  March  1961).  Table  8,  p.  12. 
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Table   10 

1960-61   SAMPLE  OF  CALIFORNIA   URBAN   FAMILIES 

AND   ESTIMATED   STATE  TOTALS,   BY  ANNUAL 

DISPOSABLE   INCOME  CLASS 


Jfet  income  class 

Under  Sl.OOO    __ 

ri,000-S2.000  — 

2,000-  3,000  _ 

3,000-  4,000  -- 

4,000-  5,000  __ 

5,000-  6,000   _ 

6,000-  7,500 

7,500-10,000 

10,000-15,000 

15,000  and  OTer 


Frequency  in 


Estimated 


sample         frequency  in  State 


12 

66 

63 

71 

93 

U4 

164 

127 

80 

20 


Total 


—  810 


83,578 
460,246 
439.351 
495,258 
648,297 
794,559 
1,143,555 
885,479 
557,942 
138,922 

5,647,187 


SOURCE:  Sample  data  from  1960-Sl  BLS  Surveys,  op.  cit.  The 
State  total,  which  is  here  distributed  by  Income  class,  is 
trom  United  States  Department  of  Commerce.  Bureau  of  the 
yensns,  P.  8.  Census  of  Population:  1960,  Final  Report  PC 
(li — 6  C 

part  of  -which  are  subject  to  sales  tax  and  part  of 
which  are  exempt — "Household  operation"  for  ex- 
ample. TVith  the  exception  of  the  budsret  components 
"Auto  purchase,  trade-in",  "Alcoholic  beverages", 
and  "Tobacco",  taxable-nontaxable  proportions  used 
in  the  1953  Burden  Study*  were  attributed  to  the 
1960-61  consumer  budgets.  In  the  case  of  "Auto  pur- 
chase, trade-in",  it  has  been  assumed  that  the  value 
of  the  trade-iQ  in  1960-61  bore  the  same  relationship 
to  disposable  income,  for  each  income  group,  as  was 
experienced  in  1950.  The  necessity  to  create  a  taxable 
magnitude  in  this  case  arises  from  the  fact  that  the 
value  of  the  trade-in  is  not  an  item  of  current  expen- 
diture, and  yet  the  sales  tax  is  computed  on  the  re- 
tail price  of  the  automobile  purchase,  without  ref- 
erence to  the  net  purchase  price. 

Under-reporting  of  purchases  of  alcoholic  beverages 
has  previously  been  noted.  This  phenomenon  neces- 
sitates some  manipulation  of  the  available  data  to  gen- 
erate expenditure  magnitudes  which  will  account  for 
total  excise  tax  receipts  from  this  source.  The  tech- 

*  See  Appendix  2. 


nique  used  here  is  to  distrubute  reported  1960-61  alco- 
holic beverage  expenditures,  by  income  class,  by  type 
of  beverage,  and  by  place  of  consumption  in  the  same 
proportions  as  were  established  in  Appendix  2  for 
the  1950  data.  Prices  of  alcoholic  beverages  are  as- 
sumed to  have  increased  18  percent  in  the  time  inter- 
val This  assumption  aUows  for  the  calculation  of 
physical  quantities  purchased.  Current  excise  tax  rates 
were  then  applied  and  total  hypothetical  State  receipts 
were  calculated.  The  resulting  figure  accounts  for  41 
percent  of  actual  receipts;  accordingly,  each  "con- 
structed" purchase  and  tax  was  factored  up  by  multi- 
plying by  2.4-3  to  create  an  "assigned"  value  equalling 
100  percent.  The  "assigned"  values  of  purchases  have 
been  used  in  Table  12  of  this  Appendix  in  the  deter- 
mination of  total  purchases  subject  to  sales  tax,  and 
the  "assigned"  amount  of  alcoholic  beverage  excise 
tax  was  used  in  the  tax  burden  calculation,  shown  in 
Table  33,  Chapter  3. 

There  were  no  cigarette  excise  taxes  in  California  in 
1958,  so  it  has  been  necessary  to  establish  a  new  meth- 
odology for  the  determination  of  the  tax  burden,  by 
iacome  class,  for  this  budget  component.  There  appear 
to  be  no  more  recent  data  concerning  cigarette  con- 
sumption by  income  class  than  those  developed  in  the 
1950  BLS  Consumer  Surveys.  The  proportion  of 
tobacco  expenditures  devoted  to  cigarettes  in  the  1950 
sample  category  "Large  Western  Cities"  has  been  ap- 
plied to  tobacco  expenditures  reported  in  the  1960-61 
BLS  Survey  sample  to  secure  a  family  cigarette  expen- 
diture, by  income  class.  After  allowing  for  number  of 
families  per  income  class,  and  assuming  a  price  of  25 
cents  per  package  of  cigarettes  (including  a  State  ex- 
cise tax  of  3  cents),  one  can  account  for  80  percent  of 
State  cigarette  excise  receipts.  The  "constructed"  con- 
sumption figures  were  then  factored  up  to  account  for 
actual  total  receipts.  The  "assigned"  amount  of  cigar- 
ette tax  was  used  in  the  tax  burden  calculation.  Table 
15,  Chapter  2. 


Table  n 

1960-61   REVENUES  FROM   RETAIL  SALES  AND   USE  TAX,  CIGARETTE  TAX,  AND 

ALCOHOLIC   BEVERAGE   EXCISE  TAX   IN  TOTAL  AND  AS  ALLOCATED 

TO   FAMILIES  AND  GOVERNMENTS  AS   BURDENS 

Indirect 

burden 

aUocaile  to 

families 

§196,133,192 


Direct  burden 
Total  allocable  to 

collections     consumer  budgets 

BetaU  sales  and  use  tai $711,049,726        $471,335,814 

Alcoholic  bererage  excise  tai__       52,024,579  52,024,579 

Cigarette  tai 66,024,077  66,024,077 


Total  burden 
allocable  to 
governments 
$43,580,721 


Totals 


5829,098,382        $589,384,470        $43,580,721        $196,133,192 


SOURCE:  California  State  Board  of  Equalization,  Annual  Report  1960-61.   5118,726  of  fees  is 
included  in  the  sales  ta-r  total. 
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APPENDIX  4 

CALIFORNIA  FAMILY  INCOME-EXPENDITURE 
RELATIONSHIPS,  1960hS1 

Average  annual  money  income,  after  tax,  of  Call-  ance,  and  retirement  plans  are  not  separably  calcu- 
f ornia  families  was  $6,344  in  1960-61  and  average  ex-  lable  from  the  available  data.  If  allo-wance  is  made  for 
penditures  on  goods  and  services  amounted  to  $6,510  this  discrepancy,  it  is  likely  that  a  refined  definition 
in  the  same  time  period.^  This  phenomenon,  commonly  of  saving  would  result  in  dissaA^ing  occurring  only  for 
observed  in  consumer  income-expenditure  surveys,  de-  income  groups  below  $4,000.  If  this  conclusion  is  cor- 
serves  some  investigation.  Table  14  presents  data  for  rect.  then  only  26  percent  of  the  families  actually  ei- 
1960-61  concerning  average  family  size,  age  of  head,  perienced  dissaving  in  1960-61.  Such  a  conclusion  con- 
sources of  purchasing  power,  uses  of  purchasing  forms  somewhat  more  closely  to  the  generally  held 
power,  and  net  saving — all  by  income  class.  It  may  be  view  concerning  savings  patterns, 
seen  there  that  reported  expenditures  on  goods  and  An  interesting  inverse  relation  between  age  of 
services  exceeded  reported  disposable  money  income  family  head  and  size  of  income  may  be  observed  in 
for  all  income  classes  below  income  class  $10,000-  Table  14.  These  data  tend  to  confirm  a  priori  views 
$15,000.-  concerning  the  lower  income  classes  being  dispropor- 

Except  for  the  two  lowest  income  classes,  one  gen-  tionately  populated  with  the  elderly  and  retired,  liv- 

eralization  may  be  presented — liabilities  increased  for  ing  on  pensions  or  on  prior  savings.  The  reader  must 

all  income  groups,  but  with  assets  growing  by  larger  be  warned,  however,  that  the  presented  data  are  aver- 

amounts  for  incomes  above  $7,500.*  The  average  sav-  ages.  Certain  very  young  household  heads  are  present 

ing  for  aU  families  amounted  to  $25  per  family,  sav-  in  the  lower  income  classes.  It  will  be  noted  that  aver- 

ing  being  defined  as  the  net  change  between  assets  and  age  family  size  increases  for  all  income  classes  above 

liabilities.  Where  dissaving  is  the  most  apparent,  for  $3,000  disposable  income. 

incomes  below  $5,000,  the  excess  expenditure  was  As  regards  age  and  income,  Table  13  presents  aver- 
financed  out  of  increases  in  liabilities  and/or  decreases  age  disposable  income  by  age  group.  It  would  appear 
in  assets.  Families  in  the  income  class  "under  $1,000"  that  the  entry  likely  to  be  the  most  contrary  to  what 
spent  nearly  as  much  as  families  in  the  nest  higher  is  believed  to  be  the  popular  view  is  the  average  dis- 
income  class,  thanks  to  drawing  down  assets  by  an  posable  income  of  the  age  group  "under  25."  To  add 
average  of  $1,887.  Savings  were  achieved  only  by  to  the  difficulties  in  developing  generalizations,  21 
families  with  disposable  incomes  in  excess  of  $7,500.  percent  of  all  household  heads  surveyed  were  single, 
It  is  interesting  to  note  that  in  the  highest  income  and  had  an  average  disposable  income  of  $3,545.  One 
class  assets  increased  by  $3,441,  while  liabilities  in-  final  bit  of  information  is  that  19  percent  of  the  house- 
creased  by  $1,233.  hold  heads  surveyed  were  retired  or  not  working. 

It  must  be  emphasized  that  a  certain  amount  of 

saving  is  not  allowed  for  in  the  categories  used  in  Table  13 

Table  14.  Savings  in  social  security  deductions,  insur-  ^'^'""'and 'iNCOME'rfgeo-e^  *^^ 

'  All  data  in  this  Appendix  are  from  the  1960-61  BLS  Surveys,  Money  income 

op.  cit.,  unless  otherwise  noted.  .                                                                             ,.       . 

•Expenditure  by  Income  class  data  shown  In  Appendix  3  differ  Age  group                                                    ajxeriax 

from  the  entries  in  Table  14  by  the  amount  of  sales  tax  on  Under  25  _         S4  SOI 

taxable  purchases.   Entries  In   Table   14   Include   sales  tax.  os;  q<^                       ~                                          «"■?-« 

•Assets  are  defined  as  "cash  holdings,  business  investments,  and  Z0-O4 D..3it> 

debts   receivable;   purchase   and    improvement   of   dwellings  35—44   7.525 

and  other  real  property :   stocks  and  bonds ;   and  other  as-  4^-54                                                                  7  541 

sets."  Liabilities  are  defined  as  "mortgage  debt  on  owner-  _'_   '„.                                                                  cocc 

occupied  dwellings  and  other  real  property;  money  owed  to  oa-D4   o.bso 

banks,    insurance    companies,    etc. ;    money    owed    for    rent.  65-74 4,760 

taxes,   automobiles,    house   furnishings   and   equipment,   and  rsL  „_  j  n-car                                                     Q  nftr 

other  goods  and  services:   and  otlier  liabilities."  BLS   Sur-  lo  anu  o\er o.uor 

veys,  op.  cit.  SOURCE :  BLS  Surveys,  op.  cit. 
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APPENDIX  5 


BRIEF  SUMMARY  OF  TAXES  ON 
HORSE  RACING,  BY  STATES 


Florida 


Staie  Tax  Summary  State 

Arizona  Total  take-out  permitted  15%.  The  Delaware 

state  receives  4%  of  the  gross 
amotint,  not  to  exceed  $100,000  of 
daily  parimutuel  pool  and  6%  of 
the  gross  amount  exceeding  $100,- 
000  of  the  daily  mutnel  pool.  Associ- 
ation receives  11%  of  the  gross 
amount,  not  to  exceed  $100,000  of 
the  daily  pari-mutuel  pool,  and  9% 
of  the  gross  amount  exceeding  $100.- 
000  of  the  daily  pari-mutuel  pool, 
plus  odd  cents,  by  which  the  amount 
payable  on  each  dollar  wagered  ex- 
ceeds a  multiple  of  lOp.  Eleven 
counties  held  race  meets.  The  state 
subsidized  each  with  8  races  at  $300 
per  race  plus  5%  of  mutuel  handle 
on  each  race. 

Arkansas  Total    take-out    1-5%.    Pari-mutuel 

tax  to  state  5%,  $500  daily  license, 
lOp  tax  on  admissions;  breaks  to 
10^,  divided  3.3^%  to  state,  33^%  to 
city  where  track  is  located,  33^%  to 
association.  Illinois 

Calif  omia  Total     take-out     permitted,     14%. 

State  receives  5%  of  first  10  million 
dollars  handled,  6%  next  10  million, 
7%  over  20  million  to  75  million, 
7^%  over  75  million  to  125  million, 
8%  over  125  million  dollars;  occu- 
pational license  fees.  Breaks  to  10 
cents,  of  which  state  receives  50% 
of  first  24  miUion  dollars  and  100% 
all  over  24  million. 

Ckjlorado  QrAETER  HOESE  AXD  FAIES : 

Total  take-out  permitted  15%,  5% 
to  state  and  10%  to  association ;  aU 
breaks  to  10c,  paid  to  associations. 
THOEOUGHBEED :  Total  take-out 
permitted  12%,  4^%  to  state  and 
7i%  to  association;  $5,000  per  sea- 
son license:  20<(  on  admissions; 
breaks  to  lOc*  with  half  of  breakage 
to  state  and  half  to  association. 


Tax  Summary 
Uncashed  pari-mutuel  tickets  revert 
to  state  after  one  year.  HAEXESS: 
Total  take-out  16%,  3^%:  to  state 
and  12  J  %  to  association,  10^  on  ad- 
missions ;  breaks  to  5^,  all  to  associa- 
tions ;  $750  per  season  license. 

THOEOUGHBEED :  Total  take-out 
15%,  divided  as  foUows:  7%  to  as- 
sociation, 3%  and  admission  taxes 
to  be  divided  equally  between  each 
county  after  racing  commission  ex- 
penses are  deducted;  5%  to  state 
for  Old  Age  Benefit.  However,  any 
association  having  an  average  daily 
parimutuel  pool  of  less  than  $400,- 
000  per  day  for  the  preceding  rac- 
ing season  may  operate  on  a  fixed 
daily  license  fee  and,  in  lieu  of  the 
3%  and  5%  tax  rate,  shall  pay  f  of 
3%  and  i  of  5%.  Breaks  to  oi,  all 
to  state  for  Old  Age  Benefit.  Seven 
extra  days  of  racing  allowed  for 
benefit  of  charities  and  scholarships. 

THOEOUGHBEED :  Total  take-out 
permitted  14%  (Chicago  area), 
15%  (Downstate)  of  which  state 
receives  4%  and  2%  of  the  total 
mutuel  handle,  plus  4  of  the  break- 
age ;  breakage  10c.  Daily  license  fee 
$1,000  with  application,  $100  for 
each  racing  day  granted  and  ^  of 
1%  of  daily  mutuel  handle;  tax  on 
admissions  20e ;  horsemen 's  license 
fees.  (State  tax  is  reduced  from  6% 
to  4%  on  mutuel  wagering  when 
total  handle  does  not  exceed  $300,- 
000  on  any  one  day.)  As  of  Aprfl 
1st  of  each  year,  proceeds  from  un- 
cashed pari-mutuel  tickets  sold  dur- 
ing the  previous  year  are  payable  to 
the  state  of  Illinois  for  the  Illinois 
Veterans  Eehabilitation  Fund  of 
the  State  Treasury.  HAEXESS: 
Of  the  total  15%  take-out  permitted 
9i%  goes  to  association  and  5^%  to 
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Tax  Summary 
state.  Five  percent  of  the  amount  re- 
ceived by  the  state  goes  into  the 
Agricultural  Premium  Fund  and 
i%  oi  the  amount  received  by  the 
state  goes  into  the  Illinois  Fund  for 
Illinois  Sired  Colts,  divided  between 
6  races  (2  races  for  2-year-olds,  2 
races  for  3-year-olds,  1  Free-for-all 
pace  and  1  Free-for-aU  trot  for  4- 
year-olds  and  over),  plus  $6,000 
reserved  for  investigator  relative  to 
eligibilitj'  of  horses  entered  in  these 
named  races. 

THOROUGHBRED :  Total  take-out 
permitted  14%.  State  receives  4%- 
6%  ;  6%  on  all  over  eighteen  million 
dollars  wagered  during  the  year ; 
daily  license  $500  if  average  daily 
handle  at  track  during  year  does 
not  exceed  $450,000,  $1,000  at 
tracks  with  average  daily  handle 
$450,000-$600,000,  $2,500  at  tracks 
where  sum  exceeds  $600,000.  Breaks 
to  10^,  all  to  association;  15^  on  ad- 
missions. HARNESS:  Total  take- 
out permitted  17% -20%,  of  which 
state  receives  4%.  Track  license,  $50 
per  day;  15^  on  admissions.  Breaks 
to  10^,  all  to  association. 

Total  take-out  permitted  15%.  In  a 
parish  with  population  over  250,000 
state  receives:  On  total  daily  pools 
from  1^  to  $201,000,  5%  ;  on  total 
daily  pools  from  $201,000  to  $401,- 
000,  $10,500  plus  6%  of  that  amount 
exceeding  $201,000  up  to  $401,000; 
on  the  total  daily  pools  of  $401,000 
and  over,  7%   on  the  entire  pools. 
Minimum  license,  $1,000  per  day.  In 
a  parish  having  a  population  less 
than  350,000  wherein  there  has  been 
made  an  application  for  90  days  of 
racing  per  year,  the  state  receives : 
On  total  daily  pools  up  to  $200,000, 
5%  of  that  portion  thereof  exceed- 
ing $30,000 ;  on  the  total  daily  pools 
from  $200,001   to  $300,000,  "$8,500 
plus  6%  of  that  portion  thereof  ex- 
ceeding $200,000 ;  on  the  total  daily 
pools  over  $300,000,  7%  of  the  en- 
tire pool  subject   to  the  minimum 
commission  provisions  of  Paragraph 
4  of  the  Statute,  Section  156.1.  Min- 
imum license,  $1,000  per  day.  Ten 
cents  on  admissions.  Breaks  to  lO^f, 
all  to  association. 


State 
Maine 


Maryland 


Tax  Summary 

THOROUGHBRED :  Total  take-out 
177o.  State  General  Fund  6%,  Ag- 
ricultural Stipend  Fund,  1%,  asso- 
ciation 10 7o  (%  of  General  Fund's 
6%  returned  to  track  for  costs  of 
operation,  maintenance  and  repair.) 
Breakage  to  10^,  all  to  association. 
License  fee  $5,000.  HARNESS  :  To- 
tal take-out  17%.  State  General 
Fund  6%,  Agricultural  Stipend 
Fund  1% ;  association  10%.  Break- 
age to  10^,  all  to  association.  Li- 
cense fee  $10  for  each  six  days  of 
racing ;  bond  up  to  $50,000  required 
for  license.  One-sixth  of  State  com- 
mission is  returned  to  associations 
for  purpose  of  supplementing  purse 
money. 

THOROUGHBRED  (mile  tracks)  : 
Total  take-out  permitted  13%,  5% 
to  state  and  7^%  to  association  of 
which  4%  is  allocated  to  purses  and 
.34  of  1%  is  allocated  to  Maryland- 
bred  Fund  Races.  One-half  of  1% 
of  money  wagered  to  Racing  Fund 
for  plant  improvements.  Breakage 
lO^*,  half  to  state  and  half  to  associ- 
ation.   Dailv    license    fee    $1,000. 
COUNTY  FAIR  TRACKS:  Total 
take-out  permitted  13%,  with  1% 
of  first  $1.5  million  to  state,  12%  to 
association,  of  which  3.66%  is  allo- 
cated to  purses  and  .34  of  1%  is 
allocated   to   Maryland-bred    Fund 
Races.  Of  all  over  $1.5  million,  6% 
to  state  and  7%  to  association  of 
which  3.66%  is  allocated  to  purses 
and  .34  of  1%  is  allocated  to  Mary- 
land-bred   Fund    Races.    Breakage 
10^,  divided  equally  between  state 
and  association.  HARNESS:  Total 
take-out    permitted    16%.    Of    all 
money   wagered   not   in    excess   of 
$125,000    daily    average,    3i%    to 
state  and  12|%  to  association.  Of 
all    money    wagered    in    excess    of 
$125,000  daily  average  7%  to  state 
and  9%  to  association.  Daily  license 
$25.  Breakage  10^,  divided  equally 
between    state    and    association    if 
daily  average  of  wagering  exceeds 
$166,666.67,  otherwise  all  breakage 
retained  by  the  association.  STEE- 
PLECHASE:  Total  take-out  per- 
mitted 12%,  with  5%  to  state  and 
7%  to  association.  Breakage  10(>,  all 
to  association. 
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State 
Massachusetts 
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ilichigan 


Nebraska 


Nevada 


New  Hampshire 


Tax  Summary  State 

THOROUGHBRED :  Total  take-out 
permitted  14%.  State  receives  7% 
and  association  1%  ;  breakage  to  lOfi 
divided  equally  between  state  and 
association;  license  fee  $600  per 
day.  HARNESS:  Total  take-out 
permitted  17%.  State  receives  on 
daUy  handle  to  $400,000—5*%; 
$400,000  to  $450,000— 6i% ;  $450,- 
000  to  $500,000—71%;  $500,000  to 
$550,000—75%;  $550,000  to  $600,- 
000— 8i% ;  $600,000  to  $650,000— 
8J%;  $650,000  and  over— 9^% ; 
breakage  to  10  (J  divided  equally  be- 
tween state  and  association;  license 
fee  $200  per  day.  FAIRS:  (Thor- 
oughbred and  Harness) :  Total  take-  New  Jersey 
out  permitted  17%.  State  receives 
2%  of  daily  handle  plus  3i%  of  any 
amount  over  $65,000  handled  daily ; 
breakage  to  10^  divided  equally  be- 
tween state  and  association;  license 
fee  $50  per  day. 

THOROUGHBRED :  Take-out  per- 
mitted, 15%  ■«vith  8%  to  state  and 
7%  to  track;  breakage  lO^r  di\'ided 
equally  to  state  and  track.  HAR- 
NESS: Take-out  permitted,  15%  Xg^  Mexico 
with  5%  to  state  and  10%  to  track; 
breakage  10^,  divided  equally  to 
state  and  track.  Per  season  license  in 
city  area  of  100,000  persons,  $500 ; 
any  other  $100. 

Total  take-out  permitted,  13%.  The 
state  receives  3%,  with  the  first  one 
million  dollars  excluded.  Breakage 
10^,  all  to  association.  Admissions 
tax  15^,  which,  along  with  monies 
received  in  license  fees,  is  distrib- 
uted among  the  counties  of  the  state 
for  county  fair  premiums. 

Total  take-out  permitted  14%.  State 
receives  2%,  with  If  %  to  the  state's  New  York 

General  Fund  and  1^%  to  the  Rac- 
ing Commission.  Daily  license  $50 
(however,  the  law  provides  that  a 
maximum  of  $200  per  day  may  be 
charged).  Breaks  to  10^,  aU  to  asso- 
ciation. 

THOROUGHBRED :  Total  take-out 
permitted  14%,  with  7%  to  state 
and  7%  to  association.  Breakage 
10^,  divided  equally  between  state 
and  a.ssoeiation.  No  license  fee,  but 
bond    not    exceeding    $50,000    re- 


Taz  Summary 

quired.  HARNTESS :  ToUl  take-cot 
permitted  17%,  divided  as  follows: 
Of  the  total  mutuel  pool  for  any 
one  dav,  the  state  receives  5^%  up 
to  $400,000,  6J%  —  $400,001  to 
$450,000,  7i%— $450,001  to  $500,- 
000,  7f%— $500,001  to  $550,000, 
8i%— $500,001  to  $600,000,  8|%,— 
$600,001  to  $650,000,  and  9^%— 
$650,001  and  over.  One  quarter  of 
1%  of  total  parimutuel  pools  allo- 
cated to  Agricultural  Fairs  of 
State,  however  the  total  amount  al- 
located is  limited  to  $150,000  in 
any  one  year. 

THOROUGHBRED :  Total  take-out 
permitted  14%,  7^%  to  state  and 
6^%  to  association  on  first  $40,000,- 
000  of  handle  thereafter  8^%  to 
state  and  5^%  to  association ;  breaks 
to  10^ ;  aU  to  the  state.  HARNESS : 
Total  take-out  16%,  6%  to  state  and 
10%  to  association  on  first  $40,000,- 

000  of  handle,  thereafter  7%  to 
state  and  9%  to  association;  breaks 
to  10(J  to  state. 

Total  take-out  permitted  15%.  State 
receives  on  total  amount  wagered 
each  day,  1%:  up  to  $250,000;  2%— 
$250,001  to  $350,000;  3%—  $350,- 

001  to  $400,000;  5%— all  over 
$400,000.  Daily  license  $300,  with 
half  to  state  and  half  to  county  in 
which  track  is  located.  Breakage 
10(J,  aU  to  association.  Ten  cents  on 
admissions;  however,  the  law  pro- 
vides that  no  admissions  tax  is  re- 
quired of  any  state  fair  association 
and  the  state  only  receives  1%  oo 
the  total  amount  wagered  at  state 
fair  association  meetings. 

THOROUGHBRED:  Total  take- 
out permitted  15%  with  the  state 
recei^•ing  from  Saratoga  9%  and 
from  Aqueduct  10%  of  total  mutnd 
handle.  From  Finger  Lakes  the 
state  receives  10%  on  first  $175,000, 
8%  next  $125,000.  7%  next  $100,- 
000,  6%  over  $400,000  to  $500,000, 
5%  to  $600,000  and  4%  on  aU  ovffl 
$600,000.  Breakage  5(J,  divided 
equally  between  state  and  track  at 
Saratoga  and  Finger  Lakes;  at 
Aqueduct  60%  of  breakage  goes  to 
state  and  40%  to  track.  Franchise 
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'on 


isylvania 


Tax  Summary 

fees  of  $1,000  per  racing  day  paid 
by  non-profit  racing  associations. 
HARNESS:  Total  take-out  per- 
mitted 15%.  Of  total  daily  pool, 
state  receives  5%  not  exceeding 
$175,000;  7%  on  $175,000.01  to 
$300,000;  8%  on  .$300,000.01  to 
$400,000;  9%  on  $400,000.01  to 
$500,000;  10%  on  $500,000.01  to 
$600,000;  11%  on  all  over  $600,- 
000 ;  plus  50%  of  the  amount  of  the 
breaks  (breaks  to  5^0  paid  by  track 
to  state  tax  commission  until  the 
construction  account  of  each  track 
shall  be  eliminated. 

THOROUGHBRED :  Total  take-out 
permitted  16|%,  with  the  state  re- 
ceiving 4i%  'of  first  $10,000,  5i% 
of  next  $40,000,  6i%  of  next  $50,- 
000,  7i%  next  $300,000,  8^%  all 
over  $400,000.  HARNESS  AND 
PAIRS:  Total  take-out  17i%,  with 
state  receiving  3%  of  the  first  $10,- 

000,  4%  next  $40,000,  5%  next 
$50,000,  6%  next  $300,000,  7%  all 
over  $400,000.  For  both  Thorough- 
bred and  Harness,  breakage  to 
the  dime,  with  state  receiving  50% 
after  first  $2,000  in  any  year.  One- 
half  of  1%  of  total  handle  at  Flat 
and  Harness  meetings  is  appro- 
priated for  Ohio  Fair  Fund. 

Total  take-out  permitted  12^%  un- 
der Option  1,  15%  under  Option  2. 
Under  Option  1  state  receives  3% 
of  first  $66,000,  4%  of  next  $67,000, 
5%  of  next  $67,000,  6%  of  all  over 
$200,000  wagered  in  one  day.  Under 
Option  2  state  receives  5%  of  first 
$133,000,  %%  of  next  $67,000  and 
7%  of  all  over  $200,000  wagered  in 
any  one  day.  Fairs,  non-profit,  state 
receives  1^%  under  either  Option. 
Breakage  to  nickel,  all  to  associa- 
tion. Daily  license  fee  under  Option 

1,  $425 ;  under  Option  2,  $500. 

Pari-mutuel  law  for  harness  racing 
only.  Total  take-out  permitted  17% 
Philadelphia  area,  15%  other  areas. 
The  state  receives  5%,  5%  tax  on 


State 


Rhode  Island 


South  Dakota 


Vermont 


Washington 


West  Virginia 


Tax  Summary 

admissions.  Breakage  10^,  divided 
50%  to  state,  50%  to  track. 

Total  take-out  permitted  15%. 
State  receives  8%,  half  of  which  is 
returned  to  cities  and  towns  on  the 
basis  of  proportion  of  total  personal 
property  valuation  in  the  state.  As- 
sociation receives  7%.  Breaks  to 
10^',  divided  equally  between  state 
and  association. 

Total  take-out  permitted  15%,  with 
3%  to  state.  Special  Racing  Fund, 
1%  to  state  Breeders'  Fund,  11%  to 
track.  Law  also  provides  that  5% 
of  winning  purse  will  go  to  South 
Dakota  Breeder  of  winning  horse. 
Breaks  to  10<J,  all  to  track. 

Total  take-out  permitted  18%. 
State  receives  3%  first  $100,000; 
4%— $100,001  to  $150,000;  6%— 
$150,001  to  $200,000;  10%— 
$200,001  to  $300,000;  12%— $300,- 
001  and  over.  Operating  fees  set  by 
Selectmen  with  approval  of  Racing 
Commission.  (Effective  June  24, 
1963  to  April  1,  1964.)  After  April 
1,  1964  state  receives  8%,  of  which 
2%  allocated  to  Agricultural  Sti- 
pend Fund.  Breakage  10^,  half  to 
state  and  half  to  track. 

Total  take-out  permitted  15%  ;  6% 
to  state,  10%  to  association;  breaks 
to  5^,  all  to  association. 

Until  July  1,  1963,  total  take-out 
permitted  15%  with  6%  to  state. 
July  1,  1963,  total  take-out  per- 
mitted 14f%,  with  5f%  to  state. 
Breeders'  Awards.  Daily  license  tax 
of  $250  for  tracks  under  one  mile, 
and  $500  for  tracks  of  one  mile  or 
more.  Fairs  exempt  from  daily  tax. 
Breaks  to  10^,  all  to  association. 
Mutuel  tickets  redeemable  for 
period  of  180  days  from  close  of 
meeting  at  which  purchased,  after 
which  money  held  reverts  to  state. 


SOURCE  :  National  Association  of  State  Racing  Commissioners, 
Statistical  Reports  on  Horse  Racing  in  the  United  States 
for  the  Year  196S   (Lexington,  Kentucky,  1964)  Table  4. 
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SUMMARY 


In  a  quest  for  additional  revenues  to  close  the  wid- 
linn-  gap  between  State  expenditures  and  receipts 
om  existing  taxes,  a  more  broadly  based  personal 
come  tax  deserves  high  priority  for  legislative  con- 
deration.  Possibilities  for  strengthening  the  income 
X,  particularly  at  the  lower  end  of  the  income  scale, 
ould  warrant  special  attention  if  the  alternatives 
•e  increa.ses  in  other  forms  of  tax  that  will  have 
eir  incidence  on  the  mass  of  California  citizens. 
"A  Projection  of  State  Revenue  and  Expenditure 
r  California  Fiscal  years  1964-65  to  1973-74"  by 
e  Joint  Legislative  Budget  Committee  ^  indicates 
|at  in  the  next  fiscal  year,  1965-66,  the  State  will 
jcur  an  estimated  current  operating  deficit  of  $247 
lillion.  An  additional  $248  million  would  be  required 
State  fiscal  affairs  were  to  be  put  on  a  full  pay-as- 
i)U-go  basis  in  lieu  of  bond  financing  for  items  des- 
inated  as  capital  outlays.  The  full  gap  between  pro- 
iCted  expenditures  and  revenues  under  existing  tax 
iws  woiild  be  $495  million  in  1965-66  and  is  ajitici- 
jited  to  widen  to  $1.2  billion  for  fiscal  year  1973-74. 
(Additional  revenues  of  this  scope  to  avoid  State 
i^ficit  financing  will  involve  further  taxes  whose  bur- 
i!ns  will  be  spread  widely  over  the  mass  of  citizens 
'10  benefit  from  State  programs  and  who  in  the  ag- 
[egate  have  the  great  bulk  of  total  personal  income 
i  the  State.  This  will  be  true  whether  taxes  are  im- 
|ised  on  sales  and  largely  shifted  forward  to  indi- 
^duals  as  consumers,  whether  taxes  are  imposed  in 
\e  first  instance  on  business  units  and  then  shifted 
irward  to  consumers  of  their  products  or  shifted 
Ickward  to  individuals  who  derive  their  incomes 
iom  the  business,  or  whether  taxes  are  directly  allo- 
tted among  individuals  according  to  their  current 
i  comes.  For  the  average  Calif ornian,  and  particu- 
Idy  for  lower  income  individuals,  the  State  personal 
ieome  tax  now  involves  a  very  modest  burden,  if 
iy.  Realistically  the  average  citizen  can  now  regard 
icreases  in  income  tax  as  an  alternative  to  addi- 
l>nal  sales  or  business  taxes  whose  burdens  would 
no  devolve  on  him  as  individual  consumer  or  income 
irner. 

Tlii^  choice  among  ways  of  increasing  taxes  can 
Irdly  be  a  happy  choice  but  is  the  choice  of  the 
liser  of  evils.  The  personal  income  tax  has  features 
tat  recommend  it.  From  the  standpoint  of  equity, 
ts  tax  is  directly  related  to  income,  which  is  widely 
fiaepted  as  the  most  appropriate  measure  of  ability 
t  pay  for  general  governmental  services.  Tax  pay- 
i''nts  are  geared  to  income  received,  rather  than  to 
(asumption    patterns    or    property   holdings    which 

'leport  of  May,  1964  as  modifled  by  the  Committee  on  Septem- 
ber 14.  1964.  The  present  discussion  employs  the  Commit- 
tee's medium  revenue  projections  from  existing  sources. 


may  remain  stable  when  incomes  shrink  and  when 
additional  taxes  impose  more  of  a  hardship.  The  in- 
come tax  can  be  shaped  more  closely  to  the  differing 
circumstances  of  different  taxpayers ;  adjustments  can 
be  made  for  size  of  family,  losses,  extraordinary  med- 
ical expenses,  old  age  or  other  factors  that  may  af- 
fect taxpaying  ability.  From  the  standpoint  of  eco- 
nomic efficiency,  the  income  tax  has  less  of  a  distorting 
effect  on  consumers'  choice  than  excise  taxes  or  par- 
tial retail  sales  taxes  which  fall  on  some  items  but 
exempt  others  such  as  foods  and  services.  Unlike  the 
sales  taxes,  the  personal  income  tax  does  not  enter 
into  the  costs  of  items  bought  by  businesses  and  gov- 
ernments and  it  does  not  require  the  price  and  pro- 
duction adjustments  nor  changes  in  competitive  re- 
lationships involved  when  tax  is  imposed  on  the  sales 
of  products.  If  taxes  must  be  increased  and  borne  in 
significant  part  by  persons  of  modest  means,  a  more 
broadly  based  income  tax  can  thus  be  an  instrument 
for  distributing  the  additional  burden  in  a  clearly 
discernible  pattern  and  establish  a  direct  link  be- 
tween the  rising  costs  of  government  and  the  in- 
creased tax  obligations  of  particular  persons. 

As  a  revenue  source  the  California  income  tax  has 
proved  to  be  highly  responsive  to  growth  in  popula- 
tion and  personal  income  and  to  statutory  changes. 
From  1952  to  1962,  while  State  population  increased 
by  50  percent  and  total  personal  income  by  96  per- 
cent, the  personal  income  tax  yield  rose  by  259  per- 
cent. As  personal  incomes  grow  relative  to  population, 
the  proportion  of  incomes  that  exceeds  tax  exemption 
levels  rises  faster,  and  under  a  progressive  rate  struc- 
ture the  income  tax  payable  rises  still  more  rapidly. 
The  responsiveness  of  the  personal  income  tax  to  eco- 
nomic growth  has  been  greater  than  for  other  State 
tax  sources ;  the  share  of  total  State  tax  revenues  pro- 
vided by  the  personal  income  tax  rose  from  8.8  per- 
cent in  1952  to  9.1  in  1959  and  (with  statutory 
changes)  to  12.9  percent  in  1962  and  1963.  Under 
existing  law  this  tax  would  be  expected  to  play  an 
increasing  role  in  the  State  tax  structure.  The  pro- 
jections made  by  the  Joint  Legislative  Budget  Com- 
mittee indicate  that,  without  tax  revision,  by  fiscal 
1973-74  the  personal  income  tax  would  be  providing 
15.6  percent  of  total  State  revenues.  It  has  been  dem- 
onstrated that  a  stiffening  of  the  income  tax  structure 
can  also  produce  substantial  revenue  gains.  With  the 
lowering  of  exemptions  and  upward  revision  of  tax 
rates  made  effective  in  1959,  the  total  personal  income 
tax  assessed  for  1959  was  70  percent  higher  than  for 
1958,  in  contrast  to  the  usual  growth  from  rising 
population  and  personal  incomes  that  had  been  an 
average  of  9.8  percent  per  year  in  the  prior  6  years. 
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6                                       Senate  Fact  Finding  Committee  on  Revenue  and  Taxation  f 

Nonetheless,   the   personal   income   tax   remains  a  ,,.    ,  ,          •            ,             Average  taw     Average  effective 

.      ,   '         \    ^                               r   r~,  Tc        ■    !     J-  Adjusted  gross  income  class          per  return          tax  rate  on  AOI 

comparatively  modest  component  oi  Oahiornia  s  di-  „^_  e^^gg                         $22  87                 0  SS?' 

versified  tax  structure.  In  fiscal  year  1963,  this  tax  5000-  0999  31.80  0.43        ■ 

yielded  slightly  more  than  one-eighth  of  total  state  I0,ooo-14,999 81.36  O.TO       ■ 

tax  collections.  Its  yield  was  approximately  matched  50000-99,999  IIIIZIIIII    2,729!l0                 4!l6       ■ 

by  that  of  the  bank  and  corporation  income  tax,  was  100,000  and  over 10^529.51  5.26        I 

exceeded  by  the  tax  on  motor  fuels  (15.1  percent  of  rp^^^^j  ggg^  qqq       I 

collections)  and  was  far  surpassed  by  the  retail  sales 

tax  (31.8  percent  of  collections).  more  lightly  on  modest  adjusted  gross  incomes  of, 

Among  the  States,  California  is  second  only  to  New  say,  $5000  for  a  single  person  or  $10,000  for  married 

York  in  the  dollar  amount  of  personal  income  tax  couples  than  all  but  4  of  the  income  tax  states.  The 

coUections,  but  New  York,  which  has  no  state  sales  personal  exemption  of  $1500  provided  a  single  person 

tax,  derives  about  three  times  as  much  revenue  from  in  California  is  exceeded  in  only  4  of  the  35  income 

the  income  tax  as  California.  Of  the  34  states  which  tax   states.    The    California   exemption   for   married 

collected  personal  income  taxes  in  1963,  California  couples,  $3000,  is  exceeded  only  in  3  States,  and  only 

ranks  20th  in  the  relative  degree  of  reliance  put  on  4  States  provide  higher  dependency  exemptions.  Cali- 

this  tax  for  a  share  of  total  state  taxes.  fornia's  tax  rates  on  single  persons'  taxable  incomes, 

The  California  personal  income  tax  can  not  now  between  $1000  and  $2500  (after  aUowances  for  ex- 
be  characterized  as  a  very  effective  broad-based  tax.  emptions  and  deductions)  are  as  low  as  any  in  the 
The  exemptions  are  high  and  the  starting  rate  low.  country.  On  married  couples'  taxable  incomes  of 
More  than  two-fifths  of  the  citizens  pay  no  income  $3000  California  imposes  as  low  a  tax  rate  as  any 
tax  to  the  State  and  at  least  another  two-fifths  pay  state,  and  the  rates  on  married  couples  with  taxable 
only  a  one  percent  tax  rate  on  a  portion  of  their  income  of  $3000  to  $5000  are  lower  than  any  other 
incomes.  On  the  other  hand,  the  tax  takes  substantial  state.  On  the  other  hand,  California  is  among  the 
sums  from  a  relatively  few  people  with  large  incomes.  highest  third  of  the  income  tax  states  with  respect 
Since  many  of  these  derive  their  incomes  from  prop-  to  levies  on  very  substantial  incomes, 
erty,  professions  or  business  profits,  these  sources  of  One  of  the  results  of  being  very  solicitous  about 
income  are  burdened  relatively  more  heavily  than  taxing  lower  income  people  through  the  income  tax  is 
salaries  and  wages.  The  California  tax  has  a  compara-  a  large  number  of  almost  trifling  tax  payments.  For 
tively  narrow  base,  and  is  one  of  the  most  progressive  the  1962  income  year  709,610  taxable  returns  were 
among  the  state  income  taxes.  filed  with  adjusted  gross  incomes  under  $5000  and 

Total  California  personal  income  taxes  amount  to  the  average  tax  per  return  was  $12.87.  These  included 

about  two-thirds  of  one  percent  of  total  personal  in-  116,233  joint  returns  of  married  persons  on  which  the 

come  in  the  State.  In  1962  about  15  percent  of  total  average  tax  per  return  was  $6.35,  and  24,918  returns 

personal  income  in  California  was  received  by  tax-  of  heads  of  households  vrith  an  average  tax  of  $6.34, 

payers  with  individual  incomes  of  $15,000  or  more,  Even  in  the  $5000  to  $10,000  adjusted  gross  income 

and  this  group  contributed  nearly  60  percent  of  the  range  the  average  tax  on  1,420,362  joint  returns  of 

total  personal  income  tax  payments  for  the  year.  Tax-  married  couples  was  $24.15.  These  figures  exclude  the 

payers  whose  incomes  ranged  from  $10,000  to  $15,000  990,136  returns  filed  on  which  no  tax  was  due.  A  levy 

had  in  the  aggregate  17  percent  of  total  personal  in-  that  involves  the  compliance  burden  of  completing  a 

come  and  paid  18  percent  of  the  tax.  Among  persons  return  and  some  administrative  checking  to  obtain 

who  paid  State  income  tax,  those  with  less  than  $10,-  less  than  $10  a  year  of  revenue  borders  on  being  a 

000  each  had  in  the  aggregate  34  percent  of  all  per-  nuisance  tax.  In  contrast,  property  taxes  on  modest 

sonal  income  in  California  and  paid  23  percent  of  the  homes  run  into  hundreds  of  dollars.  The  retail  sales 

total  tax.  Another  34  percent  of  all  personal  income,  taxes  born  indirectly  by  a  family  with  $5000  of  income 

however,  was  received  by  persons  not  even  required  probably  exceed  $100.   If   some   tax  rates   must  b« 

to  file  tax  returns  or  whose  exemptions  and  deductions  raised,  the  beginning  income  tax  rate  might  well  be  a 

made  them  nontaxable.  leading  candidate. 

One  measure  of  the  burden  of  the  tax  is  the  ratio  In  the  past  dozen  years  some  measures  have  beer 
of  tax  paid  to  the  individual's  total  income — i.e.,  ad-  taken  to  stiffen  the  personal  income  tax  structure 
justed  gross  income.  Among  those  persons  who  paid  Most  notable  were  the  1959  reductions  of  personal 
tax  on  1962  income,  the  California  tax  took  the  fol-  exemptions  by  $500  (from  $2000  to  $1500  for  singh 
lowing  average  amounts  of  tax  and  percentages  of  persons  and  $3500  to  $3000  for  joint  returns  of  mar- 
adjusted  gross  incomes.  ried  couples  and  for  heads  of  households)   and  thf 

California,    -with   high   exemptions,    a   liberal   flat  simultaneous  increase  in  the  rate  schedule,  which  was 

standard  deduction,  low  starting  rate,  wide  brackets  achieved  by  cutting  each  of  the  5  bottom  taxable  in 

for    rate    increases    and    split    income    for    married  come  brackets  for  single  persons  from  $5000  to  $250( 

couples,  appears  to  apply  the  personal  income  tax  ($10,000  to  $5000  for  joint  returns),  adding  a  sixtl 
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$2500  bracket  ($5000  for  joint  returns)  to  which  the 
6  percent  marginal  rate  applies,  and  imposing  a  7  per- 
cent rate  on  marginal  income  over  $15,000  ($30,000 
on  joint  returns).  For  taxable  incomes  up  to  $2500 
for  single  persons  ($5000  for  married  couples)  the  tax 
rate  remained  the  same,  1  percent.  For  very  large 
taxable  incomes,  of  either  single  or  married  persons, 
the  tax  was  increased  about  one-sixth.  But  for  single 
persons  in  the  taxable  income  range  of  $15,000  to 
$20,000  ($30,000  to  $40,000  for  married  couples)  the 
effect  of  the  revised  rate  schedule  alone  was  to  in- 
crease tax  by  75  percent.  Overall,  the  average  effective 
tax  rate  on  adjusted  gross  income  reported  on  all 
taxable  returns  has  increased  from  0.71  of  1  percent 
for  the  1952  income  year  to  0.96  of  1  percent  for  1962. 
But  a  number  of  measures  have  also  been  adopted 
that  have  tended  to  lessen  the  tax  liability  of  various 
groups  of  taxpayers.  The  dependency  exemption  was 
increased  from  $400  to  $600  in  1959.  For  taxpayers 
with  3  or  more  dependents  the  reduction  in  their 
personal  exemptions  was  more  than  offset  by  larger 
deductions  for  dependents.  In  1964  California  adopted 
'.  a  flat  minimum  standard  deduction  of  $1000  for  mar- 
,  ried  couples  filing  jointly  and  for  heads  of  households 
and  of  $500  for  all  other  taxpayers.  This  device  in 
effect  raised  the  level  of  exempt  income  for  persons  in 
the  lower  income  ranges.  In  1961  a  retirement  income 
credit  was  adopted  which  is  of  benefit  mainly  to  re- 
tired persons  over  65  years  of  age  and  for  many  of 
them  has  the  effect  of  raising  the  level  of  adjusted 
gross  income  that  is  exempt  from  State  tax  up  to 
$3524  for  a  single  person  and  to  $7048  for  an  elderly 
married  couple.  While  larger  families  have  been  re- 
lieved of  some  of  the  income  tax  they  would  have 
paid  under  the  1952  law,  the  tax  relief  accorded  many 
of  the  elderly  taxpayers  is  even  more  striking.  Under 
present  law  the  California  tax  imposed  on  an  elderly 
couple  with  adjusted  gross  incomes  of  $8000  or  $9000 
is  somewhat  less  than  the  tax  paid  by  a  younger  mar- 
ride  couple  with  5  children. 

Adjusted  gross  income  that  persons  in  various  mar- 
ital statuses  could  enjoy  without  being  subject  to  any 
■  State  income  tax  in  1952  and  in  1964  are  as  follows : 

1952  196/, 

Single  person $2128         $2000 

Married  couple 3723  4000 

;  Head  of  household 8T23  4000 

Married  and  2  dependents 4523  5200 

Married  and  5  dependents 5800  7000 

I  Married  couple  over  65 3723  7048 

The  California  income  tax  base  has  also  tended  to 
be  narrowed  in  recent  years  through  marked  increases 

I  in  the  personal  deductions  claimed  on  tax  returns. 
On  average  in  1952  deductions  removed  9.6  percent 

:  of  adjusted  gross  income  from  the  tax  base  on  all  tax- 
able returns  and  in  1962,  15.7  percent.  In  part  this 
trend  is  attributable  to  statutory  changes.  The  stand- 

I  ard  deduction  was  higher  in  1962  than  in  1952,  some 

.  additional  itemized  deductions  such  as  for  political 
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contributions  and  child  care  had  been  adopted  and 
the  medical  expense  deduction  was  liberalized.  Per- 
haps a  larger  part  of  the  increased  deductions  reflects 
expansion  of  home  ownership  which  enables  the  de- 
duction of  property  taxes  and  interest  on  mortgages. 

The  offsetting  tendencies  for  increases  and  de- 
creases in  tax  burdens  for  many  taxpayers  is  demon- 
strated by  summary  figures  for  all  the  taxpayers  in 
the  $10,000  to  $14,999  adjusted  gross  income  class. 
There  were  more  than  7  times  as  many  taxable  re- 
turns in  this  income  class  in  1962  as  in  1952,  but  in 
both  years  almost  the  same  average  amount  of  tax  was 
paid  by  persons  with  this  much  income.  In  both  years 
the  total  tax  assessed  was  .68  of  1  percent  of  the  total 
adjusted  gross  incomes  reported  on  tax  returns.  For 
taxpayers  at  this  income  level,  measures  which  re- 
duced the  proportion  of  adjusted  gross  income  sub- 
ject to  tax  apparently  just  offset  the  effects  of  lower 
personal  exemptions  and  higher  tax  rates. 

Thus  since  1952  changes  in  the  California  income 
tax  law  have  reduced  burdens  by  100  percent  for  some 
groups  of  taxpayers  who  have  adjusted  gross  incomes 
up  to  $7000  or  more.  The  $10,000-14,999  adjusted 
gross  income  group  has  on  average  been  little  af- 
fected. Other  broad  income  groups  have  had  their 
average  amounts  of  taxes  increased.  In  the  income 
range  of  $15,000  to  $50,000  of  adjusted  gross  income 
average  tax  burdens  were  increased  by  80  to  90  per- 
cent. During  this  period  there  was  also  some  redis- 
tribution of  the  total  income  tax  burden  from  mar- 
ried couples  to  single  persons  and  heads  of  house- 
holds. Apparently  the  narrowing  of  the  tax  rate 
brackets  in  1959  had  a  greater  aggregate  effect  in  in- 
creasing the  tax  burdens  of  single  persons  and  heads 
of  households  than  on  married  couples.  Also  the  in- 
crease in  dependency  exemptions  in  combination  vnth 
reduced  personal  exemptions  favored  families  over 
single  persons  and  heads  of  households. 

In  considering  current  and  possible  State  income 
tax  burdens  it  is  appropriate  to  take  into  account  the 
types  of  taxes  levied  by  the  Federal  Government  and 
to  give  some  attention  to  the  net  burden  of  the  State 
tax.  More  extensive  use  of  the  personal  income  tax  by 
the  states  has  been  inhibited  in  part  because  of  the 
heavy  Federal  preoccupation  of  this  field.  In  1964 
and  1965  the  Federal  Government  has  reduced  its  in- 
come tax  rates  and  provided  relief  through  revision 
of  a  number  of  particular  tax  provisions.  As  a  result 
Californians  will  have  their  1965  Federal  individual 
income  tax  liabilities  reduced  by  $1.3  billion.^  Such 
substantial  reduction  of  Federal  taxes  provides  the 
states  more  leeway  in  their  efforts  to  match  their  ris- 
ing fiscal  needs  with  increased  state  tax  funds. 

In  our  fiscal  federalism  the  burdens  of  state  taxes 
are  also  linked  directly  with  Federal  taxes  through 
the  deductibility  of  the  state  tax  in  the  individual's 


'  Treasury  Department,   "Dillon  Announces   1965  Tax  Cut  Esti- 
mates," Release  D-1382,  October  22,  1964. 
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computation  of  his  Federal  income  tax  liability.  The 
nominal  burden  of  the  state  tax  overstates  the  actual 
net  burden  that  is  imposed  on  the  state  citizen.  The 
Federal  income  tax  provides  a  means  by  which  funds 
that  would  otherwise  go  to  the  Federal  Government 
may  be  diverted  to  those  state  and  local  governments 
that  are  increasing  their  own  tax  efforts. 

An  increase  in  California  income  tax  comes  at  a 
discounted  cost  to  the  taxpayer  when  the  accompany- 
ing reduction  in  his  Federal  income  tax  liability  is 
taken  into  account,  and  the  discounts  are  deeper  for 
those  with  the  larger  incomes.  For  taxpayers  who 
itemize  deductions,  additional  State  tax  reduces 
Federal  tax  by  the  amount  of  the  new  levy  times 
the  taxpayer's  marginal  Federal  tax  rate.  Current 
Federal  rates  range  from  14  percent  up  to  70  per- 
cent. A  $1  increase  in  State  tax  would  reduce  Fed- 
eral tax  by  $0.14  or  $0.70  depending  on  the  tax- 
payer's Federal  rate  bracket.  The  cost  of  the  State 
tax  increase  is  borne  in  part  by  the  Federal  Govern- 
ment through  a  reduction  of  its  revenues.  The  net 
cost  to  citizens  of  the  State  for  $1  of  State  revenue 
is  $0.86  if  taken  from  those  in  the  14  percent  Fed- 
eral rate  bracket,  $0.50  if  from  those  in  the  50  per- 
cent bracket,  and  only  $0.30  if  taken  from  those  in 
the  top  Federal  bracket. 

In  appraising  net  tax  burdens,  however,  two  view- 
points should  be  kept  in  mind.  On  one  hand,  the  net 
burden  of  a  State  marginal  tax  rate,  for  example  7 
percent,  may  be  regarded  as  diminishing  as  taxpay- 
ers' incomes  increase  and  become  subject  to  higher 
and  higher  Federal  marginal  rates.  On  taxable  in- 
come subject  to  Federal  rates  of  50  percent,  60  per- 
cent or  70  percent,  the  additional  burden  imposed  by 
the  State  tax  is  not  7  percent  of  taxable  income,  but 
only  3.5  percent,  2.8  percent  or  2.1  percent  re- 
spectively. On  the  other  hand,  the  State  tax  does 
increase  total  tax  payments  and  it  reduces  the 
amount  of  income  left  to  the  taxpayer  by  the  full 
percentage  of  the  State  marginal  rate.  On  $100  of 
income  subject  to  a  70  per  cent  Federal  rate,  the  tax- 
payer is  left  with  $30  after  Federal  tax;  the  State 
tax  takes  an  additional  $2.10  from  the  taxpayer,  re- 
ducing his  disposable  income  by  7  percent  to  $27.90. 
The  discounted  price  at  which  additional  State  rev- 
enues can  be  obtained  from  high  bracket  taxpayers 
must  be  weighed  against  the  possible  effects  of  higher 
combined  marginal  tax  rates. 

The  several  considerations  outlined  above  suggest 
that,  if  California  State  revenues  must  be  increased, 
the  personal  income  tax  can  provide  an  effective  and 
equitable  means  of  meeting  at  least  part  of  fiscal 
needs.  But  increased  income  taxes  can  not  be  expected 
to  come  from  proportional  increases  in  the  liabilities 
of  those  now  subject  to  the  tax  and  should  come  in 
larger  proportion  from  the  broad  bulk  of  California 
citizens  who  enjoy  State  services  and  who  are  now 
touched  very  lightly  or  not  at  all  by  the  State  income 


tax.  Persons  in  the  lower  income  ranges  will  not  be 
immune  from  additional  burdens  if  increased  taxes 
are  to  be  obtained  through  levies  on  sales  or  business 
operations,  and  the  personal  income  tax  provides  an 
alternative  means  of  distributing  increased  obliga- 
tions for  State  services  in  a  clearly  discernible  pat- 
tern. 

The  revenue  yield  of  the  California  personal  in- 
come tax  can  be  increased  by  $279  million  dollars  ' 
in  the  next  fiscal  year,  1965-66  by  the  following  revi- 
sions : 

(1)  reducing  personal  exemptions  by  one-third  to 
$1000  for  a  single  person  and  to  $2000  for  married 
couples  filing  joint  returns  and  for  heads  of  house- 
holds ; 

(2)  increasing  each  existing  rate  by  1  percentage 
point; 

(3)  adding  at  the  top  of  the  existing  rate  brackets 
two  additional  brackets  of  $2500  for  single  persons 
and  $5000  for  married  couples  to  which  rates  of  8  and 
9  percent  would  apply  and  taxing  further  taxable  in- 
come at  10  percent. 

This  program  would  increase  the  taxes  of  all  present 
taxpayers  and  bring  to  taxable  status  some  persons 
who  are  now  exempt,  but  it  would  affect  only  persons 
who  are  subject  to  Federal  income  tax.  An  increase 
of  $279  million  of  personal  income  taxes  to  meet  rising 
State  needs  is  in  the  aggregate  about  1/5  of  the  Fed- 
eral tax  reduction  of  $1.3  billion  dollars  that  Califor- 
nia income  taxpayers  will  have  received  on  1965  in- 
comes. In  addition  the  $279  million  in  increased  State 
revenues  would  not  result  in  a  net  increase  of  this 
amount  of  taxes  to  California  taxpayers,  since  all  who 
itemize  deductions  would  further  reduce  their  Federal 
tax  liabilities. 

A  $279  million  increase  in  revenues  from  the  per- 
sonal income  tax  would  represent  an  increase  by  about 
two-thirds  over  the  $430  million  yield  expected  from 
this  source  by  the  Joint  Legislative  Budget  Com- 
mittee under  existing  tax  law  for  fiscal  year  1965-66. 
A  total  increased  3'ield  of  $709  million  from  the  in- : 
come  tax  would  still  be  $328  million  less  than  the 
expected  $1037  million  yield  from  the  retail  sales  tax 
under  its  existing  structure.  And  if  adequate  rev- 
enues are  to  be  provided  to  put  the  State  on  a  full 
pay-as-you-go  fiscal  basis,  it  appears  that  the  yield  of 
the  sales  tax  may  also  have  to  be  increased  substan- 
tially above  its  expected  yield  under  current  law. 

The  lowering  of  State  income  tax  exemptions  by 
one-third  would  alone  increase  revenues  by  $72  mil- 
lion. For  persons  subject  only  to  the  starting  State 
tax  rate  of  1  percent  this  would  mean  an  increase  in 
nominal  tax  of  $5  and  a  net  burden  of  $4.20  or  less, 
or  if  the  State  starting  rate  were  2  percent,  the  in- 
creased tax  and  net  burdens  would  be  $10  and  $8.20 
or  less,  depending  upon  the  taxpayer 's  marginal  Fed- 


'  California   State   Franchise  Tax   Board,   Memorandum,    Novem- 
ber 13,  1964. 
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eral  rate.  For  persons  subject  to  a  top  State  rate  of 
10  percent  and  the  top  Federal  rate  of  70  percent, 
the  reduced  exemption  would  mean  an  increase  in 
nominal  State  tax  of  $50  and  a  net  burden  increase 
of  $15. 

An  increase  of  tax  rates  in  each  of  the  existing 
brackets  by  1  percentage  point  would  in  itself  increase 
State  revenues  by  $186  million.  For  single  taxpayers 
with  average  amounts  of  personal  deductions  this 
would  increase  the  State  tax  and  the  net  burden  re- 
spectively as  follows :  at  $4000  of  adjusted  gross  in- 
come, $19  and  $15.38;  at  $10,000  of  adjusted  gross 
income,  $70  and  $52.50;  at  $100,000  of  adjusted  gross 
income,  $835  and  $284,  and  at  $1,000,000  adjusted 
gross  income,  $8,485  and  $2,545. 

Increasing  each  existing  rate  by  1  percentage  point 
increases  net  tax  burdens  most  heavily  in  the  middle 
;income  ranges  of  $7,500  to  $20,000  of  adjusted  gross 
income  for  single  persons  and  of  $15,000  to  $40,000 
for  married  couples.  In  these  ranges  the  increased 
net  burden  adds  about  .5  of  1  percent  to  the  effective 
rate  of  tax  on  adjusted  gross  income,  whereas  for 
higher  incomes  the  increase  in  net  burden  adds  only 
about  .25  of  1  percent.  These  relationships  would 
seem  to  warrant  extending  the  progression  in  State 
itax  to  somewhat  higher  levels  than  at  present.  The 
'effect  of  a  top  10  percent  State  rate  combined  with  a 
top  Federal  rate  of  70  percent  would  be  to  leave  those 
persons  most  heavily  taxed  with  $27.00  of  disposable 
funds  out  of  $100  of  marginal  income  as  compared 
to  $27.90  under  the  existing  top  State  rate  of  7  per- 
cent. 

An  increase  in  the  starting  rate  from  1  to  2  per- 
icent,  of  course,  doubles  the  amount  of  tax  for  the  low 


incomes  subject  only  to  this  rate,  but  the  absolute 
amounts  of  tax  increase  from  this  change  would  range 
oul}'-  up  to  a  maximum  of  $25  per  taxpayer.  The 
number  of  verj'  small  or  almost  trifling  income  tax 
payments  would  be  lessened.  The  degree  of  progres- 
sion in  the  middle  income  brackets  would  be  mod- 
erated. 

With  a  stiffening  of  the  rate  structure  it  seems 
appropriate  that  an  unmarried  taxpayer  who  main- 
tains a  household  for  his  children,  parents  or  other 
dependents  should  have  tax  recognition  more  closely 
aligned  to  that  enjoyed  by  married  couples  through 
income  splitting.  A  provision  similar  to  the  Federal 
special  rate  structure  for  heads  of  households  which 
accords  half  the  benefits  of  income  splitting  would  be 
desirable. 

The  degree  of  disparity  in  treatment  between  eld- 
erly persons  and  younger  taxpa.yers  with  the  same 
amounts  of  income  would  be  widened  if  the  existing 
retirement  income  credit  were  fully  effective  against 
a  higher  starting  rate.  This  uneven  effect  could  be 
limited  by  including  in  gross  and  adjusted  gross  in- 
come the  retirement  benefits  now  excluded  from  the 
tax  base  and  by  granting  aU  elderly  taxpayers  a  flat 
credit  of  $20  per  person  against  any  income  tax  they 
might  owe. 

The  following  discussion  deals  in  greater  detail  with 
the  current  structure  of  the  California  personal  in- 
come tax,  its  performance  over  recent  years  and  in 
comparison  to  other  income  tax  levies  in  the  United 
States.  Consideration  is  given  to  the  distribution  of 
the  State  tax  and  its  net  burden  among  taxpayers 
by  income  levels  and  by  marital  and  family  status. 


GENERAL  APPRAISAL 


This  study  is  for  the  most  part  an  examination  of 
the  performance  of  the  California  personal  income  tax 
during  the  years  since  1951.  The  earlier  history  was 
discussed  comprehensively  in  the  1951  Report  of  the 
Senate  Interim  Committees  on  State  and  Local  Taxa- 
tion, State  and  Local  Taxes  in  California:  A  Com- 
parative Analysis.  An  effort  is  made  here  to  summar- 
ize the  recent  California  experience  with  the  tax,  to 
compare  its  use  with  that  in  other  states,  and  to  pro- 
vide a  basis  for  judging  how  the  California  tax  might 
best  be  strengthened,  if  it  need  be. 

At  the  outset  several  general  considerations  may  be 
indicated  that  appear  significant  in  determining 
whether  additional  reliance  could  well  be  put  on  this 
California  tax,  and,  if  so,  what  types  of  revision  might 
be  appropriate. 

Overall  the  individual  income  tax  produces  the  larg- 
est amount  of  government  revenues  of  any  form  of 
tax  in  the  United  States.  In  1962  it  yielded  about  40 
percent  of  all  tax  revenues  for  aU  levels  of  govern- 
ment— Federal,  state  and  local.*  In  comparison  all 
sales  and  gross  receipts  taxes  produced  22  percent, 
and  all  property  taxes,  15  percent  of  the  country's 
total  tax  revenues. 

The  great  bulk,  94  percent,  of  individual  income 
taxes  are  collected  by  the  Federal  Government  and 
provides  more  than  half  of  total  Federal  taxes.  Thirty- 
six  states  and  the  District  of  Columbia  also  employ 
this  general  form  of  tax,  and  these  collections  repre- 
sent more  than  one-eighth  of  all  state  taxes.^  State  use 
of  the  individual  income  tax  has  been  growing  relative 
to  Federal  use;  in  1962  state  individual  income  tax 
collections  were  6  percent  of  Federal  collections,  as 
compared  to  3.3  percent  in  1952.  A  number  of  munic- 
ipalities, notably  in  Ohio  and  Pennsylvania,  have 
also  adopted  individual  income  taxes,  typically  at  low, 
flat  rates. 

In  California  the  income  tax  on  individuals  has  been 
relied  upon  to  produce  an  increasing  share  of  State 
revenues,  and  in  fiscal  year  1963  yielded  $322  million, 
13.4  percent  of  total  State  tax  collections.  But  in  Cali- 
fornia's diversified  tax  structure,  the  share  of  tax 
revenues  provided  by  the  personal  income  tax  is  about 
matched  by  the  bank  and  corporation  tax  (12.2  per- 
cent), is  exceeded  by  the  tax  on  motor  fuels  (15.1 
percent),  and  is  far  surpassed  by  the  retail  sales  tax 
(31.8  percent).* 

Under  the  existing  State  tax  structure,  the  personal 
income  tax  is  expected  to  play  an  increasingly  im- 
portant role.  Projections  of  State  revenues  on  the  basis 
of  the  present  tax  law  indicate  that  yields  of  the  per- 

'  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Govern- 
mental Finances  in  1962    (October  1962),  p.  20. 

'Ibid.,  Compendium  of  State  Government  Finances  in  1963, 
(1964)  p.  11. 

« Ibid. 


sonal  income  tax  will  rise  more  rapidly  than  those  or 
other  major  tax  sources,  and  by  fiscal  year  1973-74 
the  per.soual  income  tax  would  be  producing  $785  mil- 
lion, 15.6  percent  of  total  State  revenues.''  With  in- 
creases in  personal  incomes,  yields  of  a  progressive 
income  tax  rise  more  than  proportionately  as  more  in- 
dividuals '  incomes  rise  above  exemption  levels  or  into 
higher  rate  brackets. 

In  view  of  projections  of  both  State  expenditures 
and  revenues  for  the  next  decade  it  is  evident  that  con- 
sideration must  be  given  to  strenghthening  the  Cali- 
fornia tax  system.  Projections  of  the  Joint  Legislative 
Budget  Committee  indicate  that  in  the  next  fiscal  year, 
1965-66,  the  State  will  incur  an  estimated  current 
operating  deficit  in  the  general  fund  of  $247  million. 
An  additional  $248  million  would  be  required  if  State 
fiscal  affairs  were  to  be  put  on  a  full  pay-as-you-go 
basis  in  lieu  of  bond  financing  for  items  designated  as 
capital  outlays.  Thus  the  total  current  operating  defi- 
cit has  been  projected  to  be  $495  million  for  1965-66. 

Current  expenditures  are  expected  to  rise  from 
$2.6  billion  in  1965-66  to  $4.9  billion  in  1973-74,  while 
revenues  under  the  present  tax  structure  are  estimated 
to  rise  from  $2.2  billion  to  $3.8  billion  respectively. 
By  1973-74  more  than  $1.2  billion  of  revenues  beyond 
the  annual  expected  jield  of  the  existing  tax  structure 
will  be  required  to  maintain  State  finances  on  a  sound 
pay-as-you-go  basis. 

Hard  choices  among  public  policy  alternatives  will 
have  to  be  made.  To  the  extent  expenditures  can  be  re- 
strained, the  need  for  additional  revenues  can  be 
lessened.  But  the  projected  expenditures  appear  to 
reflect  conservative  estimates  of  the  pressures  arising 
from  growing  population  and  demands  for  govern- 
ment services.  To  increase  the  yield  of  the  existing 
system  by  nearly  one-third  will  necessitate  the  further 
use  of  broad-based  taxes  and  preferably  those  that  can 
distribute  burdens  equitably  and  with  a  minimum  of 
adverse  economic  effects.  One  of  the  alternatives  is  to 
expand  and  increase  personal  income  taxes. 

Within  its  diversified  tax  structure,  California  now 
imposes  comparatively  modest  income  tax  burdens 
For  fiscal  year  1963  total  State  tax  collections  from 
aU  sources  were  equal  to  5.2  percent  of  personal  in- 
come in  California ;  personal  income  tax  collections 
were  equivalent  to  %  of  1  percent  of  personal  income 
in  the  State.  If,  as  projected,  future  expenditures 
will  require  additional  State  taxes,  more  personal  in- 
come will  have  to  be  diverted  from  the  private  to  the 
public  sector  in  one  way  or  another. 

That  the  California  personal  income  tax  can  be 
highly  responsive  to  structural  changes  was  demon- 


'  Joint  Legislative  Budget  Committee,  A  Projection  of  Staff 
Revenue  and  Expenditure  for  California,  Fiscal  Years  196^- 
65  to  197S-7i.  Revised  September  14,  1964. 
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strated  with  the  lowering  of  exemptions  and  revision 
}f  tax  rates  made  effective  in  1959.  The  total  individ- 
ual income  tax  assessed  for  1959  -was  70  percent  higher 
shan  for  1958,  in  contrast  to  the  normal  rate  of 
growth,  with  rising  population  and  personal  incomes, 
which  increased  tax  assessments  by  an  average  of  9.75 
Dercent  per  year  in  the  prior  6  years. 

The  extensive  use  of  the  individual  income  tax  in 
this  country  reflects  its  widespread  acceptance  as 
being  perhaps  less  objectionable  than  other  forms 
)f  levies  that  might  be  employed  to  raise  equivalent 
revenues.  On  criteria  for  a  satisfactory  means  of 
raising  government  funds,  the  individual  income  tax 
scores  relatively  well.  If  levied  on  a  mass  basis  it  can 
DC  highly  productive  of  revenue  and  responsive  to 
growth  in  economic  activity  and  personal  incomes. 
In  a  growing  economy,  taxes  in  the  aggregate  must  be 
^aid  out  of  current  incomes,  and  the  size  of  one's 
ncome  is  widely  regarded  as  a  reasonable  index  of 
ibility  to  pay  for  those  functions  of  government  that 
ire  of  common  and  general  benefit.  The  burden  of 
ndividual  income  taxes  can  be  equitable  distribiited 
iimong  individuals  with  a  greater  precision  than  other 
;axes  that  are  more  likely  to  be  shifted  in  reaching 
;:heir  final  incidence,  and  the  income  tax  burden  can 
)e  more  readily  adjusted  to  special  circumstances 
,;hat  affect  taxpaying  ability  such  as  size  of  family, 
ige,  or  the  incurring  of  losses.  The  states,  as  well  as 
he  Federal  Government,  have  demonstrated  an  ability 
0  administer  income  taxes  efficiently  and  economic- 
dly  and  the  compliance  burden  on  taxpayers  is  prob- 
ibly  no  greater  than  for  other  forms  of  tax.  In  divert- 
ing funds  from  private  to  public  use  all  taxes  are 
•epressive  in  leaving  individuals  less  funds  for  their 
i)wn  use  in  consumption  or  saving.  Individual  income 
taxes,  especially  at  high  marginal  rates,  are  also  sub- 
ect  to  the  criticism  that  they  may  impair  incentives 

0  work,  invest  and  incur  risks,  although  evidence 
ind  interpretation  of  the  significance  of  these  effects 
ire  not  unequivocal.  If  marginal  rates  are  kept  to 
noderate  levels,  as  in  the  case  under  state  income 
axes,  the  repressive  effects  of  income  taxes  are  not 
ikely  to  be  more  serious  than  those  of  other  forms 
f  tax  of  equal  yield. 

1  More  extensive  use  of  individual  income  taxes  by 
ihe  states  has  been  inhibited  in  part  because  of  the 
jieavy  Federal  preoccupation  of  this  field.  No  doubt 
ome  state  legislatures  have  been  concerned  about  the 
ombined  tax  burden  that  would  be  assessed  upon 
ndividual  incomes  if  additional  state  income  taxes 
iVere  imposed,  even  though  the  state  taxes  were  de- 
jluctible  in  computing  the  Federal  tax  liability.  A 
I'urther  factor  is  the  apprehension  that  heavier  income 
axes  imposed  by  a  state  might  result  in  migration  of 
Qcome  tax  bases,  particularly  of  investment  income, 
i0  states  with  lower  or  no  individual  income  taxes; 
Vhile  a  major  effect  of  this  type  has  never  been  con- 


clusively demonstrated,  the  apprehension  is  undoubt- 
edly of  significance.  In  some  states,  constitutional 
barriers  to  income  taxes  have  led  to  principal  reliance 
on  sales  taxes  for  state  revenues. 

Currently  the  Federal  Government  is  reducing  its 
income  tax  rates  and  providing  relief  through  revi- 
sion of  a  number  of  particular  tax  provisions.  As  a 
result,  when  the  provisions  of  the  Federal  Revenue 
Act  of  1964  are  fully  effective  in  1965,  individual  in- 
come tax  liabilities  will  have  been  reduced  by  $11.3 
billion.*  Of  this,  $1.3  billion  is  estimated  as  the  amount 
of  Federal  tax  reduction  that  will  be  enjoyed  by 
California's  individual  income  taxpayers  in  1965.  On 
average,  individuals  with  incomes  of  less  than  $3000 
will  have  their  Federal  tax  liabilities  cut  by  nearly  40 
percent,  those  with  $3000  to  $5000  of  income,  by  about 
27  percent,  those  with  incomes  in  the  $5000  to  $10,000 
range,  by  21  percent,  and  those  with  incomes  over 
$10,000  by  more  than  15  percent.^ 

Reduction  of  the  Federal  take  from  individual  in- 
come taxes  provides  the  states  with  somewhat  more 
leeway  in  their  search  for  additional  revenues.  In 
recent  years  the  demands  for  governmental  services 
at  the  state  and  local  levels  have  increased  more 
rapidly  than  at  the  Federal  level.  From  1952  to  1963 
Federal  Government  expenditures  increased  by  53 
percent,  while  state  and  local  expenditures  increased 
by  131  percent.  Federal  expenditures  as  a  proportion 
of  the  country's  growing  gross  national  product  fell 
from  20.6  percent  in  1952  to  19.8  percent  in  1963, 
while  state  and  local  expenditures  rose  from  7.3  to 
10.8  percent  of  the  gross  national  product.^"  At  a  time 
when  many  of  the  states  are  hard  put  to  match  grow- 
ing needs  with  increased  revenues  through  new  tax 
enactments  or  increases  of  existing  rates,  it  has  been 
deemed  appropriate  for  the  Federal  Government  to 
restrain  expenditures  and  reduce  taxes  as  a  broad, 
fiscal  policy  measure  to  stimulate  nation-wide  eco- 
nomic output  and  reduce  unemplojTnent.  Accordingly, 
the  financing  problems  confronted  by  the  states 
should  be  somewhat  eased. 

If  California  were  to  turn  to  the  personal  income 
tax  for  substantially  larger  revenues,  the  tax  would 
have  to  be  more  broadly  based,  applying  to  the  mass 
of  income  recipients  in  the  State.  Indeed,  the  bulk  of 
tax  collections  must  come  ultimately  from  those  who 
receive  their  incomes  for  labor  or  management  serv- 
ices, regardless  of  whether  taxes  are  imposed  in  the 
form  of  levies  on  sales,  property  or  incomes.  Of  all  the 
incomes  received  by  persons  in  California  in  1962 
only  13  percent  was  income  from  property  holdings 
or  investment.  Sixty-eight  percent  of  total  personal 
income  was  wages,  salaries  and  other  labor  income. 
The  income  of  proprietors  of  businesses  represented 

8  Treasury  Department,  "Dillon  Announces  1065  Tax  Cut  Esti- 
viates,"  Release   D-13S2,   October   22,    1964. 

"Treasury  Department,  Revenue  Act  of  196i  Summariea  (Febru- 
ary 28,  1964). 

^"Economic  Report  of  the  President,  January  196k,  Table  C-59. 
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11  percent  and  transfer  payments  such  as  social  secur- 
ity benefits,  8  percent. ^^ 

In  the  aggregate  a  major  part  of  personal  income 
in  California  goes  to  persons  who  are  now  not  touched, 
or  touched  very  lightly,  by  the  personal  income  tax. 
In  1962  about  27  percent  of  all  personal  income  in 
the  State  was  received  by  persons  not  even  required 
to  file  income  tax  returns  and  another  7  percent  was 
received  by  filers  whose  exemptions  and  deductions 
made  them  nontaxable.  Thus  persons  with  34  percent 
of  total  personal  income  paid  no  State  income  tax. 
Among  persons  who  paid  State  income  tax,  those  with 
incomes  of  less  than  $10,000  each  had  in  the  aggregate 
incomes  equal  to  another  34  percent  of  all  the  personal 
income  received  in  California,  and  these  taxpayers 
paid  an  income  tax  that  averaged  about  .4  of  1  percent 
of  their  incomes.  Taxpayers  whose  incomes  ranged 
from  $10,000  to  $15,000  had  in  the  aggregate  incomes 
equal  to  about  17  percent  of  the  State  total  of  personal 
income,  and  these  taxpayers  paid  State  income  taxes 
that  averaged  .68  of  1  percent  of  their  incomes.  Only 
about  15  percent  of  total  personal  income  was  received 
by  taxpayers  with  incomes  of  $15,000  and  more,  and 
this  group  contributed  nearly  60  percent  of  the  total 
personal  income  tax  collections.  The  California  tax  is 
not  now  a  very  effective  broad-based  levy  but  is  con- 
centrated rather  heavily  on  a  relatively  few  higher 
income  persons. 

If  increasing  levels  of  government  expenditures 
necessitate  additional  taxes,  the  existing  levels  of  in- 
come tax  exemptions  and  tax  rates  should  be  re- 
examined. At  present  incomes  are  excused  from  any 
tax  through  personal  and  dependency  exemptions, 
standard  deductions  and  tax  credits  up  to  the  follow- 
ing levels :  $2000  for  a  single  person,  $4000  for  a  mar- 
ried couple,  $5200  for  a  couple  with  two  children, 
and  $7048  for  a  couple  over  65  years  of  age  who  are 
entitled  to  the  full  retirement  income  credit.  Persons 
at  these  levels  of  income  can  hardly  be  immune  if 
additional  taxes  are  to  be  required.  Significant  in- 
creases in  State  taxes  levied  on  businesses  or  on  sales 
would  undoubtedly  be  borne  in  part  by  these  income- 
tax-free  people.  The  burden  of  business  taxes  will  be 
borne  either  by  those  who  derive  their  incomes  from 
the  business — productive  factors,  including  labor — or 
by  the  customers  of  the  business  through  higher  prices 
for  products.  An  additional  1  percent  sales  tax  that  is 
shifted  forward  to  consumers  would,  for  example,  im- 
pose a  burden  of  $26  on  the  $5200  income  couple  with 
two  children,  assuming  that  half  of  their  income  is 
spent  on  taxable  items.  This  sales  tax  would  be  equal 
to  .5  of  1  percent  of  the  family  income.  It  would  be 
more  than  the  average  effective  income  tax  rate  now 
imposed  on  all  income  taxpayers  with  adjusted  gross 
incomes  of  $10,000  or  less,  and  almost  as  much  as  the 
average  effective  income  tax  rate  of  .68  of  1  percent 

" Economic  Development  Agency,  California  Statistical  Abstract. 
^DGSf  Table  N-4. 


now  imposed  on  income  taxpayers  with  $10,000  to 
$15,000  of  adjusted  gross  income.  As  an  alternative 
to  increasing  business  taxes  or  sales  taxes  that  will 
indirectly  burden  individuals,  the  need  for  additional 
revenue  from  the  majority  of  citizens  could  be  faced 
directly  by  a  reduction  of  the  income  tax  exemption 
levels.  A  reduction  of  the  existing  $3000  exemption 
for  married  couples  to  $1200  would  mean  for  the  mar- 
ried couple  with  two  children  that  $1800  of  their 
currently  exempt  income  would  be  subject  to  State 
tax  at  a  1  percent  rate,  and  they  would  pay  $18  of 
income  tax. 

If  taxes  must  be  increased  and  borne  in  significant 
part  by  persons  of  modest  means,  a  more  broadly 
based  income  tax  can  be  an  instrument  for  dLstribut- 
ing  at  least  part  of  the  additional  burden  in  a  clearly 
discernible  pattern  and  establish  a  direct  link  between 
the  rising  cost  of  government  and  the  increased  tax 
obligations  of  particular  persons. 

A  lowering  of  income  tax  exemption  levels  and  an 
adjustment  of  tax  rates  could  contribute  significantly 
to  projected  revenue  requirements.  The  yield  of  the 
California  personal  income  tax  would  be  increased  bj 
$130  million,  or  nearly  by  one-third  in  the  fiscal  year 
1965-66  ^-,  if  personal  exemptions  were  reduced  U 
$600  per  capita,  which  is  the  exemption  level  no-fl 
provided  by  the  Federal  Government  and  by  mon 
than  one-third  of  the  income  tax  States. 

A  less  drastic  reduction  of  personal  exemptions 
from  $1500  to  $1000  for  single  persons  and  from 
$3000  to  $2000  for  married  couples  and  heads  of 
households  would  increase  1965-66  yield  by  an  esti- 
mated $72  million. 

A  raising  of  the  existing  rate  structure  by  1  per- 
centage point  in  each  bracket,  i.e.,  applj-ing  rates  of 
2  percent  to  8  percent  instead  of  1  percent  to  7  per-; 
cent,  would  add  $186  million  to  the  expected  yield  in 
1965-66.  An  additional  $20  million  could  be  obtained 
by  extending  the  range  of  progressive  rates  by  adding 
two  new  rate  brackets,  of  $2,500  each  for  single  per- 
sons and  $5000  for  married  couples,  to  which  rates 
of  8  and  9  percent  would  apply  and  taxing  further 
taxable  income,  over  $20,000  for  single  persons  and 
over  $40,000  for  married  couples,  at  10  percent.  This 
combination  of  increasing  existing  rates  and  extending 
the  top  rate  to  10  percent,  but  with  exemptions  un- 
changed, would  thus  provide  $206  million  more  reve- 
nue than  the  present  tax  structure. 

If  each  of  the  present  rates  were  raised  by  1  per- 
centage point  to  the  2  to  8  percent  range  and  personalli 
exemptions  were  also  reduced  by  one-third  to  $1000l( 
for  single  persons  and  $2000  for  married  couples,  the 
combined  effect  would  raise  1965-66  yields  by  $264 .. 
million.  li 


^  This  and  the  following  estimates  ot  increased  revenue  yields 
were  prepared  by  the  staff  of  the  State  of  California  Fran- 
chise Tax  Board  and  submitted  to  Dr.  William  K.  Schmelzle 
in  a  Memorandum  of  November  13,  1964.  i 
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With  a  combination  of  a  rate  structure  running 
from  2  percent  to  10  percent  as  indicated  above  and 
a  reduction  of  personal  exemptions  by  one-third,  the 
increased  revenue  yield  in  1965-66  has  been  estimated 
to  be  $279  million. 

If  undertaken,  such  adjustments  would  probably  be 
made  over  a  period  of  years,  and  a  number  of  issues 
with  respect  to  the  evolving  shape  of  the  personal 
income  tax  structure  should  be  considered  perhaps 
more  explicitly  than  heretofore.  During  the  past 
decade,  changes  in  the  California  tax  law  have  reduced 
burdens  by  100  percent  for  some  groups  of  taxpayers 
who  have  adjusted  gross  incomes  up  to  $7000  or  more. 
For  other  taxpayers  with  incomes  in  the  middle  ranges 
of  $15,000  to  $50,000  of  adjusted  gross  income,  bur- 
dens were  increased  by  80  to  90  percent.  Changes  in 
burdens  between  1952  and  1962  varied  markedly  not 
only  with  taxpayers'  income  levels  but  also  with 
marital  status  and  age.  For  returns  with  adjusted 
gross  income  of  $12,000,  the  tax  for  a  single  person 
was  increased  74  percent,  that  for  a  married  couple 
filing  jointly,  40  percent,  and  the  tax  for  an  elderly 
couple  was  decreased  5  percent.  At  the  $50,000  level 
of  adjusted  gross  income,  however,  the  tax  of  a  single 
person  was  increased  by  40  percent,  that  of  a  younger 
couple  by  79  percent  and  the  tax  of  the  elderly  couple 
in  1962  was  76  percent  higher  than  in  1952.  In  the 
very  high  income  brackets  differentiations  in  relative 
'  burdens  among  taxpayers  by  marital  status  and  age 
become  smaller  and  smaller  as  incomes  rise;  for  re- 
turns of  $1,000,000  and  more  adjusted  gross  income 
,  the  changes  in  exemptions,  rates  and  retirement  in- 
;  come  credit  during  recent  years  had  the  net  result  of 
increasing  tax  burdens  nearly  uniformly  by  about 
one-sixth,  since  for  them  the  dominating  factor  was 
an  increase  in  the  marginal  rate  of  tax  from  6  to  7 
percent. 

The  degree  of  tax  equity  achieved  in  distributing 
ri>lative    burdens    among    taxpayers    with    different 
,  amounts  of  income  and  different  family  circumstances 
:  is  a  matter  of  opinion  that  must  be  resolved  by  legis- 
lative consensus.  The  Legislature  must  also  weigh  the 
probable  economic  effects  of  raising  necessary  reve- 
nues in  alternative  ways  within  the  personal  income 
tax   field.    Continuing   attention   must   be    given   the 
.appropriate  treatment  of  differing  family  situations, 
tlie  progression  of  tax  rates,  and  the  combination  of 
State  and  national  levies  on  the  same  taxpayers. 

Some  existing  tax  variations  with  respect  to  family 
status  seem  to  warrant  re-examination.  The  present 
treatment  for  heads  of  households,  for  example,  does 
not  seem  to  fall  evenly  between  that  afforded  single 
j  persons  and  married  persons.  A  single  person,  such 
'  as  a  widow  or  widower,  who  maintains  a  household  for 
a  dependent  is  allowed  a  personal  exemption  of  $3000, 
I  the  same  as  for  a  married  couple,  but  pays  tax  ac- 
cording to  the  rate  schedule  for  single  persons  and 
receives  none  of  the  advantage  afforded  a  married 


couple  through  splitting  of  income  or  a  relative  rate 
reduction.  The  $3000  exemption  is  $1500  more  than 
that  enjoyed  by  a  single  person,  and  for  taxable  in- 
comes up  to  $2500,  the  head  of  household  is  treated 
on  a  par  with  a  married  couple.  The  $1500  of  larger 
exemption  for  maintaining  a  household  is  worth  $15 
in  tax  saving  in  either  case.  For  a  head  of  household 
whose  taxable  income  is  $15,000  or  more  and  is  subject 
to  a  7  percent  marginal  rate  on  all  additional  income, 
the  extra  exemption  is  worth  $105  in  tax  saving,  and 
this  does  not  increase  at  higher  income  levels.  For  a 
married  couple  at  a  $30,000  level  of  adjusted  gross 
income  the  advantage  of  the  $1500  additional  exemp- 
tion and  the  benefits  of  lower  rates  through  split  in- 
come allow  a  tax  saving  of  $630,  as  compared  to  a 
single  person.  In  the  higher  income  ranges  the  tax 
relief  afforded  a  married  couple  is  six  times  that  al- 
lowed a  head  of  household  with  the  same  amount  of 
income.  If  the  costs  of  maintaining  a  household  for 
two  are  to  be  recognized  as  lessening  ability  to  pay 
taxes,  it  may  seem  reasonable  to  adjust  the  tax  treat- 
ment of  the  heads  of  households  more  in  line  with  that 
of  married  couples. 

In  recent  years  the  State  has  followed  the  example 
of  the  Federal  Government  in  affording  relief  to  el- 
derly taxpayers  through  a  retirement  income  credit 
which  now  allows  a  single  person  over  65  to  eliminate 
up  to  $1524,  and  a  married  couple  up  to  $3048,  of 
income  from  tax  at  the  first  bracket  rate  of  1  percent. 
The  combination  of  a  full  credit  for  retirement  income, 
the  personal  exemptions  and  .standard  deduction,  now 
means  that  an  elderly  retired  couple  can  have  up  to 
$7048  of  income  without  paying  any  State  income  tax. 
It  also  means  that  on  adjusted  gross  incomes  of  $8000 
or  $9000,  the  tax  imposed  on  an  elderly  couple  is  less 
than  the  income  tax  paid  by  a  younger  married  couple 
with  5  children.  At  higher  income  levels  the  tax  of 
the  elderly  couple  increasingly  exceeds  that  of  the  7 
member  family  since  the  tax  value  of  the  credit  is 
fixed  in  amount  while  the  value  of  dependency  exemp- 
tions increases  with  the  imposition  of  the  progressive 
tax  rates  up  to  7  percent.  It  seems  anomalous  to  re- 
gard the  taxpaying  ability  of  a  family  of  7  with  $9000 
of  income,  as  greater  than  that  of  an  elderly  couple 
with  the  same  amount  of  income.  Of  course,  the  larger 
family  would  undoubtedly  bear  a  much  larger  relative 
tax  burden  under  a  sales  tax,  and  under  the  current 
income  tax  the  differences  in  amounts  paid  at  the 
$9000  income  tax  level  are  small.  But  if  income  tax 
burdens  are  to  be  increased,  efforts  to  improve  the 
alignment  of  such  relative  burdens  appear  desirable. 

With  respect  to  adjustment  of  the  tax  rate  struc- 
ture, there  are  considerations  that  suggest  relatively 
heavier  increases  would  be  appropriate  at  either  end 
of  the  income  scale.  Considerable  amounts  of  income 
are  now  exempt  from  tax,  and  above  these  levels  a  1 
percent  rate  apj^lies  to  the  first  $2500  of  taxable  in- 
come of  single  persons  and  to  the  first  $5000  of  mar- 
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ried  couples  filing  joint  returns.  The  rates  increase 
by  1  percentage  point  on  each  of  the  next  5  successive 
$2500  increments  of  taxable  income  for  single  persons 
and  $5000  increment  for  married  couples.  On  all  tax- 
able income  above  $15,000  for  single  persons  and 
$30,000  for  joint  returns,  the  top  flat  rate  of  7  percent 
applies. 

The  progression  of  marginal  rate  is  confined  to  a 
rather  narrow  span  of  taxable  income,  from  $2499  to 
$15,000  for  single  persons  and  from  $4,999  to  $30,000 
for  married  couples.  In  the  low  to  middle  income 
levels  the  rate  progression  is  steep  in  relative  terms. 
If  a  single  person  doubles  his  taxable  income  from 
$2,000  to  $4,000  or  from  $4,000  to  $8,000,  or  from 
$6,000  to  $12,000,  the  rate  of  tax  imposed  by  the  State 
is  doubled  in  each  ease  on  the  marginal  or  additional 
dollars  he  may  earn.  On  increases  in  taxable  income 
above  the  $15,000  level  there  are  no  further  increases 
in  marginal  rates  whether  his  taxable  income  rises  to 
$30,000,  $100,000  or  $1,000,000. 

In  terms  of  the  average  or  effective  rate  of  tax 
(i.e.,  tax  divided  by  adjusted  gross  income),  the  rate 
continues  to  rise  as  income  increases.  This  effective 
rate  of  tax  rises  from  0  at  the  level  of  exempt  income 
toward  the  highest  marginal  rate  as  incomes  become 
very  large.  A  considerable  element  of  progression  in 
effective  rates  is  introduced  into  the  tax  structure, 
even  for  those  subject  only  to  the  first  1  percent  mar- 
ginal rate,  through  the  system  of  exemptions.  For  a 
married  couple,  for  example,  the  effective  rate  on 
adjusted  gross  income  rises  from  0  at  $4,000,  to  0.2 
percent  on  $5,000,  and  0.5  percent  at  $8,000,  as  they 
are  taxed  on  a  larger  and  larger  proportion  of  their 
adjusted  gross  income  at  the  1  percent  marginal  rate. 
If  there  were  only  the  1  percent  marginal  rate,  the 
effective  rate  would,  of  course,  approach  1  percent 
for  larger  and  larger  incomes.  The  increases  in  mar- 
ginal rates  up  to  the  $15,000  level  for  single  persons, 
and  to  $30,000  for  married  couples,  keep  the  average 
rate  progressing  rapidly  through  the  middle  income 
ranges  and  then  tapering  off  toward  the  level  set  by 
the  top,  flat  marginal  rate.  The  net  effect  is  a  steeply 
progressive  effective  rate  structure  in  the  middle  and 
upper  middle  income  brackets.  For  a  single  person 
whose  deductions  equal  15  percent  of  his  adjusted 
gross  income,  the  effective  rate  of  tax  is  1.35  percent 
on  $10,000  of  adjusted  gross  income,  2.08  percent  at 
$20,000,  4.69  percent  at  $50,000  and  then  tapers  off 
toward  5.9  percent  of  adjusted  gross  income  at 
$1,000,000.  For  married  couples  with  wider  income 
brackets  the  rise  in  effective  rates  comes  somewhat 
later,  but  is  equally  steep  and  then  tapers  off,  with 
an  effective  rate  of  5.82  percent  at  the  $1,000,000  level 
of  adjusted  gross  income.  In  the  middle  income  ranges 
the  California  income  tax  system  is  the  most  progres- 
sive or  one  of  the  three  most  progressive  state  income 
taxes,  depending  upon  the  increments  of  income  con- 
sidered.^* 


The  relatively  sharp  progression  of  rates  in  the 
middle  income  brackets  is  probably  not  of  serious 
consequence  at  low  absolute  rate  levels.  The  fact  that 
one's  tax  rate  is  doubled  if  he  increases  his  income 
by  a  few  thousand  dollars  is  not  likely  to  be  a  deter- 
rent to  effort  or  investment  when  the  rates  are  only 
1,  2  or  3  percent.  One  way  to  increase  the  yield  of 
the  income  tax  is  to  narrow  the  brackets  to  which 
successive  marginal  rates  apply,  as  was  done  in  1959. 
But,  if  additional  revenues  are  required,  it  would 
seem  preferable  to  raise  the  whole  level  of  rates  some- 
what and  extend  the  degree  of  progression  downward 
by  lowering  exemptions  and  upward  by  applying 
somewhat  higher  marginal  rates  on  increments  of  in- 
come above  the  $15,000  and  $30,000  taxable  income 
levels  for  single  and  married  persons  respectively. 

One  of  the  first  possibilities  for  consideration  should 
be  raising  the  bottom  tax  rate.  The  State  appears  to 
have  been  very  solicitous  about  taxing  lower  income 
people  through  the  income  tax,  and  the  result  has 
been  hundreds  of  thousands  of  almost  trifling  tax  pay- 
ments. For  the  1962  income  year,  709,610  taxable  re- 
turns were  filed  with  adjusted  gross  incomes  under 
$5000  and  the  average  tax  per  return  was  $12.87. 
These  included  116,233  joint  returns  of  married  per- 
sons on  which  the  average  tax  per  return  was  $6.35, 
and  24,913  returns  of  heads  of  households  with  an 
average  tax  of  $6.34.  Even  in  the  $5000  to  $10,000 
adjusted  gross  income  range  the  average  tax  on 
1,420,362  joint  returns  of  married  couples  was  $24.15. 
These  figures  exclude  the  990,136  returns  filed  on 
which  no  tax  was  due.  In  each  ease  the  taxpayer 
probably  sighs  with  relief  that  his  tax  is  no  higher, 
but  a  levy  that  involves  the  compliance  burden  of 
completing  a  return  and  some  administrative  check- 
ing to  obtain  less  than  $10  a  year  of  revenue  borders 
on  being  a  nuisance  tax.  In  contrast,  property  taxes 
on  modest  homes  run  into  hundreds  of  dollars.  The 
retail  sales  taxes  borne  indirectly  by  a  family  with 
$5000  of  income  probably  exceed  $100.  If  some  tax 
rates  must  be  raised,  the  beginning  income  tax  rate 
might  well  be  a  leading  candidate. 

Raising  the  first  income  tax  rate  increases  the  ele- 
ment of  effective  rate  progression  at  the  bottom  of  the 
income  scale  and  moderates  the  relative  degree  of 
progression  in  the  middle  income  brackets  even  though 
the  sequence  of  marginal  rates  were  adjusted  upward, 
each  to  rise  by  one  percentage  point  for  a  successive 
increment  of  income.  Such  a  rate  revision  would  raise 
the  taxes  of  all  current  taxpayers  including  those  at 
the  top  of  the  income  scale.  But  the  proportionate  in- 
crease in  taxes  for  those  with  very  large  incomes 
would  be  small  and  of  diminishing  relative  effect  un- 
less the  top  marginal  rates  are  also  adjusted  upward. 

In  evaluating  possible  changes  in  a  state's  personal 
income  tax  rates,  the  combined  effects  of  the  Federal 


>»C/.,  Emanuel  Melichar,  State  Individual  Income  Taxes,  Storrs, 
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and  state  tax  structures  should  be  taken  into  account. 
And  in  formulating  judgments  about  the  net  effect  of 
state  taxes,  attention  can  appropriately  be  given  to 
different  points  of  view. 

An  increase  in  a  state's  income  tax  comes  at  a  dis- 
counted cost  to  the  taxpayer  when  the  accompanying 
reduction  in  his  Federal  income  tax  is  taken  into  ac- 
count, and  the  discounts  are  deeper  for  those  with 
the  larger  incomes.  Since  state  income  taxes  are  de- 
ductible in  computing  Federal  tax  liability,  for  tax- 
payers who  itemize  deductions  the  imposition  of  a 
state  tax  results  in  reduction  of  Federal  tax  by  the 
amount  of  the  state  tax  times  the  taxpayer's  marginal 
Federal  tax  rate.  Under  the  Federal  Revenue  Act  of 
1064  the  marginal  tax  rates  for  1965  and  sixbsequent 
years  range  from  14  percent  up  to  70  percent.  A  $1 
increase  in  state  tax  would  reduce  a  taxpayer's  Fed- 
eral taxes  by  $0.14  to  $0.70  depending  upon  his  Fed- 
eral rate  bracket.  The  cost  of  the  state  tax  increase 
is  borne  in  part  by  the  Federal  Government  through 
a  reduction  in  its  revenues,  and  this  share  of  the 
state's  gain  increases  as  the  state  tax  is  imposed  on 
citizens  in  higher  and  higher  Federal  rate  brackets. 
Tlie  obverse  is  that  the  net  cost  to  citizens  of  the  state 
for  $1  of  state  revenue  is  $0.86  if  taken  from  those  in 
the  14  percent  Federal  rate  bracket,  $0.50  if  from 
those  in  the  50  percent  bracket,  and  only  $0.30  if 
taken  from  those  in  the  top  Federal  bracket.^* 

The  net  burden  on  taxpayers  of  a  given  state  rate 
of  tax,  say  7  percent,  may  be  regarded  as  diminishing 
as  taxpayers'  incomes  increase  and  become  subject  to 
higher  and  higher  levels  of  Federal  tax.  For  taxpayers 
subject  to  marginal  Federal  rates  of  50  percent,  60 
percent  and  70  percent,  the  additional  burden  im- 
posed by  the  state  tax  is  not  7  percent  of  the  taxable 
income  but  only  3.5  percent,  2.8  percent  and  2.1  per- 
cent respectively.^^ 

The  proportionally  lower  net  burden  of  additional 
state  taxes  on  larger  incomes  suggests,  instead  of  one 
flat  rate,  that  marginal  rate  increases  might  be  ex- 
tended into  higher  rate  brackets  at  relatively  little 
cost  to  California  taxpayers.  With  a  general  upward 
revision  of  the  rate  structure  some  additional  contri- 
butions might  reasonably  be  expected  from  the  income 
levels  at  which  a  flat  7  percent  rate  now  applies.  But 
there  are  also  compelling  considerations  that  sixggest 
restraint  in  moving  in  this  direction.  While  the  net 
additional  State  burdens  are  relatively  small  in  terms 


"A  similar  effect  occurs,  of  course,  if  states  or  localities  in- 
crease any  taxes  that  are  deductible  by  the  taxpayer  in 
computing  his  Federal  income  tax.  But  the  relationships  are 
likely  to  be  less  clear  cut.  The  amount  of  state  sales  tax 
one  has  paid  is  not  easy  to  record  or  verify.  Some  persons 
who  pay  sales  and  property  taxes  owe  no  Federal  income 
tax  and  for  them  deductibility  is  of  no  avail.  Under  existing 
and  foreseeable  income  tax  structures  virtually  all  who  pay 
a  state  income  tax  are  also  liable  for  a  Federal  tax.  In  any 
case  the  direct  advantage  of  deductibility  depends  upon  the 
use  of  itemized  rather  than  standard  deductions  at  the  Fed- 
eral level. 

"'If  Rr  is  the  Federal  rate,  Rs  the  state  rate,  and  Rsn  the  net 
additional  rate  imposed  by  the  state  tax  after  allowing  for 
deductibility    of    the    state    tax    in    computing    Federal    tax, 

Rsn  =  Rs [Rf Rt(l Rs)]. 


of  the  income  taxed,  they  are  nonetheless  additional 
burdens  superimposed  on  high  Federal  levies.  In 
terms  of  the  proportion  of  marginal  income  left  with 
the  taxpayer  after  Federal  tax,  the  additional  State 
tax  burden  is  equal  to  the  statutory  rate.  For  a  tax- 
payer in  the  70  percent  Federal  bracket,  the  present 
7  percent  State  rate  raises  his  total  combined  tax  rate 
on  marginal  income  to  72.1  percent;  out  of  $100  of 
additional  income,  the  state  gets  $7,  the  Federal  Gov- 
ernment $65.10,  and  the  taxpayer  is  left  with  $27.90 
for  his  efforts.  The  $30  that  would  have  been  left  after 
Federal  tax  has  been  reduced  7  percent  by  the  State 
tax. 

When  income  tax  increases  are  contemplated,  it 
must  be  recognized  that  all  burdens  cannot  be  in- 
creased in  proportion.  Consideration  must  be  given 
not  only  to  how  much  income  taxes  are  increased  but 
also  to  how  much  residual  income,  or  the  amount  left 
after  taxes,  is  decreased.  In  recent  years  there  has 
been  concern  about  the  extent  to  which  income  tax 
rates — mainly  Federal  rates — have  encroached  on  the 
marginal  income  of  the  more  successful  income  recipi- 
ents. In  recommending  Federal  rate  reductions  in 
1963  President  Kennedy  noted  that  "Reducing  the 
maximum  [Federal]  individual  income  tax  rate  from 
91  to  65  percent  makes  more  meaningful  the  concept 
of  additional  reward  and  incentive  for  additional  ini- 
tiative, effort,  and  risk  taking.'"^  Secretary  of  the 
Treasury  Dillon  stated  in  support  of  the  Administra- 
tion 's  recommendations : 

There  has  clearly  developed  in  recent  months 
a  consensus  among  spokesmen  for  business,  labor 
and  the  population  at  large  on  the  desirability  of 
reducting  [Federal]  tax  rates. 

*     ♦     « 

For  the  highest  income  taxpayers,  present  rates 
are  today  simply  unrealistic.  These  rates,  rang- 
ing to  91  percent,  were  originally  enacted  to  in- 
sure a  broad  distribution  of  the  sacrifices  required 
by  an  all-out  war  effort.  They  are  no  longer  justi- 
fied. 

The  prospect  of  pecuniary  reward  is  only  one 
of  a  number  of  forces  motivating  individuals  to 
their  best  effort  and  to  risk  taking  and  invest- 
ment, but  it  is  an  extremely  important  one.  To 
promote  risk  taking  and  effort,  the  highest  [Fed- 
eral] tax  rate  should  not  exceed  65  percent — a 
reduction  of  29  percent  from  the  present  top 
rate.^^ 

After  consideration  of  the  revenue  costs  involved, 
the  Congress  reduced  the  top  Federal  rate  only  to  70 
percent.  Currently  this  leaves  the  states  seeking  addi- 
tional income  tax  revenues  with  the  problem  of  how 


"U.S.  Congress,  House  of  Representatives,  Committee  on  Ways 
and  Means,  President's  liitiS  Tax  Message,  Hearings,  8Sth 
Cong.,  1st  Sess.,  p.  8. 

"Ibid.,  pp.  40-41. 
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high  marginal  rates  can  be  pushed  in  the  higher  in- 
come tax  brackets  without  serious  adverse  economic 
effects.  If  California  should  undertake  a  stiffening  of 
its  income  tax  rate  structure,  a  balance  would  have  to 
be  struck  between  a  common  view  that  burden  in- 
creases should  be  at  least  proportional  in  the  higher 
brackets  and  a  recognition  that  subtantially  higher 
top  rates  will  tend  to  impair  economic  incentives.  With 
deductibility  of  State  tax  in  computing  the  Federal 
tax,  a  top  70  percent  Federal  rate  combined  with  a  7 
percent  State  rate  leaves  the  highest  income  taxpayers 
with  27.9  cents  out  of  a  marginal  dollar.  The  residual 
would  be  reduced  to  27.6  cents  or  to  27  cents  if  the 
top  State  rate  were  raised  to  8  percent  or  10  percent, 
respectively. 

A  quest  for  substantially  more  California  revenues 
from  the  personal  income  tax  must  lead  to  taxes  from 
many  now  exempt  and  to  some  additional  taxes  from 
existing  taxpayers  across  the  board,  and  it  should  be 
recognized  that  in  the  aggregate  the  higher  revenues 
will  come  mainly  from  persons  in  the  lower  and  mid- 
dle income  brackets  for  whom  direct  levies  on  in- 
come can  be  realistically  regarded  as  alternatives  to 
higher  property,  sales  or  indirect  business  taxes  they 
would  otherwise  be  expected  to  pay. 

With  larger  average  personal  income  tax  liabilities 
to  the  State,  a  system  of  employer  withholding  of  tax 
from  salaries  and  wages  would  become  more  practical 
and  desirable.  Payroll  withholding  of  tax  and  remis- 
sion by  employers  to  the  government  has  proved  to 
be  an  efficient  and  effective  method  of  payment  of  the 
bulk  of  income  taxes  for  the  Federal  Government  and 
for  an  increasing  majority  of  the  income  tax  states. 
This  places  a  good  deal  of  the  tax  compliance  costs  on 


employers,  but  this  disadvantage  may  tend  to  be  out- 
weighed by  advantages  to  government  and  taxpayers 
of  prompt  and  periodic  payments  on  more  substantial 
annual  tax  liabilities. 

With  heavier  State  reliance  on  personal  income 
taxes,  there  would  also  be  less  of  a  tendency  or  temp- 
tation for  local  governments  to  endeavor  to  develop 
municipal  income  taxes.  While  many  local  govern- 
ments are  hard  pressed  for  revenues,  and  in  some 
states  have  imposed  income  taxes,  it  seems  doubtful 
that  a  local  income  tax  program  should  be  encouraged 
or  sanctioned  in  California.  Local  income  taxes  are 
almost  of  necessity  flat-rate  taxes  on  payrolls,  since 
local  officials  are  not  in  a  position  to  assert  tax  on 
investment  or  other  income,  nor  to  adjust  tax  for 
family  circumstances,  with  respect  to  persons  who 
work  in  their  area  but  reside  elsewhere.  If  local  in- 
come taxes  proliferate,  problems  of  jurisdiction  and 
of  a  fair  sharing  of  revenues  are  created  for  govern- 
ments and  of  duplication  in  compliance  for  many 
businesses.  The  effective  administration  of  income 
taxes,  perhaps  more  than  sales  taxes,  appears  best  left 
to  a  State-wide  agency  and  local  needs  met  if  neces- 
sary by  sharing  in  the  proceeds  of  a  single  system  of 
collection. 

The  State  personal  income  tax,  as  is  indicated  in 
detail  below,  has  proved  to  be  a  responsive  source  of 
revenue  with  growth  in  population  and  rising  personal 
incomes.  It  has  substantial  potentials  for  additional 
yields  through  revisions  of  its  structure  of  exemptions 
and  rates.  These  possibilities  appear  to  deserve  high 
priority  in  consideration  of  alternative  means  of  rais- 
ing further  revenues  in  an  efficient  and  equitable 
manner. 


CURRENT  STRUCTURE  ^^ 


The  California  personal  income  tax  is  now  imposed 
at  rates  ranging  from  1  percent  to  7  percent  on  taxable 
income,  mainly  of  individuals  but  also  including  that 
of  fiduciaries,  estates  and  trusts.  Tlie  tax  is  imposed 
on  the  entire  taxable  income  of  California  residents 
and  upon  the  income  of  nonresidents  that  is  derived 
from  sources  within  California. 

The  concept  of  taxable  income,  the  tax  base,  is  de- 
fined in  great  detail  by  statute,^®  but  in  general  it  is 
derived  from  the  taxpayer's  annual  gross  income, 
from  wliich  successive  sets  of  allowances  are  permitted 
to  be  deducted  in  arriving  at  the  residual  amount  of 
income  subject  to  tax.  Broadly  these  allowances  in- 
clude, first,  the  deduction  of  business  expenses  which 
convert  gross  income  to  adjusted  gross  income  by  off- 
setting the  taxpayers'  costs  directly  involved  in  pro- 
ducing income.  As  a  general  rule  the  way  in  which  a 
taxpayer  chooses  to  use  his  adjusted  gross  income  does 
not  affect  his  tax  computations,  since  personal,  living 
and  family  expenses  are  not  generally  deductible,^" 
but  the  Legislature  has  provided  a  number  of  specific 
exceptions  for  such  items  as  interest,  taxes,  losses, 
extraordinary  medical  expense,  and  charitable  con- 
tributions, and  these  (or  a  standard  deduction  in  lieu 
of  itemized  amounts)  constitute  personal  deductions 
which  reduce  adjusted  gross  income  to  net  income. 
Taxpayers  are  then  permitted  to  deduct  statutorily 
established  amounts  as  personal  exemptions  and  also 
flat  exempt  amounts  for  each  dependent,  to  arrive  at 
taxable  income.  The  tax  for  most  persons  is  deter- 
mined by  applying  the  tax  rate  schedule  to  taxable 
income,  but  for  others  the  amount  of  tax  due  is  then 
reduced  by  credits  against  tax  for  retirement  income 

[  of  elderly  taxpayers  or  for  amounts  of  income  tax 
paid  in  other  states.  The  general  structure  of  the  tax 
has  been  summarized  by  the  Franchise  Tax  Board  for 
1962  as  shown  in  Table  1.  The  principal  steps  in  the 

;  tax  calculation  are  also  discussed  in  some  detail  below. 

'  By  and  large,  the  State  s.ystem  corresponds  with  the 
Federal  individual  income  tax  in  definitions  of  gross 

I  income  and  in  the  business  and  personal  deductions 

[allowed,  although  there  are  specific  exceptions.  In 
these  areas  there  has  been  a  general  policy  of  bring- 
ing the  State  law  into  conformity  with  the  Federal  to 
the  extent  this  is  feasible,  is  not  precluded  by  the 
State  Constitution,  and  does  not  seriously  reduce  State 

|revenues.^^  The  State  system  differs  widely  from  the 

'  Federal  in  providing  more  liberal  allowances  for  per- 

'  ■»  Only  the  principal  features  of  the  law  are  discussed  here  In 
rather  general  terms.  For  comprehensive  and  precise  treat- 
ment reference  should  he  made  to  the  State  of  California, 
Revenue  and  Taxation  Code,  and  to  current  reportins  serv- 

,  Ices  such  as  Russell  S.  Bock,  196i   Guidebook  to  California 

Taxes,  Los  Angeles,  Commerce  Clearins  House.  Inc.,  1964. 
"Revenue  and  Taxation  Code,  sees.  17071-17304. 


sonal  exemptions  and  standard  deductions,  and  in  im- 
posing much  lower  rates. 

Gross  income  is  a  comprehensive  concept  covering 
generally  all  income  from  whatever  source  derived,^^ 
but  the  State  law  also  specifically  enumerates  various 
types  of  receipts  to  be  included  and  some  to  be  ex- 
eluded.  Among  the  inclusions  are  wages  and  compen- 
sation for  services,  interest,  dividends,  rents,  royalties, 
pensions,  gains  from  dealing  in  property,  and  gross 
income  derived  from  a  business,  including  an  indi- 
vidual's distributive  share  from  a  partnership.  Among 
the  exclusions  are  gifts,  inheritance,  proceeds  of  life 
insurance  paid  on  death,  up  to  $5000  of  employee 
death  benefits,  and  compensation  for  injuries  or 
sickness.  For  some  receipts  such  as  alimony,  annuities, 
certain  insurance  proceeds,  prizes  and  awards,  special 
rules  determine  the  circumstances  for  inclusion  or 
partial  inclusion  in  gross  income.  While  the  Federal 
Government  includes  within  a  taxpayer's  gross  income 
interest  from  Federal  obligations  but  not  that  from 
state  and  local  securities,  California,  for  Constitu- 
tional reasons,  excludes  interest  on  Federal  obligations 
as  well  as  on  its  own  and  its  local  government  obliga- 
tions but  includes  interest  receipts  of  its  taxpayers 
from  the  obligations  of  other  states  and  localities. 
California  is  more  liberal  than  the  Federal  Govern- 
ment in  excluding  up  to  $1000  a  year  of  military  com- 
pensation or  retirement  pay  regardless  of  whether  it 
is  for  combat  service  or  hospitalization  as  a  result  of 
such  service.  On  the  other  hand,  California  does  not 
allow  the  Federal  exclusion  from  gross  income  of  the 
first  $100  of  dividends  ($200  in  the  case  of  married 
couples). 

The  business  expense  deductions  in  effect  insure 
that  some  individuals  will  not  be  taxed  according  to 
gross  rather  than  net  receipts.  From  gross  incomes  de- 
rived from  business  or  rental  property,  taxpayers  are 
allowed  to  deduct  the  expenses  attributable  to  operat- 
ing the  business  or  property.  Salesmen  operating  out- 
side a  business  may  deduct  their  expenses,  and  other 
employees  are  permitted  to  offset  reimbursements 
they  receive  for  travel  and  transportation. 

Deductions  from  gross  income  are  also  allowed 
with  respect  to  sale  or  exchange  of  the  taxpayer's 
property.  When  a  taxpayer  disposes  of  a  property 
and  receives  more  than  its  cost  or  adjusted  tax  basis, 
the  net  gain  is  includable  in  his  gross  income.^^  For 


'-oibid.  sec.  17282. 

^  See,  for  example,  the  discussions  of  new  legislation  in  the 
State  of  California  Franchise  Tax  Board,  Annual  Reports 
for  1951,   1955,   1959,  and   1963. 

22  Revenue  and  Ta.xation  Code,  sec.  17071. 

2^  To  the  general  rule  there  are  exceptions  such  as  those  for  non- 
recognition  of  gain  on  the  sale  of  a  residence.  Cf.,  ibid.. 
Chapter  14. 
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Table  1 


CALIFORNIA  PERSONAL  INCOME  TAX  RETURNS 

1962  INCOME  YEAR 


Wf!^^Wf!l^^^^'W^!^^!^^?^'^^^^!^^^^'^^^^^T^^^^^!!^^^'?!^- 


GROSS  INCOME 


minus 
__i 


DEDUCTIONS 

FROM 

GROSS  INCOME 


equal s 


ADJUSTED  GROSS; 
INCOME 
$36.1  billion' 


ninus 

r 


STANDARD  OR 

ITEMIZED  DEDUCTIONS 

$6,1  billion 


and  minus 
£ 


PERSONAL 

EXEMPTIONS 

$11.9  billion 


and  minus 
f 


EXEMPTIONS  FOR 

DEPENDENTS 

$3.3  billion 


equal s 

....  .■...^  ...t. 

TAXABLE 
INCOME 
.$15.9  billion*: 


minus 


TAX  CREDITS 
$1.2  million 


equals 


TAX 

ASSESSED 

$309  minion 


Trade  and  business  expenses 
Depreciation,  depletion,  S-  amortization 
Losses  on  sales  or  exchanges 
Entertainment,  travel,  &  transportation  costs 
Employee's  reimbursed  expenses 

Salaries  and  wages $28.5  billion 

Dividends  and  Interest 2.1    " 

Net  capital  gains 1.0    " 

Net  business  gains 3.7    " 

Miscellaneous  net  gains .8    " 

Contributions 

Medical  and  adoption  expenses 

Interest  and  certain  taxes 

Bad  debts,  casualty  losses,  &  thefts 

Alimony  and  separate  maintenance  payments 

Political  contributions 

$3,000  for  married  persons  &  unmarried  heads 
of  households 
1,500  for  single  persons 
1 ,000  for  estates 
100  for  trusts 


$600  for  each  dependent 


-4    Basis  of  the  tax  computatic 


-( 

■{ 


Net  income  taxes  paid  other  states 
Retirement  Income  credit 


The  amount  of  tax  owed  the 
State  of  California 


u???"!  '?  °"  *a^3'''«  returns.   In  the  case  of  nontaxable  returns,  the  sum  of  deductions  ($.9 
billion;,  personal  exemptions  ($2.7  billion),  and  exemptions  for  dependents  ($1.0  billion) 
exceeds  adjusted  gross  Income  ($3.6  billion)  by  $1.0  billion. 


Source:  State  of  California  Franchise  Tax  Board,  Annual  Report  Calendar  Year  196S. 
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properties  classified  as  capital  assets  (which  comprise 
most  property  except  stock  in  trade  or  that  held  for 
sale  to  customers  in  the  ordinary  course  of  business), 
the  gain  is  a  capital  gain,  or  if  disposed  of  at  a  loss, 
a  capital  loss,  and  special  rules  apply.  Assets  held 
more  than  six  months  are  classified  as  long  term,  and 
those  held  for  less  are  short  term.  In  the  tax  computa- 
tions, all  gains  and  losses  are  first  calculated  and 
then  off-set.  Any  excess  of  short-term  gains  is  in- 
cluded in  gross  income.  Any  net  gain  on  long-term 
assets,  to  the  extent  it  exceeds  any  net  loss  on  short- 
term  assets,  is  included  in  gross  income  after  deduction 
of  50  percent  of  the  net  long-term  gain.^*  Any  net 
capital  loss,  after  offsetting  capital  gains,  is  deducted 
from  gross  income  up  to  a  limit  of  $1000  or  to  the 
;  amount  of  the  taxpaj^er's  other  net  income  if  that  is 
less  than  $1000.  A  capital  loss  that  is  not  absorbed 
a-jainst  net  income  in  one  year  may  be  carried  for- 
ward and  offset  against  income  of  subsequent  years 
subject  to  the  same  annual  limitations.  The  result  is 
;that  net  short-term  gains  are  included  as  ordinary 
income,  but  onl.y  half  of  net  long-term  gains  are  so 
included.  Long-term  gains  are  in  effect  taxed  at  only 
one-half  of  the  taxpayer's  marginal  rates,  i.e.,  on  rates 
ranging  from  0.5  to  3.5  instead  of  from  1  to  7  percent. 

The  California  and  Federal  provisions  for  capital 
gains  have  been  brought  closely  in  accord  and  efforts 
are  made  to  keep  them  so.  For  example,  when  the 
Federal  Revenue  Act  of  1964  extended  the  period  for 
carrj'ing  forward  of  losses  indefinitely  instead  of  lim- 
iting it  to  5  years,  as  had  been  the  previous  require- 
ment, the  California  Legislature  later  in  1964  adopted 
ia  conforming  amendment.  The  State  does  not  provide 
an  alternative  method  of  computing  tax  on  capital 
gains  to  limit  the  tax  rate  on  long-term  gains  to  25 
percent,  since  the  much  lower  State  rates  make  this 
unnecessary. 

The  favorable  treatment  of  long-term  gains  is  also 
accorded  with  respect  to  gains  from  an  involuntary 
I  conversion  and  gains  from  disposition  of  property  not 
[technically  classified  as  capital  assets  such  as  real  or 
I  depreciable  property  used  in  a  trade  or  business, 
'livestock  except  poultry,  unharvested  crops,  timber, 
stock  options  and  lump  sum  termination  payments  of 
I  employees.  But  the  tax  treatment  of  these  assets  dif- 
'fers  from  capital  assets  in  that  losses  upon  disposition 
are  fully  deductible. 

The  deductions  from  gross  income  to  arrive  at 
adjusted  gross  income  may  be  regarded  as  putting 
taxpayers  who  obtain  receipts  from  business  opera- 
tions or  disposal  of  property  on  a  par  with  those  who 
obtain  their  incomes  from  salaries  and  wages.  In  most 
instances  the  latter  do  not  require  adjustments  for  the 
costs  of  deriving  the  receipts.  Adjusted  gross  income, 


"As  is  shown  in  the  Appendix,  prior  to  1959  the  percentag-e  of 
long  term  gains  included  varied  with  the  period  the  asset 
was  held  as  follows:  not  more  than  1  year,  100  percent;  1 
to  2  years,  80  percent ;  2  to  5  years,  60  percent ;  5  to  10 
years,   40  percent;  more  than  10  years,  30  percent. 


in  which,  generally,  salaries  and  wages  are  directly 
included,  is  often  used  as  a  fundamental  concept  of 
taxpayers'  comparative  incomes  for  tax  purposes,  be- 
fore allowances  for  personal  deductions,  exemptions 
and  the  like. 

The  personal  deductions  represent  departures  from 
the  general  rule  that  the  income  tax  does  not  allow  for 
particular  personal,  family  and  living  expenses.  De- 
ductions are  allowed  under  Federal  and  California 
laws  for  certain  expenses  which  are  regarded  as  re- 
ducing tax  paying  ability  or  which  serve  some  socially 
desirable  pui'poses.  In  broad  outline  the  State  and 
Federal  allowances  are  similar  though  differing  in 
some  details. 

The  Federal  government  allows  deduction  of  State 
income  tax  in  computing  Federal  liability;  the  State 
does  not  allow  deduction  of  either  Federal  or  State 
income  taxes.  Under  the  Federal  Revenue  Act  of 
1964,  deductions  were  disallowed  for  state  and  local 
taxes  on  alcohol,  tobacco,  auto  license  tags  and 
drivers'  permits,  except  where  they  are  deductible  as 
a  business  expense.  Personal  deductions  at  the  Federal 
level  for  state  and  local  taxes  are  now  confined  largely 
to  taxes  on  property,  income,  general  sales,  and  motor 
vehicle  fuels.  A  similar  1964  California  amendment 
narrowed  the  range  of  taxes  deductible  for  personal 
income  tax  computations  to  State  and  local  property 
taxes,  general  sales  taxes  and  gasoline  and  motor  fuel 
taxes;  deductions  can  no  longer  be  taken  for  motor 
vehicle  registration  and  drivers'  licenses,  unemploy- 
ment-disability insurance  paid  to  the  State  of  Cali- 
fornia, nor  for  Federal  excises  such  as  those  on  ad- 
missions, communications,  dues,  import  duties,  trans- 
portation and  safety  deposit  rental.^^ 

Since  1954  the  Federal  Government  has  generally 
allowed  the  deduction  of  medical  expenses  in  excess 
of  3  percent,  instead  of  an  earlier  5  percent,  of  ad- 
justed gross  income  and  the  State  has  done  the  same 
since  1961.  Both  waive  this  adjusted  gross  income 
limitation  of  medical  expense  deductions  for  tax- 
payers over  65.  The  State  maximum  limitations  on 
medical  deductions  for  any  one  year,  however,  remain 
below  those  allowed  by  the  Federal  law.  In  1964  the 
Federal  Government  and  then  the  State  imposed  a 
limit  on  casualty  or  theft  losses,  permitting  deduc- 
tions only  in  excess  of  $100.  The  deduction  for  chari- 
table contributions  is  limited  by  the  State  to  20  per- 
cent of  adjusted  gross  income,  while  the  Federal 
Government  allows  up  to  30  percent  for  certain  types 
of  gifts.  On  the  other  hand,  the  State  permits  deduc- 
tions of  up  to  $100  ($200  for  a  married  couple)  for 
political  contributions,  but  Federal  law  does  not.  Both 
levels  of  government  allow  itemized  personal  deduc- 
tions for  the  expenses  of  producing  income  that  may 
be  of  avail  to  persons  who  do  not  file  business  tax 
returns.  The  Federal  law  in  1954  and  the  State  in 


» Cf.,   state  of  California  Franchise  Tax  Board  Annual  Report 
Calendar  Year  196S,  p.  3. 
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1961  provided  limited  deductions  of  up  to  $600  for 
expenses  of  child  care  -svhile  parents  were  at  work, 
and  both  Governments  in  1961:  raised  the  limit  to 
$900  where  two  or  more  dependents  required  home 
care. 

In  the  differences  in  deductibility  of  income  taxes 
there  are  fundamental  issues  that  are  further  dis- 
cussed below,  but  with  respect  to  the  other  personal 
deductions,  the  State  and  Federal  aUowanees  are 
broadly  similar  in  effect.  On  the  basis  of  past  experi- 
ence, it  may  be  expected  that  some  of  the  current  dif- 
ferences will  gTadually  be  narrowed  by  State  con- 
forming amendments.  In  the  case  of  deductions  for 
political  contributions,  there  is  considerable  pressure 
at  the  Federal  level  to  move  in  the  direction  that 
the  State  has  taken. 

Prom  time  to  time  there  have  been  suggestions  that 
the  individual  income  tax  base  could  be  substantially 
broadened  by  eliminating  or  drastically  curtailing 
the  personal  deductions,  thus  moving  toward  a  tax  on 
adjusted  gross  income.-*  Along  this  line.  President 
Kennedy  recommended  in  1963  that  the  itemized  de- 
ductions for  Federal  tax  be  limited  overall  to  amounts 
in  excess  of  5  percent  of  the  taxpayer's  adjusted 
gross  income.^''  This  change,  which  would  have  raised 
Federal  revenues  by  $2.3  bUlion  and  permitted  deeper 
Federal  rate  reductions,  was  rejected  by  the  Con- 
gress. The  strong  support  evinced  by  taxpayer  groups 
and  members  of  Congressional  tax  committees  for  the 
respective  deductions^*  suggests  that,  unless  revenue 
needs  should  become  very  acute,  the  personal  deduc- 
tions will  remain  as  significant  components  of  per- 
sonal income  tax  structures  at  state  as  well  as  Federal 
levels. 

In  lieu  of  itemized  personal  deductions,  the  State 
now  allows  flat  standard  deductions  of  $1000  for 
married  couples  filing  joint  returns  and  for  unmar- 
ried heads  of  households  and  of  $500  for  all  other 
individuals.  The  development  of  the  State  standard 
deduction  for  years  followed  the  Federal  Govern- 
ment's lead,  but  has  now  surpassed  it.  The  Federal 
Government  in  the  Revenue  Act  of  19-11  provided  an 
optional  tax  table  for  taxpayers  with  up  to  $3000  of 
gross  income  and  rates  were  adjusted  to  allow  a  stand- 
ard deduction  equivalent  to  6  percent  of  the  income. 
In  the  Individual  Income  Tax  Act  of  1944  the  op- 
tional tables  were  extended  to  $5000,  the  6  percent 
raised  to  10  percent,  and  persons  with  more  than 
$5000  were  permitted  an  optional  standard  deduction 
of  $500.  The  Revenue  Act  of  1948  provided  a  stand- 
ard deduction  of  10  percent  of  adjusted  gross  income 
up  to  a  limit  of  $1000  for  all  returns  except  married 
persons  filing  separately,  where  the  $500  limit  was 

"See,  for  example,  Joseph  A.  Pechman,  "TVhat  TVould  a  Com- 
prehensive Income  Tax  Yield?"  Tax  Revision  Compendium, 
papers  submitted  to  Committee  on  Ways  and  Means,  U.S. 
Congress,  Nov.  16,   1959.  pp.  251-282. 

"  U.S.  Congress,  House.  Committee  on  Ways  and  Means,  Presi- 
dent's 196S  Tax  ilessage,  hearings,  88th  Cong.,  1st  Sess., 
pp.  18-19. 

■  Ibid.,  Parts  1-7,  passim. 


maintained.-*  In  1964  the  Federal  Government  added 
to  these  provisions  an  option  for  an  indi%'idual  to, 
take  a  minimum  standard  deduction  of  $300  ($400i 
for  a  m.arried  couple  filing  jointly)  plus  $100  fop 
each  additional  dependent,  and  plus  $100  for  himself; 
or  his  spouse  if  65  or  over  or  bUnd,  up  to  a  maximi] 
of  $1000  ($500  for  married  persons  filing  separately). 
The  minimum  standard  deduction  is  of  advantage 
wherever  it  exceeds  10  percent  of  adjusted  gross 
income  for  low  income  taxpayers.  In  California  the 
standard  deduction  was  first  allowed  in  1945,  at  6 
percent  of  adjusted  gross  income  less  exemptions  for 
dependents,  for  taxpayers  with  less  than  $5000  ad- 
justed gross  income  who  elected  to  use  the  optional" 
table;  the  standard  deduction  was  a  flat  $300  for 
returns  with  $5000  or  more  adjusted  gross  income 
which  were  ineligible  for  the  optional  tax  table.* 
In  1953  the  $300  limit  was  raised  to  $600  for  joint 
returns  of  married  couples  with  adjusted  gross  in- 
comes of  $10,000  or  more,  so  that  for  those  who  took 
the  standard  deduction  a  joint  return  would  be  just 
as  favorable  as  filing  separately.  In  1959  the  stand- 
ard deduction  was  raised  from  6  percent  to  10  per- 
cent for  taxpayers  using  the  tax  tables  (married 
couples  with  incomes  up  to  $10,000,  and  all  others 
with  incomes  up  to  $5000),  and  for  taxpayers  with 
larger  incomes  the  standard  deduction  was  $1000  on 
joint  returns  and  $500  on  all  others.  In  1964  The 
California  standard  deduction  was  set  simply  at 
$1000  for  married  couples  filing  jointing  and  for 
unmarried  heads  of  households  and  at  $500  for  all 
other  individuals. 

This  is  a  simple  device  which  in  effect  raised  the 
level  of  exempt  income  for  persons  in  the  lower 
income  ranges.^^  The  flat  standard  deductions  plus 
personal  and  dependency  exemptions  established  new 
levels  below  which  all  income  is  not  subject  to  tax. 
Record  keeping  for  many  low  income  families  is  sim- 
plified. For  married  couples  with  $6000  of  adjusted 
gross  income,  for  example,  it  makes  no  difference 
whether  amounts  they  would  be  entitled  to  as  item- 
ized personal  deductions  are  5  percent,  10  percent  or 
15  percent  of  their  adjusted  gross  incomes,  for  all 
can  receive  more  favorable  treatment  under  the  flat 
$1000  standard  deduction.  For  persons  whose  item- 
ized personal  deductions  are  greater  than  the  flat 
standard  deduction,  the  new  provision  is  of  no  avail, 
regardless  of  their  income  levels.  Some  of  the  re- 
finements of  the  income  tax  in  differentiating  be- 
tween persons  who  do  and  do  not  use  their  funds  for 
items  eligible  for  personal  deductions  are  eliminated 
bv  a  standard  deduction  that  assumes  all  are  entitled 


"  See  "Taxation  Developments,"  .Annual  Report  of  the  Secretary 
of  the   Treasury,  1942,  p.  48;   1944.  p.   119;   1948,   pp.   51-2. 

"  See  Appendix  A- 

'^  The  effect  of  the  new  flat  standard  deduction  was  to  provide 
relief  to  an  estimated  1,110,000  low-income  taxpayers  and 
to  remove  120.000  of  these  entirely  from  the  tax  rolls,  with 
a  revenue  loss  estimated  at  J2. 750,000.  State  of  California 
Budget  for  the  Fiscal  Year  July  1,  196^  to  June  SO,  liSS, 
p.  ■nil. 
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to  deductions  equal  to  a  percentage  of  their  incomes ;  of  households,  to  $3000,  while  the  dependency  exemp- 

more  of  the  refinements  are  obliterated  by  a  stand-  tion  was  increased  to  $600. 

ard  deduction  that   assumes  all  are   entitled  to   at  In  contrast  the  Federal  exemptions  for  taxpayers 

least  a  flat  amount  in  lieu  of  personal  deductions.  and  dependents  were  reduced  to  $500  per  capita  dur- 

The  latter  type  of  standard  deduction  has  become  ing  World  War  II  and  raised  to  $600  in  1948,  where 

virtually  an   extension   of   personal   exemptions  for  they  have  remained.  The  effective  level  of  exemption 

the  income  levels  in  which  it  is  effective.  for  low  income  persons  was  raised  by  the  adoption  of 

Exemptions  for  taxpayers  and  for  their  dependents  the  minimum  standard  deduction  with  the  Revenue 

reflect  legislative  decisions  about  levels  of  income  that  Act  of  1964.  Under  current  Federal  rules  incomes  are 

are  deemed  too  low  to  bear  income  tax.  These  deci-  not  subject  to  any  tax  if  they  do  not  exceed  $900  for 

sions   are   influenced  by   the   government's   revenue  a  single  person,  $1600  for  a  married  couple,  or  $4400 

needs    and    by    the    burdens    imposed    on    citizens  for  a  couple  with  4  dependents,  as  compared  respec- 

through  other  forms  of  taxation.   The  amounts  that  tively  to  $667,  $1333  and  $4000  that  would  be  free  of 

individuals  may  deduct  from  net  income  as  personal  tax  with  $600  per  capita  exemptions  and  a  standard 

exemptions   under   the    current    California   law   are  deduction  equal  to  10  percent  of  adjusted  gross  in- 

$1500  for  the  return  of  a  single  person  or  separate  eome.^^ 

return  of  a  married  person,  and  $3000  for  the  joint  California  changes  in  exemptions  and  standard  de- 
return  of  a  married  couple  or  return  of  an  unmar-  duetions  in  1959  and  1964  have  had  diverse  net  effects 
ned  head  of  household.  An  additional  exemption  of  ^^  different  taxpayers.  The  $500  reduction  in  personal 
$600  is  allowed  on  the  return  of  a  blind  person  and  exemptions  in  1959  for  single  persons,  married  couples 
also  if  the  taxpayer's  spouse  is  blind.  Taxpayers  who  ^^^^  ^^^^^  ^^  households  tended  to  broaden  the  tax 
provide  more  than  half  the  support  of  their  depend-  ^^^^  ^^^  increase  tax  liabilities.  The  $200  increase  in 
ents  may  also  deduct  an  exemption  of  $600  for  each  ^^^^  dependency  exemption  worked  the  other  way, 
epenc  en  .                 ,    ,,    .                         .,.,..,,  and  for  taxpayers  with  3  or  more  dependents  the  re- 

A  head  of  household  IS  an  unmarried  individual  ^^^^^^^  j^  p^^^^^^l  exemptions  was  more  than  offset 

who  maintains  a  household  for  his  child  or  grandchild,  ^     ^^^^^^  deductions  for  dependents.  The  flat  stand- 

or  for  a  dependent  parent  or  for  any  other  dependent.  ^^^   deductions   adopted  in   1964   increased   effective 

A  taxpayer  qualifies  as  head  of  household  if  he  fur-  exemption  levels  for  many  taxpavers.  The  amount  of 

imhes  a  home  for  a  child  or  grandchild  even  though  adjusted  gross  income  excluded  from  tax  in  1952  and 

they  do  not  meet  the  test  for  a  dependency  exemption,  jgg^  ^     exemptions  and  standard  deductions  for  dif- 

but  m  all  other  cases  the  person  for  whom  the  house-  ^^^^      ^^^-^^^  ^^^^^^^^  j^  ^^  j^U^^^  ^ 
hold  IS  maintained  must  quality  as  a  dependent.  No 

dependency  exemption  is  allowed   a  taxpayer  for  a  „.    ,                                                     .„  •           „„.^ 

J  J       .       T       ■  •       T    .  Tj;      ii       i  bingle  person $21^8         $2000 

dependent  who  is  required  to  quality  the  taxpayer  as  Married  couple 3723         4000 

head  of  household.  Thus  a  taxpayer  who  maintains  a  Head  of  Household 3723         4000 

home  for  a  dependent  parent  receives  an  exemption  ^{-;:|^^  -,^  ^  d:S:nS:::::::::::    5^00         iZ 
of  $3000,  equivalent  to  a  married  couple,  and  $900 

more  than  a  single  taxpayer  who  is  entitled  to  a  $1500  Despite  the  lowering  of  personal  exemptions  the  gen- 
personal  exemption  and  a  $600  exemption  for  a  de-  eral  net  effect  of  the  changes  for  taxpayers  using  the 
pendent  for  whom  he  does  not  furnish  a  home.  standard  deduction  has  been  to  narrow  the  tax  base. 
A  $1000  deduction  is  allowed  as  a  personal  exemp-  r^he  new  flat  standard  deduction  also  gives  some  relief 
tion  in  computing  the  income  tax  for  an  estate,  and  to  those  who  would  itemize  personal  deductions  under 
$100,  for  a  trust.  In  the  latter  case  provision  is  made  the  1952  rules  for  standard  deductions  but  now  find 
for  adjusting  the  exemption  up  to  $200,  if  the  regular  the  new  standard  deductions  more  advantageous  than 
$100  exemption  would  result  in  a  tax  of  less  than  $1.  itemizing.  For  persons  who  have  continuously  had 
;  During  World  War  II,  when  State  revenues  were  substantial  amounts  of  itemized  deductions— e.g., 
large  relative  to  expenditures,  the  personal  exemp-  ^qj.q  than  $500  for  single  persons  or  $1000  for  mar- 
tions  were  raised  and  for  income  years  1945^8  were  j-ied  couples— changes  in  the  standard  deduction  rules 
set  at  $3000  for  single  persons  and  $4500  for  married  j^^^g  ^^^  l^gg^  of  consequence,  and  whether  they  are 
couples.=^=  The  dependency  exemption  was  $400.  As  ^^^^^^  ^^  ^^^^^  ^q  ^^^^^  tl^g  ^.^^.^g^t  exemption  rules 
revenue  requirements  subsequently  increased  personal  ^^  ^^  ^^^  ^^^^^^  ^^  dependency  exemptions  to 
exemptions  were  lowered.  From  1949  to  1958,  the  ,  .  ,  ,  u  ^-^1  j 
.exemption  for  single  persons  was  $2000,  for  married  ^^^^^^  ^^'^  "^^^  ^'  '^^'*^'^- 

'couples  and  heads  of  households,  $3500,  while  for  de-  Since  the  personal  exemptions  and  standard  deduc- 

pendents  the  exemption  remained  $400.  In  1959  the  tion  exempt  many  persons  from  tax,  there  is  Uttle 

exemption  for  single  persons  was  reduced  to  the  cur-  ^The    adoption    of    the    minimum    standard    deductions    reduced 

rent  level  of  $1500,  and  for  married  couples  and  heads  fb'out'^'.l^mm^o'n  i^o^wrncfm'e'"r\\'urn\''f°rom''i^^3e?attar°;us^ 

Treasury  Department,  iievenue  Act  of  lH6i  Sum7naries,Feh- 

"See  Appendix  A,  Table  2,  for  a  tabular  history  of  adjustments.  ruary  28,  1961,  TP-11,  p.  2. 
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point  in  having  these  persons  file  returns.  Under  the 
filing  requirements  adopted  in  1964,  a  State  income 
tax  return  must  be  filed  for  every  individual  who  has 
$2000  or  more  of  adjusted  gross  income  or  for  a  mar- 
ried couple  who  have  $4000  or  more  of  adjusted  gross 
income.  These  rules  are  simpler  and  more  readily  com- 
plied with  than  those  prevailing  in  earlier  years  when 
a  return  was  required  for  a  single  person  who  had 
either  a  gross  income  of  $5000  or  a  net  income  of 
$1500,  and  for  a  married  couple  who  had  either  $5000 
of  gross  income  or  $3000  of  net  income.  A  married 
couple  may  elect  to  file  separate  returns  or  a  joint 
return. 

The  proportion  of  the  population  covered  by  Cali- 
fornia filing  requirements  is  considerably  less  than 
that  affected  by  the  Federal  individual  income  tax. 
A  Federal  return  is  required  from  each  citizen  or 
individual  residing  in  the  United  States  who  has  gross 
income  of  $600  or  more  (or  $1200  or  more  if  he  has 
reached  65  years  of  age).  In  1961  and  1962  total  State 
returns  accounted  for  about  78  percent  of  the  State 
population  as  filers  or  their  dependents,  while  Federal 
returns  accounted  for  about  93  percent  of  the  coun- 
try's population.^* 

After  subtracting  the  various  allowances,  the  resi- 
dual amount  of  taxable  income  under  the  State  law 
is  subject  to  the  following  rates,  for  which  the  rate 
brackets  differ  with  respect  to  joint  returns  of  married 
couples  and  the  returns  for  others  including  single 
persons,  heads  of  households  and  married  persons  fil- 
ing separate  returns. 

Table  2 

CURRENT  TAX   RATES  UNDER  CALIFORNIA 
PERSONAL   INCOME  TAX 
Taxahle  Income 
Married  couple — 
Tax  rate  joint  return 

1% Up  to  $5,000 

2%    I.^OOO  to  10,000 

3%    10,000  to  15,000 

4%   15,000  to  20,000 

5%   20,000  to  25,000 

6%   25,000  to  30,000 

7%   30,000  and  over 

Source :   State  of  California,   Revenue  and   Taxation  Code   sees. 
17041-17045. 


All  other  returns 

Up  to  $2,500 

$2,500  to    5,000 

5,000  to    7..')00 

7,500  to  10,000 

10,000  to  12,.500 

12,500  to  15,000 

15,000  and  over 


The  state  imposes  a  low  starting  rate  that  applies 
to  relatively  wide  brackets  of  taxable  income.  A  mar- 
ried couple,  for  example,  who  have  $9000  of  adjusted 
gross  income  and  use  the  standard  deduction,  pay  a 
tax  of  1  percent  on  $5000  of  taxable  income,  or  $50. 
In  relation  to  their  adjusted  gross  income,  this  repre- 
sents an  average  effective  rate  of  0.55  of  1  percent. 
The  statutory  rates  progress  on  increments  of  taxable 
income  through  the  middle  income  ranges  up  to 
$15,000  for  single  persons  and  $30,000  for  joint  re- 
turns. Thereafter,  the  rate  remains  proportional  to  all 
additional  amounts  of  taxable  income,  at  7  percent. 

•*  Cf.,  Table  7,  p.  infra. 


In  comparison,  until  1964  the  starting  federal  tax 
rate  was  20  percent  of  taxable  income  and  rates 
progressed  up  to  91  percent  for  incomes  in  excess  of 
$200,000  for  single  persons  and  $400,000  for  joint  re- 
turns. Under  the  new  federal  rates  effective  for  1965, 
the  starting  rate  will  be  14  percent  and  the  rates 
progress  through  $500  taxable  income  brackets  for 
single  persons  ($1000  for  joint  returns)  up  to  19  per- 
cent on  taxable  incomes  over  $2000  for  single  persons 
(.$4000  for  joint  returns)  and  thereafter  rates  con- 
tinue to  rise  with  widening  income  brackets  up  to  70 
percent  on  taxable  income  over  $100,000  for  single 
persons  ($200,000  for  joint  returns).  A  married 
couple  with  $9000  of  adjusted  gross  income  and  the 
federal  standard  deduction,  will  pay  for  1965  a  fed- 
eral tax  of  $1171,  which  is  equivalent  to  an  effective 
rate  on  their  adjusted  gross  income  of  13  percent. 

The  state  personal  income  tax  rates  have  been  varied 
over  the  years  in  the  light  of  changing  revenue 
needs.^^  The  rate  structure  has  been  modified  in  part 
by  decreasing  and  increasing  the  top  rates  and  per- 
haps more  significantly  by  changing  the  income 
brackets  to  which  the  marginal  rates  of  2  to  6  percent 
apply.  The  starting  rate  has  always  been  maintained 
at  the  low  1  percent  level. 

In  its  initial  years,  1935^2,  the  California  rates  on 
personal  taxable  income  ranged  from  1  percent  on  the 
first  $5000  for  all  returns  up  to  15  percent  on  marginal 
taxable  income  of  $250,000  and  over.  During  World 
War  II  when  State  revenue  needs  were  eased  and  fed- 
eral income  tax  rates  were  made  much  more  progres- 
sive, the  State  eased  its  rate  structure  by  applying  the 
1  percent  starting  rate  to  the  first  $10,000  of  taxable 
income  for  all  returns  and  having  rates  progress 
through  successive  $5000  brackets  to  a  top  of  6  per- 
cent, applicable  to  marginal  income  of  $30,000  and 
over.  In  1949  the  same  range  of  rates  was  applied 
more  intensively  by  cutting  the  first  bracket  of  tax- 
able income  in  half ;  rates  of  1  to  5  percent  applied 
to  successive  increments  of  $5000  each  and  6  percent 
to  all  taxable  income  over  $25,000.  Whereas  total 
personal  income  tax  assessments  had  been  $45.4  and 
$47.5  million  for  income  years  1947  and  48,  they  in- 
creased to  $56.6  in  1949,  a  recession  year,  and  to  $74.6 
million  in  1950.  This  rate  schedule  was  maintained 
for  single  persons,  heads  of  households  and  separate 
returns  of  married  persons  through  1858,  but  with  the 
1952  adoption  of  a  split  income  provision  for  joint 
returns  of  married  persons — half  of  the  income  re- 
ported on  the  return  being  attributable  to  each  spouse 
• — the  taxable  income  brackets  for  joint  returns  were 
doubled ;  the  rates  ranging  from  1  to  5  percent  applied 
to  successive  increments  of  $10,000  each  and  6  percent 
to  all  joint  income  over  $50,000. 

In  1959  the  rate  schedule  was  stiffened  by  cutting 
each  of  the   5  bottom  taxable  income  brackets  for 


"  A  Franchise  Tax  Board  synopsis  of  major  changes  is  repro- 
duced in  Appendix  A,  Table  1,  for  ready  reference. 
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single  persons  from  $5000  to  $2500  ($10,000  to  $5000 
for  joint  returns),  adding  a  sixth  $2500  bracket 
($5000  for  joint  returns)  to  which  the  6  percent  mar- 
ginal rate  applied,  and  imposing  a  7  percent  rate  on 
marginal  income  over  $15,000  ($30,000  on  joint  re- 
turns). Thus  for  taxable  incomes  up  to  $2500  for 
single  persons  ($5000  for  married  couples)  the  tax 
remained  the  same,  1  percent.  For  very  large  taxable 
incomes,  of  either  single  or  married  persons,  the  tax 
was  increased  about  one-sixth.  But  for  single  persons 
in  the  taxable  income  range  of  $15,000  to  $20,000 
($30,000  to  $40,000  for  married  couples)  the  effect  of 
the  revised  rate  schedule  was  to  increase  tax  by  75 
percent. 

The  present  tax  structure  differentiates  in  the 
amount  of  tax  required  from  persons  with  differing 
family  status  and  with  differing  sizes  of  income  by 
means  of  the  rate  schedules  and  exemptions.  The  tax 
value  of  exemptions  varies  with  the  marginal  tax 
rate  of  the  taxpayer.  A  dependency  exemption  of  $600 
results  in  tax  savings  ranging  from  $6  for  persons 
subject  only  to  the  first  bracket  tax  rate  up  to  $42 
for  persons  subject  to  the  top  7  percent  rate.  A  head 
of  household's  tax  is  reduced,  as  compared  to  a  single 
persons 's  through  a  $1500  larger  personal  exemption 
which  means  tax  savings  varjnng  from  $15  in  the  first 
rate  bracket  to  $105  in  the  top  rate  bracket.  A  married 
couple  is  provided  an  equivalent  differential  from  a 
single  person  since  their  personal  exemption  is  the 
same  as  a  head  of  household's.  The  relative  advantage 
afforded  heads  of  households  or  married  couples  over 
a  single  person  through  the  larger  exemption  differs 
markedly  at  different  income  levels,  decreasing  with 
the  larger  incomes.  Once  the  maximum  absolute  differ- 
ence in  tax  of  $105  is  reached,  the  relative  advantage 
allowed  for  maintaining  a  household  for  another  per- 
son becomes  narrower  and  narrower  as  incomes  rise. 
To  illustrate,  it  may  be  assumed  that  single  persons 
and  heads  of  households  have  similar  ranges  of  ad- 
justed gross  incomes  and  personal  deductions  equiv- 
alent to  the  same  proportion  of  adjusted  gross  income 
at  each  income  level.  The  effect  of  the  larger  exemp- 


tions is  that  a  head  of  household  pays  33  percent  of 
the  tax  of  a  single  person  if  each  have  $5000  adjusted 
gross  income,  53  percent  of  the  tax  for  $7000,  66  per- 
cent for  $10,000,  91  percent  for  $30,000,  and  99.8  per- 
cent of  a  single  person's  tax  if  each  have  $1,000,000 
of  adjusted  gross  income. 

Married  couples  whose  taxable  incomes  exceed  $2500 
are  also  afforded  a  tax  advantage  over  single  persons 
and  heads  of  households  through  the  split  income 
provision  which  in  effect  allows  broader  tax  rate 
brackets  for  couples  filing  joint  returns.  The  system 
is  designed  so  that  a  married  couple  will  pay  twice 
the  tax  of  a  single  person  with  half  as  much  income. 
This  result  is  achieved  whether  the  married  couple  in 
fact  each  has  as  much  income  as  the  single  person, 
and  file  separate  returns,  or  whether  a  larger  part,  or 
all,  of  the  income  is  actually  received  by  one  spouse 
and  a  joint  return  is  filed  under  which  half  of  the 
total  income  is  attributable  to  each  spouse.  The  tax 
rate  brackets,  or  successive  increments  of  taxable  in- 
come to  which  the  progressive  rates  of  1  to  6  percent 
apply,  are  twice  as  wide  for  a  joint  return  as  for  a 
single  person  or  a  married  person  filing  a  separate 
return.  The  split  income  feature  gives  no  relative  ad- 
vantage to  married  couples  with  taxable  income  up 
to  $2,500  since  this  amount  is  subject  to  a  1  percent 
rate  for  all  taxpayers.  Above  this  level,  a  married 
couple  always  pays  less  tax  than  a  single  person  with 
the  same  amount  of  taxable  income.  The  advantage 
depends  upon  the  progressive  rate  schedule,  and  in 
absolute  terms  the  tax  saving  of  a  married  couple 
over  single  persons  increases  until  it  reaches  $525  at 
the  $30,000  level  of  taxable  income.  Beyond  that  level 
the  additional  income  of  two  persons  is  taxed  the  same 
as  a  single  person's.  The  relative  treatment  of  tax- 
able incomes  of  single  and  married  persons  varies  with 
amounts  above  $2500  as  shown  in  Table  3.  In  the 
$10,000  to  $25,000  levels  a  couple  pays  about  three- 
fifths  as  much  tax  as  a  single  person  with  the  same 
taxable  income.  At  very  high  income  levels  the  relative 
significance  of  a  $525  tax  saving  is  very  slight. 


Table  3 

COMPARISON   OF  CALIFORNIA  PERSONAL   INCOME  TAXES  OF  SINGLE 

PERSONS  AND    MARRIED   COUPLES   FOR   SELECTED 

AMOUNTS  OF  TAXABLE   INCOME 

State  Income  Tax 

Married  Couple's 

Single  Married  tax  as  percent  of 

TaxaMe  Income                                                     person  Couple  single  person's 

$2500 $25  $25  100.0% 

5000 75  50  66.7 

10,000 250  150  60.0 

15,000 525  300  57.1 

20,000 875  500  57.1 

25,000 1,225  7.50  61.2 

30,000 1,575  1,050  66.7 

40,000 2,275  1,750  76.9 

50,000 2,975  2,450  82.4 

100,000 6,475  5,950  91.9 

1,000,000 69,475  68,950  99.2 
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The  difference  in  treatment  of  taxpayers  with  dif- 
ferent family  statuses  depends  upon  the  rate  sched- 
ule and  the  levels  at  which  marginal  progression  stops 
as  well  as  upon  allowances  of  exemptions  and  split 
income.  The  lower  the  level  at  which  a  flat  propor- 
tional rate  begins  to  apply,  the  less  the  distinctions 
between  single  persons,  heads  of  households  and  mar- 
ried couples  who  have  substantial  incomes.  Tax  sav- 
ings from  additional  exemptions  depend  on  the  tax- 
payer's marginal  rate.  A  head  of  household  is  given 
relief  as  compared  to  a  single  person  by  a  $1500 
larger  exemption  which  is  of  some  increasing  value  to 
him  up  to  $15,000  of  taxable  income  where  it  saves 
him  $105  in  tax.  A  married  couple  has  similar  relief 
through  the  same  amount  of  additional  exemption 
which  provides  some  tax  saving  up  to  $30,000  of  tax- 
able income,  where  the  exemption  is  worth  $105  in  tax. 
The  married  couple  enjoys  additional  tax  savings  up 
to  a  maximum  of  $525  at  $30,000  of  taxable  income 
through  split  income.  For  married  couples  whose  tax- 
able incomes  exceed  $30,630  these  total  tax  savings 
are  equivalent  to  that  from  having  $9000  more  ex- 
empt at  the  7  percent  rate  than  a  single  person,  or 
$7500  more  exempt  than  a  head  of  household,  with 
equivalent  amounts  of  taxable  income. 

The  relative  relief  that  can  be  afforded  heads  of 
households  or  married  couples  through  larger  exemp- 
tions or  different  rate  schedules  is  bound  to  diminish 
when  their  marginal  rates  on  large  incomes  are  the 
same  as  for  single  persons  (as  they  must  be  at  some 
level).  However,  while  two  can  not  live  as  cheaply 
as  one,  the  absolute  advantage  enjoyed  by  higher  in- 
come couples  of  having  in  effect  $9000  more  than  a 
single  person  exempt  from  the  top  rate  remains  signi- 
ficant. Opinions  may  differ  a  good  deal  as  to  whether 
this  is  an  appropriate  differential,  and  probably  differ 
more  as  to  whether  the  treatment  of  heads  of  house- 
holds should  correspond  more  closely  to  that  of  sin- 
gle persons  or  of  well-to-do  married  couples. 

For  individuals  whose  adjusted  gross  income  is  less 
than  $5000  and  for  married  couples  with  less  than 
$10,000,  the  determination  of  tax  may  be  simplified 
by  an  election  to  use  a  statutory,  optional  tax  table.^^ 
A  taxpayer  is  then  entitled  to  particular  deductions 
only  of  the  type  available  in  reducing  gross  income  to 
adjusted  gross  income.  In  lieu  of  particular  personal 
deductions,  the  tax  table  is  computed  to  allow  for  the 
standard  deduction.  In  fact  taxpayers  within  the  eli- 
gible adjusted  gross  income  ranges  can  avail  them- 
selves of  the  standard  deduction  only  by  using  the 
optional  tax  table.  This  table  also  takes  into  account 
the  allowances  for  the  usual  personal  exemptions  and 
provides  separate  columns  of  amount  of  tax  due  from 
heads  of  households,  single  persons  and  in  effect,  mar- 
ried couples  filing  jointing.  However  a  taxpayer  en- 
titled to  dependencv  exemptions  or  additional  per- 

"Sec.  17048. 


sonal  exemptions  for  blindness  must  also  deduct  these 
to  determine  the  net  amounts  of  adjusted  gross  in- 
come for  use  in  the  table.  Within  the  eligible  range 
of  adjusted  gross  income,  the  taxpayer,  thus,  may 
make  only  the  adjustments,  if  any,  required  to  derive 
his  adjusted  gross  income  and  allow  for  dependents  or 
additional  exemptions  for  blindness,  and  read  his  tax 
liability  from  the  table,  at  standard  amounts  of  tax 
for  each  $50  bracket  of  adjusted  gross  income  ($100 
for  joint  returns). 

For  most  taxpayers,  the  computation  of  their  own 
taxable  income  with  itemized  personal  deductions  and 
the  use  of  the  marginal  tax  table,  or  the  finding  of 
tax  on  the  optional  tax  table,  determines  the  amount 
of  tax  assessed.  But  for  some,  this  amount  may  be 
further  reduced  by  tax  credits. 

California  law  provides  a  credit  against  California 
tax  for  taxes  paid  to  another  state  providing  the 
other  state  tax  is  based  upon  net  income  and  provid- 
ing the  other  state  does  not  also  allow  the  taxpayer 
a  credit.^''  The  purpose  is  to  relieve  double  taxation 
by  states  upon  the  same  income  of  the  taxpayer.  Cali- 
fornia since  1957  has  not  allowed  a  credit  against  its 
personal  income  tax  for  income  taxes  paid  to  foreign 
countries. 

Since  1961  the  California  law  has  allowed  a  re- 
tirement income  credit  against  tax,  comparable  to  the 
credit  adopted  by  the  Fedei-al  Government  in  1954.^^ 
The  State  credit  is  equal  to  the  lowest  bracket  tax 
rate,  1  percent,  times  the  amount  of  an  individual's 
"retirement  income"  up  to  $1524,  or  $3048  for  a 
married  couple.  The  credit  allowed  against  tax  is  thus 
a  maximum  of  $15.24  or  $30.48  on  a  joint  return.  This 
provision  is  mainly  of  benefit  to  retired  persons  over 
65  years  of  age,  and  for  many  has  the  effect  of  raising 
the  level  of  adjusted  gross  income  that  is  exempt  from 
State  tax  up  to  $3524  for  a  single  person  and  $7048 
for  an  elderly  married  couple. 

Under  Federal  law  a  taxpayer  who  has  attained 
the  age  of  65  is  allowed  an  extra  personal  exemption 
of  $600  in  addition  to  the  standard  per  capita  exemp- 
tion of  $600,  so  that  the  exemption  level  is  $1200 
($2400  for  an  elderly  couple)  or  twice  the  exemption 
for  younger  taxpayers.  California  does  not  have  this 
preferential  provision  for  elderly  persons,  but  the  gen- 
eral personal  exemptions  of  $1500  for  single  returns 
and  $3000  for  joint  returns  are  in  excess  of  the  Fed- 
eral exemptions  for  persons  over  65. 

Neither  Federal  nor  California  law  include  in  gross 
income  social  security  benefits  (Old  Age  Survivors 
and  Disability  Insurance  proceeds)  nor  Railroad  Re- 
tirement Act  payments.  These  were  excluded  from  in- 


i 


3^  The  rules  differ  for  residents  and  nonresidents  of  California 
and  are  subject  to  a  number  of  qualifications.  See  Revenue 
and  Taxation  Code,  sees.  18001-18011  ;  Russell  S.  Bock,  op. 
cit.,  pp.  38-46. 

88  Internal  Revenue  Code  of  1954,  sec.  37. 
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come  by  Federal  administrative  rulings,^®  and  Cali- 
fornia has  followed  this  interpretation.  This  created 
a  discrimination  against  retired  persons  who  did  not 
enjoy  such  tax  free  retirement  benefits  and  who  were 
taxable  on  their  income  from  other  sources.  To  redress 
the  balance,  rather  than  include  social  security  bene- 
fits in  taxable  income,  the  Federal  Government  in  the 
Internal  Revenue  Code  of  1954  *"  allowed  a  credit 
against  tax  for  other  retirement  income  of  persons 
over  65,  including  pensions,  annuities,  interest,  divi- 
dends and  rents.  The  credit  was  at  the  first  bracket 
rate,  then  20  percent,  times  the  retirement  income  up 
to  $1200,  which  was  about  the  level  of  maximum  social 
security  benefits.  The  other  retirement  income  eligible 
for  credit  was  offset  by  any  tax-free  social  security 
benefits  received.  California  adopted  a  similar  credit 
computed  at  the  State  first  bracket  rate,  of  1  percent, 
in  1961.  As  social  security  benefits  have  been  raised, 
the  maximum  of  other  retirement  income  eligible  for 


s»  Treasury  Department,  Bureau  of  Internal  Revenue,  I.T.  3194, 
193S-1  Cumulative  Bulletin,  114:  I.T.  3229,  193S-2  Cumula- 
tive Bulletin  136;  I.T.  3447,  1941-1  Cumulative  Bulletin, 
191;  and  I.T.  3662,   1944  Cumulative  Bulletin   72. 

•"  Sec.  37.  A  number  of  other  exceptions  and  qualifications  also 
apply. 


the  credit  have  also  been  raised  to  the  current  level 
of  $1524  per  person. 

The  State  tax  structure  thus  differentiates  between 
persons  according  to  age  as  well  as  to  marital  and 
family  status.  The  tax  value  of  the  credit,  unlike  extra 
deductions,  is  the  same  regardless  of  the  marginal  tax 
rate  to  which  the  person  would  be  subject. 

The  extents  to  which  tax  burdens  for  persons  of 
differing  status  with  respect  to  family,  age  and  size 
of  income  have  been  effected  by  the  combination  of 
changes  since  1952  in  exemptions,  deductions,  tax 
rates  and  credits  are  examined  in  quantitative  terms 
in  a  subsequent  section. 

The  amount  of  tax  computed  on  the  basis  of  the  per- 
sonal income  tax  return  is  required  to  be  paid  when 
the  return  is  due.  For  taxpayers  who  keep  their  ac- 
counts on  a  calendar  year  basis,  returns  are  due  on 
April  15  of  the  year  following  the  close  of  their  tax- 
able year.  Fiscal  year  returns  are  due  on  the  15th 
day  of  the  4th  month  following  the  close  of  the  fiscal 
year.  A  provision  for  payment  in  three  installments, 
if  the  tax  were  over  $50,  was  eliminated  in  1964,  and 
the  full  tax  must  now  be  paid  when  the  return  is  due. 


PERFORMANCE  OF  THE  TAX,  1952-1963 
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The  overall  performance  of  the  personal  income  tax 
in  California  may  be  outlined  by  various  statistical 
comparisons.  How  has  the  yield  of  the  tax  changed  in 
absolute  terms  and  in  comparison  with  other  State 
taxes  and  with  growth  in  population  and  personal 
income?  How  has  California's  use  of  this  tax  com- 
pared with  that  of  the  Federal  government  and  of 
other  states  which  have  also  faced  rising  revenue 
needs  ? 

In  recent  years  the  role  of  the  personal  income  tax 
within  the  State  tax  system  has  increased,  and  this 
tax  now  yields  about  one-eighth  of  total  State  tax 
collections.  During  the  span  of  a  dozen  years,  as 
shown  in  Table  4,  collections  from  the  personal  in- 
come tax  increased  from  $91  million  in  fiscal  year 
1952  to  $322  million  in  fiscal  year  1963,  an  increase 
of  254  percent.  In  the  same  period,  total  State  tax 
collections  rose  from  $1,032  million  to  $2,502  million, 


or  by  143  percent.  In  the  early  1950 's  the  personal 
income  tax  provided  about  8  percent  of  State  taxes; 
by  1962  and  1963  its  share  was  12.9  percent. 

The  yield  of  the  personal  income  tax  increased  in 
each  year  during  this  period.  The  largest  j'ear  to  year 
change  was  the  53.6  percent  jump  in  fiscal  1960  col- 
lections over  fiscal  1959,  reflecting  in  large  part  the 
statutory  changes  in  exemptions  and  rates  made  effec- 
tive for  the  1959  income  year.  For  the  other  years,  the 
annual  gain  in  collections  averaged  about  9  percent, 
although  the  range  of  annual  increases  was  wide, 
varying  from  under  2  percent  in  1954  to  nearly  20  j 
percent  for  1956.  These  variations  reflect  the  some- 1 
what  uneven  rate  of  growth  of  personal  income  in  the 
State,  which  in  total  has  increased  continuously  with 
growth  in  population,  but  the  extent  of  increase  in 
personal  income  also  varies  with  relatively  prosperous 
or  recessionary  economic  condition.'*^ 


Table  4 

CALfFORNlA  STATE  COLLECTIONS  OF  TOTAL  TAXES  AND  PERSONAL 

INCOME  TAX,  FISCAL  YEARS  1952-1963 

Total  Taxes                     Personal  Income  Tares  Personal 

Year                                                                  %  Increase                             %  Increase  Income 

(ending                                                                           from              Amount                from  Tax  as  %  of 

June  30)                                     (millions)          Prior  Year      (millions)        Prior  Year  Total  Taxes 

1952 $1032                    9.4                  $91                  19.8  8.8 

1953 1101                    6.6                    95                    4.0  8.6 

1954 1215                  10.4                    96                    1.7  8.0 

1955 1300                    7.0                  107                  11.0  8.2 

1956 1948                  15.2                  128                  19.7  8.5 

1957 1597                    6.7                  143                  12.1  9.0 

1958 1642                    2.8                  149                    4.2  9.1 

1959 1765                     7.5                   161                     7.6  9.1 

1960 2077                    7.6                  247                  53.6  12.0 

1961 2194                     5.7                   269                     9.1  12.3 

1962 2315                    5.5                  299                  11.1  12.9 

1963 2502                    8.1                  322                    7.7  12.9 

Total  Increase 
1952-1963 $1470  142.5  $231  254.2 

SOURCE:  State  of  California,  Budget  for  the  Fiscal  Year,  July  1,  196i  to  June  SO,  1965,  Table  9. 
Note  :  Percentages  were  calculated  from  collection  figures  before  rounding. 


"  In  drawing  comparisons  from  annual  Income  tax  figures,  sev- 
eral qualifications  may  be  borne  in  mind.  Personal  income 
for  tax  purposes  differs  in  some  respects  from  personal  in- 
come as  defined  and  compiled  in  the  national  income  ac- 
counts by  the  IJ.S.  Department  of  Commerce,  or  as  estimated 
by  the  State  Department  of  Finance.  The  latter  "personal 
income"  is  composed  of  income  currently  received  by  indi- 
viduals, unincorporated  businesses  and  nonprofit  institutions, 
including:,  for  example,  income  in  kind — such  as  rental  value 
to  owner-occupants  of  homes  and  the  value  of  food  produced 
and  consumed  on  farms — and  including  transfer  payments 
— such  as  an  individual's  receipts  of  social  security  benefits 
— but  not  including  capital  gains  ;  wiiile  income  for  tax  pur- 
poses largely  excludes  income  in  l\ind  and  excludes  social 
security  benefits,  but  includes,  or  partially  includes,  an  in- 
dividual's capital  gains,  j^ocordingly  while  general  compari- 
sons are  helpfully  illuminating,  a  precise  relationship  be- 
tween income  tax  data  and  personal  income  data  could  not 
be  expected  from  year  to  year  even  though  the  tax  law 
remained  unchanged. 

Relationships  between  tax  collections  and  personal  income 
are  also  somewhat  obscured  by  differences  in  accounting  pe- 
riods. Personal  income  for  the  national  income  accounts  is 
typically  reported,  or  estimated  on  a  calendar  year  basis ; 
state  tax  collections  are  for  fiscal  years  ending  on  June  30. 
For  comparative  purposes,  individual  income  tax  collections 
for,  say,  fiscal  1960  may  be  most  closely  related  to  personal 
income  tor  calendar  1959. 


state  income  tax  collections  follow  the  year  in  which  in- 
come is  received.  For  most  individuals  income  is  accounted 
for  tax  as  well  as  "personal  income"  purposes  on  a  calen- 
dar year  basis,  and  the  tax  return  and  payment  of  tax  are 
due  the  following  April.  Prior  to  1964,  taxpayers  who  owned 
more  than  $.iO  of  tax  could  pay  in  three  installments,  the 
first  in  April  and  the  others  in  August  and  December.  Thus 
on  income  received  in  calendar  1959,  most  taxpayers  paid 
their  tax  in  April  1960,  within  State  fiscal  year  1960,  but 
large  taxpayers  could  pay  up  to  two-thirds  of  their  tax  In 
the  latter  half  of  calendar  1960,  or  within  State  fiscal  year 
1961.  A  sharp  change  in  personal  income  during  a  calendar 
year  could  thus  be  reflected  in  tax  collections  for  two  State 
fiscal  years. 

Statistics  of  income  compiled  from  individual  tax  returns 
are  published  by  the  Franchise  Tax  Board  on  a  calendar 
year  basis  and  the  data  relate  to  the  income  year — the  year 
in  which  income  is  received  and  for  which  tax  is  assessed. 
Tax  assessed  for  income  year — calendar  year — 1962  differs 
of  course  from  tax  collected  In  fiscal  1962.  and  also  from 
collections  in  fiscal  year  1963.  With  the  elimination  of  in- 
stallment payments,  fiscal  year  collections  will  more  closely 
approximate  tax  assessed  in  the  prior  calendar  or  income 
year,  but  differences  will  remain  because  some  taxpayers 
report  and  pay  tax  according  to  their  own  fiscal  years  and 
collections  include  the  results  of  audits  and  additional  as- 
sessments as  well  as  tax  assessed  per  returns.  -■ 
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Table  5 

GROWTH   OF  CALIFORNIA  CIVILIAN   POPULATION,  PERSONAL  INCOME 
AND   PERSONAL   INCOME  TAX,  CALENDAR  YEARS  1952-1962 

Adjusted 

Gross  Income 

Reported  on 

Civilian  Personal     California  Tax      TawaWe  Tax 

Population"       Income"         Returns"  Income"         Assessed" 

Year  (millions)         (billions)         (billiotis)         (billions)         (tnillions) 

A.  Amount 

1952 11.2  $25.1  $14.0  $  n.a. "  $86.1 

1953 11.7  26.6  15.6  5.8  90.2 

1954 12.2  27.4  17.2  6.4  101.0 

1955 12.7  30.2  19.9  7.6  122.2 

1956 13.2  33.3  22.6  8.9  137.7 

1957 13.8  35.6  24.2  9.5  141.2 

1958 14.4  37.2  25.6  10.2  150.3 

1959 15.0  41.0  29.8  12.8  254.9 

1960 15.6  43.2  31.4  13.4  259.6 

1961 16.2  45.8  33.7  14.7  295.1 

1962 16.7  49.2  36.1  15.9  308.8 

B.  Growth  relative  to  1952 :  Amount  for  1952  equals  a  base  of  100. 

1952 100  100  100  100  100 

1953 104  106  112  105  105 

1954 109  109  123  116  117 

1955 113  120  142  137  142 

1956 118  133  162  160  160 

1957 124  142  173  171  164 

1958 129  148  183  184  175 

1959 134  163  213  231  296 

1960 139  172  224  242  301 

1961 144  182  241  265  343 

1962 150  196  258  287  359 

SOURCE :  Economic  Report  of  the  Governor,  transmitted  to  the  California  Legislature,  March 
2,  1964.  Tables  2  and  14.  State  of  California,  Franchise  Tax  Board,  Annual  Reports,  1953- 
1963. 

Note  :  Relative  ^owth  indices  "were  calculated  from  figures  for  amounts  before  rounding. 

^>  Estimated  by  California  Department  of  Finance  as  of  July  1  for  the  respective  years. 

'>  Estimates  for  California  personal  income  are  prepared  by  the  U.S.  Department  of  Commerce. 
Excludes  capital  gains  and  such  miscellaneous  income  as  annuities  and  alimony  payments. 

"  Total  reported  on  all  returns  filed  including  nontaxable  returns  for  the  income  year  in  which 
received. 

*>  Taxable  income  or  balance  subject  to  tax  after  reducing  adjusted  gross  income  for  personal 
deductions,  personal  exemptions  and  credits  for  dependents.  This  figure  was  not  reported 
for  the  1952  income  year.  For  relative  growth  an  estimated  amount  of  $5,555  million  was 
used  for  the  base  year  in  accordance  with  the  relationship  between  taxable  income  and  tax 
in  other  years. 

•>  Tax  assessed  is  attributed  to  the  year  of  income  receipts  and  for  which  the  return  is  filed. 

"  n.a.,  not  available. 


The  amounts  of  income  sub,ieet  to  personal  income 
tax,  i.e.,  taxable  income,  and  the  amounts  of  tax 
assessed  have  also  grown  much  more  rapidly  than 
State  population  or  personal  income  in  the  State,  as 
shown  in  Table  5.  From  1952  to  1962  State  population 
increased  by  50  percent,  and  total  personal  income  in 
California  increased  by  96  percent.  The  amount  of 
adjusted  gross  income  reported  by  persons  required 
to  file  returns  increased  by  158  percent,  their  taxable 
income  rose  187  percent  and  the  amount  of  personal 
income  tax  assessed  increased  by  259  percent.  The 
total  of  personal  income  taxes  was  increased,  of 
course,  by  the  lowering  of  personal  exemptions  and 
the  increase  in  tax  rates  which  became  effective  in 
the  1959  income  year.  The  total  tax  assessed  in  1959 
was  $104.6  million  higher  than  in  1958,  while  the 
average  increase  in  tax  assessments  between  other 
years  in  this  period  was  $13.1  million.  But,  aside 
from  statutory  changes,  as  personal  incomes  grow 
relative  to  population,  the  proportion  of  incomes  that 
exceed  tax  exemption  levels  rises  faster  and  under  a 


progressive  rate  structure  the  income  tax  payable  rises 
still  faster.  Improving  state  administration  of  the  tax 
during  these  years  has  probably  also  been  a  factor  in 
increasing  yields.*^  The  personal  income  tax  has  been 
a  responsive  source  of  State  revenues  as  population 
and  personal  incomes  have  risen. 

With  both  taxes  and  population  rising,  the  extent 
of  increases  in  tax  burdens  may  be  shown  more  sig- 
nificantly on  a  per  capita  basis.  The  burdensomeness 
of  taxes  is  also  relative  to  the  amount  of  income  out 
of  which  the  taxes  must  be  paid.  Table  6  shows  the 
amounts  of  all  State  taxes  and  of  personal  income 
taxes  per  capita,  and  also  per  $1000  of  personal  in- 
come received  in  California,  for  fiscal  years  1952  to 
63.  These  tax  figures  are  for  collections  during  the 
fiscal  year  and  are  compared  with  State  population 
as  of  January  1,  the  midpoint  of  the  fiscal  year,  and 
with  personal  income  received  in  the  prior  calendar 
year.  During  the  dozen  years,  total  State  taxes  per 

«2  Ct.,  state  of  California  Franchise  Tax  Board,  Annual  Report 
1^61,  p.  S. 
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capita  increased  from  $90.65  to  $144.15,  or  by  59 
percent.  Per  capita  personal  income  taxes  rose  from 
$7.99  in  1952  to  $18.55  in  1963,  an  increase  of  132 
percent.  Since  total  personal  income  was  rising  more 
rapidly  than  population,  the  increases  in  taxes  per 
$1000  of  personal  income  were  considerably  less,  but 
still  substantial.  All  State  taxes  amounted  to  $45.41 
per  $1000  of  personal  income  in  1952,  and  to  $50.87 
in  1963,  a  12  percent  increase.  Personal  income  taxes 
rose  from  $4.00  to  $6.55  per  $1000  of  total  personal 
income,  a  64  percent  increase. 

The  proportions  of  the  California  population  and 
total  personal  income  in  the  state  covered  by  State 
personal  income  tax  returns  have  markedly  increased, 
as  shown  in  Table  7.  In  1952  about  half  of  the  State 
population  was  accounted  for  as  State  income  tax  filers 
or  their  dependents.  By  1962  more  than  three-fourths 


of  the  State's  population  was  represented  on  State 
returns.  Both  instances  include  all  returns  filed,  those 
on  which  no  tax  was  due  after  exemptions  and  de- 
ductions as  well  as  the  taxable  returns.  The  adjusted 
gro.ss  income  reported  on  these  returns  in  1952  was 
equivalent  in  amount  to  55.7  percent  of  total  personal 
income  in  the  State.  In  1962,  reported  adjusted  gross 
income  was  equal  to  73.5  percent  of  total  personal  in- 
come. The  State  le\'y  has  become  more  of  a  mass  tax, 
involving  more  citizens  and  more  income.  Its  coverage, 
however,  remains  considerably  short  of  the  Federal 
individual  income  tax.  More  than  90  percent  of  total 
United  States  population  has  been  represented  on  all 
Federal  individual  tax  returns  throughout  these  years. 
The  adjusted  gross  income  reported  on  Federal  re- 
turns by  California  income  recipients  has  been  about 
80  percent  of  total  personal  income  in  the  State. 


Table  6 

CALIFORNIA  TOTAL  STATE  TAX  COLLECTIONS  AND  PERSONAL   INCOME  TAX 

COLLECTIONS   PER  CAPITA  AND   PER  $1,000  OF  CALIFORNIA 

PERSONAL   INCOME  1952-1963  FISCAL  YEARS 

Per  Capita  California  California  Tax  Collections  Per 

Collections  $1000  of  Personal  Income 

All  State         Personal  Income  All  State         Personal  Income 

Fiscal  Year                 Taxes                    Taxes  Taxes                     Taxes 

1952 $90.65                     $7.99  $45.41                     $4.00 

1953 92.72                       7.97  43.86                       3.77 

1954 98.69                      7.81  45.60                      3.61 

1955 101.85                      8.36  47.38                      3.89 

1956 112.66                      9.62  49.55                      4.23 

1957 115.10                    10.32  48.01                      4.31 

1958 113.58                    10.32  46.16                      4.20 

1959 117..58                    10.69  47.41                      4.29 

1960 133.33                    15.83  50.70                      6.02 

1961 135.79                    16.65  50.81                      6.23 

1962 138.20                     17.85  50.56                       6.53 

1963 144.15                    18.55  50.87                      6.55 

SOURCE:  State  of  California  Budget  for  the  Fiscal  Tear  July  1,  1964  to  June  30,  1965,  Tables 
9  and  10. 


Table  7 

COMPARISON  OF  POPULATION   AND  PERSONAL   INCOME  WITH   PERSONS  AND 
ADJUSTED  GROSS   INCOME    REPORTED  ON    FEDERAL  AND   CALIFORNIA 
PERSONAL  INCOME  TAX   RETURNS  1952-62 

Percentage  Ratio  of  AGI  to  California 

Total  Personal  Income 

AGI  Reported  on  AGI  Reported  on 

Percent  of  California                              Percent  of  U.S.  Total                                            California  Federal  Individual 

Total  Population  Reported                     Population  Reported  on                                        Personal  Income  Tax  Returns 

Year                         on  California  Personal                            Federal  Individual                                           Income  Tax  Filed  in 

Income  Tax  Returns                            Income  Tax  Returns                                            Returns  California 

1952 51.4                        91.4                        55.7  80.1 

1953 54.7                        92.9                       58.6  78.6 

1954 58.8                       91.7                        62.6  80.3 

1955 63.8                       n.a.                        65.7  83.1 

1956 68.0                      93.6                        67.9  80.1 

1957 69.4                        93.9                        67.9  80.3 

1958 69.5                       n.a.                        68.8  80.1 

1959 76.5                       93.0                       73.0  81.0 

1960 77.6                        93.3                       72.9  80.0 

1961 78.3                       92.8                       73.6  80.0 

1962 77.7                        n.a.                        73.5  80.1 

SOURCES:  State  of  California,  Franchise  Tax  Board,  Annual  Report  for  Calendar  Year  196S,  Tables  B  and  H.  The  percents  of  U.S. 
population  reported  on  Federal  returns  tor  the  entire  country  were  derived  from  total  population  figures  for  the  U.S.,  including 
armed  forces  abroad,  in  the  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Statistical  Abstract  of  the  United  States:  196S, 
and  from  total  personal  exemptions  for  taxpayers  and  dependents  on  all  returns  publislied  in  U.S.  Treasury  Department,  Internal 
Kevenue  Service,  Statistics  o)  Income,  Individxial  Income  Tax  Returns  for  1952-1361.  For  1955  and  1958  these  exemptions  were 
not  tabulated  separately  from  total  exemptions  including  those  for  age  and  blindness. 

n.a.     Data  are  not  available. 
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Table  8 

COMPARISON   OF  CALIFORNIA  TOTAL  PERSONAL   INCOME  WITH    INDIVIDUAL 

TAXABLE    INCOME   AND   INCOME  TAX    REPORTED  ON    STATE  AND 

FEDERAL  TAX    RETURNS   FOR   CALIFORNIA   1952-1962 

(Dollar  amounts  in  billions) 

Reported  on  California  Personal  Income  Reported  on  Federal  Individual  Income 

Tax  Returns  Tax  Returns  Filed  in  California 

Income             Personal                 Taxable  Income               Income  Tax  Assessed  Taxable  Income               Income  Tax  Assessed 
Year                 Income         Amount          %  of  P.I.            Amount         %  of  P.I.         Amount        %  of  P.I.         Amount        %  of  PI. 

inr)2    $25.1               $n.a.                ivZ               $O.OSG  0.34               $n.a.                  n.a.               $2.7                 HO 

1953    26.6                5.8                22.0                0.090  0.34                n.a.                 n.a.                2.8                10.6 

1954    27.4                6.4                23.4                0.101  0.37                n.a.                 n.a.                2.7                  9.8 

1955    30.2                 7.6                 25.3                 0.122  0.40                 n.a.                  n.a.                 3.2                 10.6 

1956    33.3                8.9                26.6                0.138  0.41                14.7                44.2                3.4                10.1 

1957    35.6                 9.5                 26.7                 0.141  0.40                 15.9                 44.8                 3.7                 10.3 

19.58    37.2               10.2                 27.4                 0.150  0.40                 1G.6                 44.5                 3.8                 10.2 

19.59    41.0               12.8                 31.3                 0.255  0.62                 18.9                 46.1                 4.4                 10.8 

1960    43.2              13.4                31.1                0.260  O.CO                19.5                45.2                4.5                10.5 

1961    45.8              14.7                32.2                0.295  0.64                21.2                46.3                5.0                10.8 

1962    49.2               15.9                 32.4                 0.309  0.63                 n.a.                  n.a.                 n.a.                  n.a. 

SOURCES :  State  of  California,  Francliise  Tax  Board.  Annual  Report,  1952-63  ;  U.  S.  Treasury  Department,  Internal  Revenue  Service, 

Statistics  of  Income,  Individual  Income  Tax  Returns,  1952-1961. 
n.a.     Data  are  not  available. 

Under   California  law,   the  tax  base  is  narrowed  applicable  to  most  citizens  in  World  War  II.  Personal 

much  more  by  personal  exemptions  than  under  the  exemptions  and  filing  requirements  were  maintained 

Federal  individual  income  tax  and  the  amount  left  as  at  low  levels  during  the  1950 's  and  early  1960 's  so 

taxable  income  is  subject  to  much  lower  tax  rates.  The  that  very  little  income  of  a  taxable  type  was  received 

amounts  of  taxable  income  and  tax  assessed  are  com-  by  persons  who  were  not  required  to  file  and  who 

pared  with  total  California  personal  income  in  Table  were  not  already  taxable.  Changes  in  incomes  resulted 

8.  The  amount  of  taxable  income  under  the  California  chiefly  in  changes  in  the  amount  of  taxable  income 

tax  was  equal  to  22  percent  of  total  personal  income  subject  to  the  Federal  first  bracket  rate.  In  1959,  for 

in  1953.  This  proportion  rose  continuously  during  the  example,  85  percent  of  all  Federal  individual  income 

next  5  years,  to  27.4  percent  in  1958.  With  the  lower-  tax  liabilities  were  attributable  to  the  first  bracket  20 

ing  of  personal  exemptions  in  1959,  the  percentage  percent  tax  rate.'**  For  those  taxpayers  whose  taxable 

jumped  to  31.3  percent,  and  in  the  most  recent  years  income  extended  into  higher  brackets,  the  increase  in 

for  which  data  are  available,  taxable  income  on  State  rates  was  gradual ;  in  the  second  bracket  the  rate  was 

returns  has  been  nearly  one-third  of  total  personal  one-tenth  higher,  and  in  the  third  bracket  one-fifth 

income.  The  amount  of  taxable  income  reported  by  higher  than  the  starting  rate.  Under  the  State  system 

Calif oruians  on  their  Federal  returns  has  been  about  as  incomes  rose  during  the  1950 's  many  persons  moved 

45  percent  of  personal  income  in  the  State.  from  nontaxable  to  taxable  status.  For  those  whose 

During  the  years  since  1952,  Californians  have  con-  added  incomes  put  them  in  the  second  or  third  taxable 

sistently  paid  an  aggregate  of  individual  income  taxes  income  brackets,  the  rate  of  State  tax  on  marginal 

to  the  Federal  Government  equal  to  about  10  or  11  income  was  doubled  or  tripled. 

percent    of    total    person    income.    Their    personal  While  the  Federal  individual  income  tax  take  has 

income  taxes  to  the  State  were  only  about  one-third  of  increased  since  1952  about  proportionately  with  in- 

1  percent  of  personal  income  in  1952  and  1953.  But  creases  in  personal  income,  the  State  personal  income 

State  taxes  have  increased  relative  to  personal  income,  ^^x  take,  though  comparatively  small,  has  risen  much 

with  a  jump  in  1959,  and  by  1962  the  personal  income  ^^.^^  sharply   For  every  $100  of  Federal  tax  liability 

tax  assessed  equalled  .63  of  one  percent  of  total  per-  j^^  ^953    Californians  on  average  paid  $3.12  of  State 

sonal  income.  ,  .                      „     ,„„,   .,                        •       ac  nc 

„    ,     .^   ,      ,            .  , .,        ,  personal  income  tax.  By  1961  they  were  paying  $5.96 

The  greater  stability  of  the  Federal  tax  yields  rel-  ,     r,     .     r.  ^mrv    p  •    j-  -j     1  •   „ 4.„^ 

.,.,"=               1  ■              •   J-     4.      ^1    *  .1     •       ^.i,  to  the  State  for  every  $100  of  individual  mcome  tax 

ative  to  personal  income  indicates  that  during  these  ■' 

years  the  Federal  tax  was  closer  overall  to  being  a  goingto  the  Federal  Government. 

proportional    tax    and    less    progressive    in    effect    than  « cf      us     congress.    Joint    Economic    Committee,    The   Federal 

the  State  system.  The  Federal  tax  became  a  mass  tax  IS?p.%^^'*'"-'  '"'"'"  "'"*  ^™"''"'  ""'  ""'  ''°"^"'  '" 


INTERSTATE  COMPARISONS 


California  is  one  of  36  states  and  the  District  of 
Columbia  whicli  now  levy  personal  income  taxes.  Two 
of  these  states,  New  Hampshire  and  Tennessee,  tax 
only  the  income  from  intangibles.  New  Jersey,  in  ef- 
fect, taxes  only  the  income  earned  in  New  Jersey  by 
residents  of  New  York.  Indiana  since  1963  has  im- 
posed a  flat  rate  tax  of  2  percent  on  adjusted  gross 
income.  The  other  states  impose  net  income  taxes 
generally  comparable  in  structure  to  California's  tax, 
though  there  are  many  differences  in  exemptions, 
rates,  standard  deductions  and  deductibility  of  Fed- 
eral income  taxes." 

Among  the  14  states  which  do  not  use  the  indi^adual 
income  tax  are  some  of  the  older,  populous,  industrial 
states,  including  Connecticut,  Illinois,  Michigan,  Ohio 
and  Pennsylvania.  More  than  one-third  of  the  United 
States  population  is  not  subject  to  state  income  taxa- 
tion in  its  home  state.^' 

The  extent  to  which  the  income  tax  was  used  in  the 
income  tax  states  in  1952  and  1963  is  shown  in  Table 
9,  on  the  basis  of  tax  collection  data  compiled  by  the 
U.S.  Bureau  of  the  Census.  These  states  collected 
nearly  $3  billion,  or  13.4  percent  of  their  total  taxes 
from  indi^^dual  income  taxes  in  1963,  as  compared 
to  less  than  .$1  billion,  or  9.3  percent  of  their  total 
tax  collections,  in  1952.  Aggregate  state  individual 
income  tax  yields  increased  224  percent.  Of  27  states 
for  which  comparable  data  were  available,  20  had 
increased  their  relative  reliance  on  this  tax,  2  were 
using  it  for  the  same  proportion  of  total  taxes,  and 
5  states,  including  New  Hampshire  and  Tennessee, 
had  had  it  decline  in  relative  importance.  In  addition, 
during  this  period  individual  income  taxes  were  in- 
troduced in  Indiana,  New  Jersey  and  West  Virginia. 

In  absolute  amount  of  personal  income  tax  collec- 
tions, California  has  been  second  only  to  New  York. 
But  in  relative  degree  of  reliance  on  the  tax,  Califor- 
nia ranked  18th  out  of  28  states  in  1952  and  20th  out 
of  34  in  1963.  While  the  personal  income  tax  produced 
12.6  percent  of  total  collections  from  California's  di- 
versified tax  structure,  the  income  tax  produced  44.3 
and  40.6  percent  of  total  collections  in  Oregon  and 
New  York,  where  state  general  sales  taxes  are  not 
employed.  Eight  states  obtained  more  than  30  percent 
of  their  total  collections  from  the  personal  income  tax. 

In  terms  of  growth  in  yield,  California's  253.1  per- 
cent increase  ranked  5th  out  of  27  states  for  which 
comparable  data  were  available  in  both  1952  and  1963. 

«  Principal  features  of  the  several  state  income  taxes  were  re- 
cently summarized,  with  the  assistance  of  state  tax  officials, 
by  The  Advisory  Commission  on  Intergovernmental  Rela- 
tions in  Tax  Overlapping  in  the  United  States,  196i,  Wash- 
ington, D.C.,  July  1964,  and  their  detailed  tables  on  exemp- 
tions, rates,  standard  deductions  and  administrative  features 
are  reproduced  for  ready  reference  in  Appendix  B.,  infra. 

'^  Ibid.,  p.  117. 


In  a  few  states,  yields  of  existing  individual  income 
taxes  were  more  markedly  increased  during  this 
period:  407.7  percent  in  Maryland,  424.2  percent  in 
Virginia,  and  795.3  percent  in  Deleware. 

The  case  of  Delaware,  with  a  seven-fold  in- 
crease in  individual  income  tax  collections  since 
1952,  highlights  the  elements  that  contributed  to 
the  enlarged  revenue  producing  strength  of  State 
income  taxes.  Withholding  had  been  introduced 
in  1949.  Statutory  rates  in  1952  were  1  percent 
on  the  first  $3000,  2  percent  on  the  next  $7000, 
and  3  percent  on  the  remaining  net  income  (over 
$10,000).  Present  rates,  reflecting  successive  in- 
creases, range  from  1^  percent  on  the  first  $1,000 
to  11  percent  on  the  excess  over  $100,000.  Per- 
sonal exemptions  were  lowered  in  1953,  and 
partly  to  offset  simultaneous  increases  in  rates, 
Delaware  provided  for  the  deductibility  of  Fed- 
eral income  taxes  (limited  to  $300  per  taxpayer). 
Since  during  this  period  (1951-61)  adjusted 
gross  income  on  Federal  tax  returns  from  Dela- 
ware increased  only  68  percent,  the  major  portion 
of  Delaware's  increase  in  personal  income  tax 
collections  was  apparently  accounted  for  by  rate 
and  structural  changes.*® 

If  needed,  other  states  could  probably  have  stepped 
up  the  yields  of  individual  income  taxes  more  by 
further  lowering  exemptions,  raising  rates  and 
strengthening  enforcement  procedures.  But  care,  of 
course,  must  be  taken  in  drawing  inferences  from 
interstate  comparisons  of  particular  figures  for  there 
are  many  differences  in  state  tax  systems.  Attention 
is  directed  here  to  differences  and  similarities  among 
state  income  taxes.  A  comprehensive  evaluation  of  the 
advisability  of  increasing  income  tax  yields  should 
involve  many  factors  that  can  only  be  mentioned  here. 
These  include  the  levels  of  government  expenditure 
and  services  as  well  as  tax  burdens.  Eelatively  high 
taxes  are  per  se  generally  regarded  with  disfavor,  but 
many  may  prefer  them  if  lower  taxes  mean  less  ade- 
cjuate  police  and  fire  protection,  sanitary  and  water  fa- 
cilities or  poor  roads  and  schools.  Relative  state  taxes 
must  also  be  viewed  in  the  light  of  combined  state  and 
local  fbiancing  arrangements,  Delaware,  for  example, 
imposes  the  heaviest  per  capita  state  tax  load,  $205.30, 
as  compared  to  $145.30  in  California,  and  an  average 
of  $117.81  per  capita  for  all  the  states.  (See  Table  10.) 
But  in  Delaware  78  percent  of  all  state  and  local  taxes 
are  collected  by  the  state ;  in  California  local  taxes, 
chiefly  property  taxes,  account  for  54  percent  of  total 
state  and  local  taxes;  for  all  states  on  average,  local 


"Ibid.,  p.  114. 
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Table  9 

STATE   tNDIVIDUAL   INCOME  TAX  COLLECTIONS,  BY  STAT 

(Dollar  amounts  in  thousands) 

1952 

Percent  of 
tola}  S!tate 
tax  coUections 


State  Amount 

Alabama '$10,258 

Alaska 

Arizona 

Arkansas 

California 

Colorado 


Delaware- 
Georgia—. 
Hawaii — 

Idaho 

Indiana  '_ 
Iowa 


Kansas 

Kentucky 

Louisiana 

Maryland 

Massachusetts. 
Minnesota 


Mississippi 

Missouri 

Montana 

New  Hampshire- 
New  Jersey 

New  Mexico 


New  York 

North  Carolina- 
North  Dakota — 

Oklahoma 

Oregon 

South  Carolina- 

Tennessee 

Utah 

Vermont 

Virginia 

West  Virginia-- 
Wisconsin 


n.a. 

4,915 

4,149 

91.176 

14,053 


Total 

n.a. — Data  not  available. 

^  Includes  an  unsegre&able  amount  of  corporation  income  taxes 
tor  3  States  in  1952  (Alabama,  Louisiana,  and  Missouri) 
and  for  1  State  in  1963  (New  Mexico).  Furthermore,  the 
total  tor  1952  excludes  Alaska  and  Hawaii,  for  which  data 
are  not  available.  Excluding  those  six  States  from  the  totals, 
and  excluding  the  New  Jersey  and  West  Virgrinia  amounts 
from  the  1963  total,  the  comparable  totals  are:  1952,  $846.4 
million  ;    1963,   $2,757.3   million;   and   percent   increase,    1952- 


4,607 

15,856 

n.a. 

6,752 

19,703 

10.941 
18,112 
'  22,766 
22,240 
74.555 
45,761 

5,226 

»  25,436 

5,325 

1,228 

2,235 

296,989 

36,468 

4,091 

9,695 

42,825 

12,088 

3,608 

7,303 

7,042 

24,595 

57,132 
'  913,130 


n.a. 
7.1 
4.2 
8.6 

13.2 

19.1 

7.0 

n.a. 

17.6 

11.7 


14.0 

14.5 
23.7 

19.7 

4.8 

14.3 
4.8 

"3.5 

29.0 

13.1 

9.1 

5.2 

33.4 

8.2 

2.0 
13.4 
24.7 
14.8 

23~.4 
'9.3 


E,  1952  AND  1963 

1963  (prelim.) 

Percent  of 

total  State 

tax  coUections 

9.2 

33.2 

6.7 

7.4 

12.6 

20.0 


Amount 
$29,497 
13,006 
14,000 
14.046 
321.921 
46,450 


36.641 
49.368 
31,570 
21,605 

45,523 

2S,2S1 

47,163 

18,530 

112.917 

186,283 

144,.586 

7,990 

65,776 

13,934 

1,743 

7,4.34 

'  14,210 

1,018,704 

103,925 

6,148 

16,820 

99,938 

32,621 

6,773 

18,747 

13,401 

'  128,925 

17,205 

218,752 

» 2,954,493 


37.5 
11.2 
23.7 
2S.4 

15".7 

11.8 
14.0 
3.6 
25.9 
32.1 
32.7 

3.6 

15.9 

18.9 

3.7 

1.6 


40.6 
17.7 
9.0 
5.2 
44.3 
12.4 

1.9 
15.4 
26.2 
31.4 

7.6 
36.5 

'13.4 


1952 
State  (000) 

Alabama   J17,351 

Louisiana    22,766 

Missouri 25,436 

New  Mexico 3,506 


1953 
(000) 
$39,429 
36,046 
76,226 
14,210 


Percent 

increase 
1952  to  196S 


184.8 
238.5 
253.1 
230.5 

795.3 
211.4 

220.0 

131.0 

158.5 
160.4 

407.7 
149.9 
216.0 

52.9 

161.7 
41.9 


243.0 
185.0 

50.3 

73.5 
1.33.4 
169.9 

87.7 
156.7 

91.2 
424.2 

282.9 

223.6 

Percent 
increase 

losi-ea 

127.2 

58.3 

199.7 

305.3 


-  Not  computed  ;  data  are  not  comparable. 
8  Tax  effective  after  fiscal  year  1963. 

*  Includes  3   months'  collection  on  1963  income  in  addition  to  a 

full  year's  collections  on  1962  income ;  withholding  effective 

January  1,  1963. 

verlapping  Taxes  in  the  United  States.  196i,  p.  115.  Compiled  from 

U.S.  Bureaus  of  the  Census,  Compendium  of  State  Government  Finances  in  1952;  and  State  Tax  Collections  in  196S,  August  1963. 


1963,  225.8%.  Combined  individual  and  corporation  income 
tax  collections  by  the  4  States  for  which  corporation  in- 
come taxes  cannot  be  separated  out  for  the  two  years  are 
as  follows  (the  Alabama  amount  for  1952  includes  the  tax 
on  financial  institutions,  which  was  reported  separately)  : 
Source :    Advisory   Commission    on    Intergovernmental    Relations, 


tax  collections  are  about  equal  to  state  collections.^^ 
A  comparison  of  Delaware's  $76.98  per  capita  collec- 
tions from  state  individual  income  tax  -with  $18.30  per 
capita  in  California  should  be  tempered  by  the  fact 
that  Delaware  also  has  no  general  sales  tax  and  relies 
mainly  on  the  income  tax,  while  California's  single 
largest  source  of  state  collections  is  the  retail  sales  tax. 
Nonetheless,  with  the  caveat  in  mind  that  all  signifi- 
cant factors  are  not  being  considered  in  detail,  some 

"  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Govern- 
mental Finances  in  1962,  October  1963,  Table  15,  p.  28. 


additional  comparisons  of  summary  state  tax  data 
may  be  helpful  as  a  basis  for  considering  the  future 
role  of  state  personal  income  taxes. 

In  fiscal  year  1963  California  state  total  tax  collec- 
tions, as  reported  by  the  Bureau  of  the  Census,*^  were 
$2,559  million,  or  11.6  percent  of  the  total  taxes  col- 
lected by  all  50  states.  California's  state  collections 
exceeded  New  York's  $2,506  million  and  were  more 
than  double  those  in  Pennsylvania,  the  third  ranking 


«  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Compen- 
dium of  State  Government  Finance  in  1963,  1964,  p.  11. 
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Table   10 

STATE    INDIVIDUAL    INCOME  TAXES  AND  TOTAL  TAXES   PER   CAPITA 
AND   PER  $1,000  OF   PERSONAL   INCOME   1963^ 

Per-Capita  Per  $1000  of  personal  income 

Individual  Individual 

State                                               Total  taxes         income  taxes  Total  taxes      income  taxes 

Average  for  all  states $117.S1  $25.33  •  $50.59                 $10.9S  ' 

Median  state 111.13  16.38*  54.61  8.67' 

Alabama 97.82  9.30  62.23  5.92 

Alaska    157.79  52.44  59.65  19.83 

Arizona — 133.15  8.69  65.61  4.28 

Arkansas   102.08  7.56  09,17  5.12 

California    145.50  18.30  52.04  655 

Colorado 118.27  23.69  51.31  10.28 

Connecticut 126.23  -  41.95 

Delaware 205.30  76.98  67.16  25.18 

Florida 104.77  -  53.07 

Georgia 106.91  11.92  61.36  6.84 

Hawaii 191.85  45.49  a3.5?  19.82 

Idaho    106.71  30.30  56.15  15.94 

Illinois   106.06  -  37.42 

Indiana 94.05  -  39.85  - 

Iowa 104.43  16.38  47.77  7.49 

Kansas 107.43  12.17  49.22  5.82 

Kentucky 108.78  15.24  63.81  8.94 

Louisiana 148.99  5.42  89.69  3.26 

Maine 99.57  -  51.06 

Maryland 131.28  33.76  50.43  12.97 

Massachusetts 111.23  35.70  40.62  13.04 

Michigan    140.S0  -  59.19 

Minnesota    126.42  41.31  56.95  18.61 

Mis.si.'isippi 96.80  3.49  76.73  2.77 

Missouri 95.53  15.20  39.90  655 

Montana 104.47  19.71  47.20  8.90 

Nebraska   67.55  -  29.27  - 

Nevada 1S4..58  -  61.86 

New  Hampshire    75.79  2.87  34.09  1.25 

New  Jersey   72.68  1.15  26.08  .41 

New  Mexico 146.35  13.96  80.10  7.64 

New  York    141  ..o3  57.53  49.16  19.98 

North  Carolina 123.65  21.&3  71.82  12.68 

North  Dakota   108.19  9.70  47.02  4.21 

Ohio   91.18  -  38.40 

Oklahoma 129.44  7.65  69.02  4.08 

Oregon   123.48  54.73  51.85  22.98 

Pennsylvania 111.02  -  47.17  — 

Rhode  Island 119.46  -  51.52 

South  CaroUna   106.35  13.14  70.18  8.67 

South  Dakota   88.11  -  43.61 

Tennessee    95.32  1.83  56.93  1.10 

Texas   101.87  -  51.65 

Utah 124.22  19.07  60.60  9.30 

Vermont 132.38  34.52  66.02  17.21 

Virginia   94.85  29.77  48.74  15.30 

Washington 180.23  -  73.58 

West  Virginia 126.S4  9.68  70.25  5..36 

Wisconsin    147.60  53.87  64.17  23.42 

Wyoming 133.58  -  56.78  - 

Source :  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Compendium  of  State  Government 

Finances  in  JS6.S,  pp.  47,49. 
'  State  financial  amounts  for  fiscal  1963  are  related  to  personal  income  data  as  estimated  for 

calendar  1962. 
•Arithmetic  average  and  median  are  for  those  states  having  Individual  income  taxes. 


collector  of  state  revenues.  As  shown  in  Table  10, 
California's  total  collections  on  a  per  capita  basis  -were 
$145.50.  Per  capita  state  tax  collections  were  higher 
in  8  states,  and  in  some  of  these,  notably  Delaware, 
Hawaii,  Nevada  and  Washington,  per  capita  coUee- 
tions  were  24  to  41  percent  higher. 


Relative  tax  burdens  can  also  be  appraised  in  terms 
of  the  general  level  of  income  from  which  payments 
must  be  made,  and  as  indicated  in  Table  10,  Califor- 
nia total  tax  collections  in  fiscal  1963  were  $52.04  per 
$1000  of  personal  income  in  the  State.  On  this  basis 
California's  total  tax  burdens  were  about  average  for 
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Table  11 
STATE   INDIVIDUAL   INCOME  TAXES:    FREQUENCY  DISTRIBUTION  OF 

EXEMPTIONS,  JANUARY  1,  1964^ 
Married  couple  or 


Single 

person 

hend  of  faiyiily 

Dependents 

Amount  of 

Num 

her  of 

Amount  of 

l^um 

her  of 

Amount  of 

Number  of 

exemption 

States 

exemption 

States 

exemption 

States 

$435 

1 

$870 

1 

None 

1 

500 

1 

1,000 

1 

$200 

1 

600 

13 

1,200 

12 

300 

3 

750 

1 

1,500 

2 

333 

1 

800 

2 

1,600 

2 

400 

3 

833 

1 

1,700 

1 

405 

1 

1,000 

7 

2,000 

7 

500 

4 

1,200 

1 

2,333 

1 

514 

1 

1,500 

4 

2,400 

1 

600 

16 

1,T50 

1 

2,500 

^1 

750 

1 

2,000 

1 

3,000 

3 

800 

2 

2,500 

1 

3,250 

1 

1,000 

1 

5,000 

1 

5,000 

1 

— 

- 

- 

- 

7,000 

1 

- 

- 

1  Includes  District  of  Columbia,  but  excludes  New  Hampshire  and  Tennessee,  which  tax  income 

from  intangibles  only.  New  Hampshire  allows  a  $600  exemption  to  single  and  married  per- 
sons, but  no  credit  for  dependents.  Tennessee  allows  no  personal  or  dependency  exemptions. 

2  In  Massachusetts  the  minimum  exemption  allowed  against  earned  and  business  income  is  $2,500. 

In  the  case  of  a  joint  return,  the  exemption  is  the  smaller  of  $4,000  or  $2,000,  plus  the  income 
of  the  spouse  with  the  smaller  income. 
Source :  Advisory  Commission  on  Intergovernmental  Relations,   Tax  Overlapping  in  the   United 
States,  196Ji',p.  IIS. 


all  50  states  and  26  states  imposed  heavier  burdens. 
By  this  measure  of  the  tax  effort  expected  of  their 
citizens,  Louisiana,  Hawaii,  New  Mexico,  Mississippi, 
"Washington  and  North  Carolina,  may  be  regarded  as 
high-tax  states. 

Table  10  also  compares  state  individual  income  tax 
collections  per  capita  and  per  $1000  of  personal  in- 
come. California's  per  capita  personal  income  tax  col- 
lections of  $18.30  in  1963,  were  below  the  $25.33  aver- 
age for  the  35  income  tax  states,  and  just  above  the 
median  state  (Iowa)  collections  of  $16.38.  In  size  of 
per  capita  collections  California  ranked  17th.  Dela- 
ware, New  York,  Oregon  and  Alaska,  which  have  no 
general  sales  tax,  and  Wisconsin,  which  had  very  low 
sales  tax  collections,  had  per  capita  personal  income 
taxes  about  3  to  4  times  higher  than  California.  Per- 
sonal income  taxes  per  $1000  of  personal  income  aver- 
aged $10.98  for  all  the  income  tax  states,  was  $8.67 
in  the  median  state  (South  Carolina),  and  was  $6.55 
in  California.  On  this  basis  California  ranked  22nd 
among  the  35  income  tax  states  in  fiscal  1963. 

The  aggregate  personal  income  tax  burden  in  Cali- 
fornia may  be  characterized  as  being  well  below  the 
average  in  all  the  income  tax  states  but  approximating 
the  burden  in  the  median  states  in  Table  10.  These 
median  states  also  resembled  California  in  using  both 
the  personal  income  tax  and  general  sales  tax.  Per- 
sonal income  taxes  as  a  percent  of  total  taxes  were 
12.6,  12.4  and  15.7  percent  in  California,  Iowa  and 
South  Carolina  and  general  sales  taxes  were  31.8, 
30.5  and  30.4  percent,  respectively. 

As  compared  to  other  states  the  productivity  of  the 
California  personal  income  tax  must  be  accounted  for 
in  large  part  by  the  relatively  high  incomes,  since  per- 
sonal exemptions  are  high  and  the  rate  structure  com- 
paratively moderate.  In  calendar  1961  per  capita  per- 


sonal income  in  California  was  $2,898,  exceeded  only 
by  Nevada,  Delaware,  Connecticut  and  New  York." 

The  frequency  distribution  of  size  of  personal  ex- 
emptions for  individual  income  tax  states  is  shown  in 
Table  11  (further  detail  is  presented  in  Appendix  B, 
Table  1).  Twelve  of  the  states  use  the  $600  per  capita 
exemption  system  employed  by  the  Federal  Govern- 
ment. The  personal  exemption  of  $1500  provided  a 
single  person  in  California  is  exceeded  in  only  4  of  the 
35  income  tax  states.  The  California  exemption  for 
married  couples,  $3000,  is  exceeded  in  only  3  states. 
And  with  the  adoption  of  flat  standard  deductions  in 
1964,  the  effective  exemption  level  for  low  income 
persons  has  been  raised  in  California  to  $2000  for  a 
single  person  and  $4000  for  married  couples.  Cali- 
fornia conformity  to  the  Federal  $600  exemption  for 
dependents  puts  it  in  the  modal  group  of  16  states 
for  dependency  exemptions.  15  states  provide  lower 
or  no  exemptions  for  dependents;  4  states  provide 
higher  dependency  exemptions. 

The  state  rate  structures  are  not  easily  subject  to 
generalization.  (See  Appendix  B,  Table  2).  Most  of 
the  states  employ  progressive  rate  structure,  but 
starting  rates  and  top  rates  vary  not  only  in  rate 
percentage  but  also  in  income  brackets  to  which  they 
are  applied.  The  lowest  rate  of  .75  of  1  percent  applies 
to  the  first  $500  of  taxable  income  in  Iowa.  The  high- 
est rate  of  14.56  percent  applies  to  incomes  in  excess 
of  $200,000  in  Alaska. 

California's  tax  rates  on  single  persons'  taxable  in- 
comes between  $1000  and  $2500  are  as  low  as  any  in 
the  country,  being  equalled  only  by  Arkansas  and 
North  Dakota.  There  are  10  states  with  a  starting  rate 
of  1  percent,  including  California,  and  Iowa  starts 

« Compendium  of  State  Government  Finances  in  196S,  op,  cit., 
p.  50. 
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with  a  .75  of  1  percent.  But  taxable  income  brackets 
in  most  of  these  other  states  are  narrower  than  Cali- 
fornia's $2500  bracket,  so  that  the  higher  progressive 
rates  begin  to  apply  more  quickly.  Most  of  them  use 
a  $1000  income  bracket.  In  Iowa,  for  example,  rates 
of  .75,  1.5,  and  2.25  percent  apply  to  successive  $1000 
increments  of  taxable  income,  with  the  result  that 
$2500  of  taxable  income  is  assessed  $33.75  of  tax  in 
comparison  with  $25  in  California.  Eleven  of  the  in- 
come tax  states  allow  income  splitting  ■"*  for  married 
couples,  including  California  but  not  Arkansas  or 
North  Dakota.  Since  splitting  income  doubles  the 
bracket  width  for  married  couples,  California  has  as 
low  a  tax  rate  as  any  state  on  married  couples  taxable 
incomes  of  $3000  and  a  lower  rate  than  any  other 
state  on  married  couples  with  taxable  income  of  $3000 
to  $5000. 

Twenty  of  the  income  tax  states  have  starting  rates 
on  ordinary  income  (taxable  income  from  wages,  sal- 
aries and  business  operations)  higher  than  the  starting 
rate  employed  in  California.  The  starting  rate  in  9 
states  is  2  percent.  Idaho's  starting  rate  is  3.4  percent 
and  rises  to  5.5  percent  on  the  second  $1000  of  tax- 
able income  of  single  persons  (splitting  of  income 
being  allowed  for  married  couples.)  Maryland,  as  of 
January  1,  1965,  has  a  starting  and  flat  rate  of  4  per- 
cent on  ordinary  income  and  5  percent  on  investment 
income  over  $500.  Xew  Hampshire  and  Tennessee, 
which  tax  only  interest  and  dividend  income,  tax  it  at 
4.25  and  6  percent  respectively. 

California,  with  high  exemptions,  a  liberal  fiat 
standard  deduction,  low  starting  rate,  wide  brackets, 
and  split  income,  appears  to  apply  the  personal  income 
tax  more  lightly  on  modest  adjusted  gross  incomes  of, 
say,  $5000  for  a  single  person  or  $10,000  for  married 
couples,  than  aU  but  possibly  4  income  tax  states.^^ 

Among  the  32  states  which  apply  progressive  rates, 
12  have  top  rates  higher  than  California's.  For  ex- 
ample, Colorado  applies  an  8  percent  rate  to  taxable 
incomes  over  $10,000;  Oregon  9  percent  on  over 
$8000 ;  North  Dakota,  11  percent  on  over  $15,000,  and 
Alaska,  the  highest  state  rate  of  14.65  percent,  on 
over  $200,000. 

A  top  7  percent  rate  applies  on  taxable  income  over 
$7000  in  Montana,  $10,000  in  North  Carolina  and 
South  Carolina,  and  over  $15,000  in  California.  Since, 
of  these  states  only  California  aUows  split  income,  the 
top  rates  apply  in  the  first  3  states  at  the  indicated 
levels  for  married  couples  as  well  as  single  persons, 
while  in  California  the  7  percent  applies  on  married 
couples'  taxable  incomes  over  $30,000. 

In  16  states  progressive  rates  top  out  at  6  percent 
or  less,  at  varying  income  levels.  To  illustrate,  all  tax- 

"  Alaska,  Arizona,  California,  Hawaii,  Idaho,  Kansas,  Ixjuisiana, 
Xew  Mexico.  Oklahoma,  Oregon  and  West  Virginia. 

•'Mississippi's  exemptions  are  higher;  Louisiana.  Missouri  and 
North  Dakota  allow  deductibility  of  Federal  income  tax, 
with  the  result  that  their  state  taxes  are  about  eCjUal  or 
slightly  lower  than  California's  personal  income  tax.  C£., 
Emanuel  Melichar,  op.  cit.,  pp.  66-97. 


able  incomes  over  $4000  are  taxed  at  3.75  percent  in 
Iowa.  A  6  percent  rate  applies  to  aU  income  over 
$6000  in  Louisiana,  and  to  income  over  $100,000  in 
New  Mexico. 

The  net  effect  of  the  various  state  income  tax  provi- 
sions can  be  compared  by  computations  of  the  average, 
effective  rate  of  tax  assessed  on  the  same  amounts  of 
adjusted  gross  income.  Such  comparisons  were  com- 
puted by  the  staff  of  the  Advisory  Commission  on 
Intergovernmental  Relations  on  the  basis  of  state  tax 
statutes  at  the  start  of  1954  and  1964  for  married 
couples  with  two  dependents  and  at  four  levels  of 
adjusted  gross  income.^-  Their  results  are  reproduced 
in  Table  12.  California  effective  rates  are  at  or  nearly 
at  the  bottom  of  the  list  for  all  of  these  income  levels. 
On  the  basis  of  the  early  1964  law.  a  married  couple 
with  two  dependents  and  with  $5000  of  adjusted  gross 
income  would  owe  a  tax  of  $4.66  or  .09  of  1  percent 
of  their  adjusted  gross  income.  During  1964,  however, 
California  effectively  exempted  this  couple  with  the 
adoption  of  the  flat  $1000  standard  deduction.  As  a 
result  California,  Louisiana  and  ilississippi  are  the 
only  income  tax  states  with  no  tax  on  the  $5000  couple. 
At  the  $7,500  adjusted  gross  income  level,  California 
tax  on  a  married  couple  with  two  dependents  is  $23, 
or  .3  of  1  percent  of  adjusted  gross  income.  Only 
Louisiana  imposes  a  lower  tax  and  Mississippi  exempts 
this  couple.  On  $10,000  of  adjusted  gross  income  the 
California  couple  owes  $48  of  tax.  approximately  .5 
of  1  percent,  and  only  Louisiana  imposes  a  lower  effec- 
tive rate,  .4  of  1  percent.  On  $25,000  of  adjusted  gross 
income  the  computed  California  effective  rate  is  1.6 
percent,  which  compares  with  rates  of  5.0  percent  in 
Minnesota,  New  Jersey  and  New  York  and  5.5  percent 
in  "Wisconsin.  Only  4  states  tax  the  $25,000  income  at 
lower  effective  rates  than  California :  Oklahoma  at  1.5 
percent,  Arizona  at  1.3,  West  Virginia  at  1.2,  and 
New  Mexico  at  0.8  of  1  percent. 

During  the  eleven  year  span  covered  by  Table  12, 
17  of  the  34  states  for  which  data  were  available  in- 
creased effective  rates  at  the  $5000  income  level,  18 
at  the  $7,000  and  $10,000  level,  and  21,  including 
California  at  the  $25,000  level  of  adjusted  gross  in- 
come. California  was  among  the  half  dozen  states  that 
eased  effective  rates  for  the  bottom  two  income  classes 
of  married  couples  with  two  dependents. 

These  effective  rate  computations,  however,  do  not 
show  the  relative  degree  of  tax  progression  among  the 
states  in  the  very  high  income  levels.  For  this  pur- 
pose, some  of  the  results  of  the  extensive  calculations 
by  Melichar  ^^  are  shown  in  Table  13.  "WhUe  these 
calculations  were  for  state  laws  as  of  1960,  they  pro- 
vide a  generally  reliable  pattern  of  relative  tax  bur- 
dens among  most  of  the  income  tax  states  at  the  pres- 


^  For  a  much  more  extensive  set  of  calculations  of  average  tax 
at  15  levels  of  adjusted  gross  income  on  the  basis  of  state 
income  tax  statutes  in  1960,  see  Emanuel  Melichar,  State 
Individual  Income  Taxes,  op.  cit. 

"Op.  cit.,  pp.  66-97. 
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Table  12 

STATE   INDIVIDUAL   INCOME  TAXES:    EFFECTIVE   RATES  AT  SELECTED  ADJUSTED  GROSS   INCOME 

LEVELS,  1954  AND   1964,  MARRIED  COUPLE  WITH  TWO   DEPENDENTS 

(Percent) 

Adjusted  gross  income ' 


$5.000 

State  195i             1964 

Alabama  * 0.2  0.2 

Alaska   .8  1.3 

Arizona  * ' .3  .2 

Arkansas —  .3 

California    .1  .1 

Colorado  * .3  .5 

Delaware  * "    .3  .6 

District  of  Columbia .8 

Georgia    .2  .1 

Hawaii n.a.  1.4 

Idaho  * .4  1.3 

Indiana    ' .5 

Iowa*   .9  .9 

Kansas  *    .4  .5 

Kentucky  ♦    .7  .3 

Louisiana  *   

Maryland .5  .8 

Massachusetts  *  = .7  .7 

Minnesota  * 1.1  1.5 

Mississippi    

Missouri  *   .2  .2 

Montana  * ' .3  .5 

New  Jersey* '_^  .6 

New  Mexico  * ' .2  .5 

New  York .5  .6 

North  Carolina 1.1  1.1 

North  Dakota  * ' .3  .3 

Oklahoma  * .2  .2 

Oregon*    1.3  1.4 

South  Carolina  * .5  .4 

Utah*    .5  .5 

Vermont 1.2  1.6 

Virginia .9  .9 

West  Virginia ' .5 

Wisconsin   1.0  1.9 

Median  State .4  .5 

Note  :  In  computing  income  taxes,  it  was  assumed  that  all  in- 
come was  from  wages  and  salaries  and  earned  by  one 
spouse,  and  that  the  optional  standard  deduction  was  used 
except  for  the  $25,000  income  class  where  it  was  assumed 
that  deductions  are  itemized.  Itemized  deductions  were  as- 
sumed to  be  $3,475,  excluding  the  State  individual  income 
tax.  For  those  States  that  allow  deductions  of  the  Federal 
tax,  the  State  tax  was  assumed  to  be  $500  in  computing  the 
Federal  tax  liability  ;  except  that  where  the  State  individual 
income  tax  is  itself  deductible  in  computing  the  State  in- 
come tax  liability,  the  actual  State  tax  liability  was  added 
to  the  $3,475  for  both  Federal  and  State  tax  computations. 
New  Hampshire  and  Tennessee  are  excluded  from  this  table 
since  their  personal  income  taxes  apply  only  to  interest  and 
dividend  income.  "Effective  rates"  are  computed  as  the  ratio 

SOURCE  :  Advisory  Commission  on  Intergovernmental  Relations, 


$7,500 


$10,000 


.8 


1.1 


1.3 


1.6 


$25,000 


1954 

1904 

1954 

1964 

1954 

1964 

0.8 

0.8 

1.4 

1.4 

2.3 

2.3 

1.2 

1.9 

1.4 

2.2 

1.9 

3.1 

.5 

.4 

.6 

.6 

1.3 

1.3 

.3 

.9 

.6 

1.3 

1.9 

2.5 

.4 

.3 

.5 

.5 

1.0 

1.6 

.6 

1.1 

.9 

1.6 

2.6 

3.0 

.6 

1.3 

1.1 

2.2 

2.9 

4.8 

.3 

1.3 

.6 

1.6 

1.3 

2.4 

.8 

.5 

1.3 

1.0 

3.3 

3.1 

n.a. 

2.2 

n.a. 

2.8 

n.a. 

3.7 

.9 
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of  tax  liability  to  adjusted  gross  income   (i.e..  income  after 
business    deductions    but    before    personal    exemptions    and 
otlier  allowable  deductions). 
n.a. — Data  not  available. 

•  Federal  income  tax  deductible. 

1  Adjusted  gross  income  is  income  after  business  deductions  but 
before  personal  exemptions  and  other  allowable  deductions. 

'Since  there  was  no  standard  deduction  in  1954,  the  standard 
deduction  authorized  under  present  law  was  used  in  comput- 
ing the  1954  tax  liability. 

'No  individual  income  tax  in  1954. 

•  Tax   applies   to   New   York  residents  who   derive   Income   from 

New  Jersey  sources. 

Tax  Overlapping  in  the  United  States,  1964,  July  1964. 


I   ent  time.  These  fibres  show,  as  do  similar  Meliehar 

calculations  for  single  persons,  that  California  income 

I   tax  burdens  in  the  low  income  ranges  are  compara- 

i  I   tivelj'  slight  but  on  very  large  incomes  are  among  the 

I   higher  of  state  levies. 

Among  the  32  income  tax  states  in  1960,  26  imposed 

heavier  taxes  on  a  married  couple  with  $5000  of  ad- 

,   justed  gross  income  than  did  California.  Two  other 

states  had  burdens  approximately  equal  to  Califor- 


nia's. At  the  $10,000  adjusted  gross  income  level,  28 
states  imposed  heavier  income  tax  burdens;  some 
were  5  or  6  times  heavier.  A  couple  with  $25,000  ad- 
justed gross  income  was  taxed  more  heavily  in  23 
states,  and  about  equally  in  two  other  states.  A  $50,- 
000  a  year  couple  was  subject  to  heavier  taxes  in  14 
states.  But  in  the  $100,000  and  $1,000,000  adjusted 
gross  income  ranges,  only  8  states  took  more  of  a 
couple's  income  than  California.  The  top  Alaska  in- 
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Table  13 

EFFECTIVE  RATES  OF  STATE   INDIVIDUAL   INCOME  TAXES  ON   MARRIED 
COUPLES  AT  SELECTED   INCOME   LEVELS,  1960 

Effective  rate  of  tax  on  adjusted  gross  income  of: 

State  15000  $10,000  $25,000  $50,000  $100,000  $1,000,000 

California -3%  ■'%  1-9%  3.8%  5.0%  6.1% 

Alabama*    -3  1.4  2.5  2.4  2.1  .7 

Alaska    1-8  2.3  3.2  4.7  6.4  11.0 

Arizona*    .4  -8  1.6  1.9  1.7  .6 

Arkansas    -5  1-5  2.7  3.5  4.0  4.o 

Colorado*    1.6  2.5  4.1  4.3  3.7  1.2 

Delaware    1-1  3.0  5.4  6.3  6.8  7.2 

District  of  Col 1.2  1.9  2.7  3.6  4.0  4.5 

Georgia -4  1.5  3.6  4.5  5.0  5.4 

Hawaii"  -       2.7  3.6  4.7  5.6  6.7  8.0 

Idaho* 2.1  3.1  4.8  4.8  4.0  1.3 

Iowa* .8  1.7  2.1  2.0  1.6  .5 

Kansas* .8  1.2  1.9  2.3  2.1  .7 

Kentucky* 1.5  2.9  4.1  4.0  3.3  1.1 

Louisiana  *     —  .5  .9  1.3  1.3  .6 

Maryland    1.7  2.2  2.5  2.6  2.7  2.7 

Massachusetts* .8  1.5  1.8  1.6  1.3  .4 

Minnesota*    1.8  3.4  5.2  5.4  4.8  1.6 

Mississippi  —  -4  1.9  3.5  4.4  5.3 

Missouri*    .3  1.0  1.8  1.8  1.6  .5 

Montana*    1.0  2.0  3.4  3.4  2.9  1.0 

New  Mexico  * .3  .5  .6  .6  .7  .3 

New  York   1.3  2.8  5.9  7.4  8.2  8.9 

North  Carolina 1.6  3.0  4.9  5.6  5.9  6.3 

North  Dakota* .5  1.2  4.2  4.9  4.4  1.5 

Oklahoma*    .4  .8  1.8  2.3  2.2  .8 

Oregon* 2.1  3.4  4.7  4.7  4.0  1.3 

South  Carolina .8  2.1  4.4  5.4  5.8  6.3 

Utah* 1.0  2.1  2.8  2.6  2.1  .7 

Vermont   2.6  4.5  5.8  6.3  6.5  6.7 

Virginia    1-0  2.2  3.6  4.0  4.3  4.5 

Wisconsin 1.4  2.9  6.1  7.5  8.2  8.8 

SOURCE:  Emanuel  Melichar,  State  Individual  Income  Taxes,  Storrs,  Connecticut,  University  of  Connecticut.  1963,  pp.  66-97.  The  effec- 
tive rates  were  computed  on  the  adjusted  gross  income  of  a  married  couple  with  no  dependent  according  to  respective  state  tax 
provisions  in  1960.  It  was  assumed  that  (a)  adjusted  gross  income  consisted  of  wages,  salary  or  business  income,  (b)  deductions 
equivalent  to  10  percent  of  adjusted  gross  income  were  taken  at  all  income  levels  to  represent  tj-pical  personal  deductions  except 
for  income  taxes,  and  (c)  in  computing  net  taxable  income  for  state  income  tax  purposes  in  those  states  which  allow  deductions 
of  Federal  income  tax,  the  amount  of  the  Federal  income  tax  liability  is  subtracted  in  addition  to  the  usual  10  percent  of  adjusted 
gross  income. 

•  States  which  allow  deduction  of  Federal  income  tax  in  computing  net  income  subject  to  state  tax.  Delaware  also  allows  a  deduction 
for  Federal  income  tax  limited  to  $300  lor  a  single  person  and  to  $600  for  a  married  couple:  South  Carolina  allows  a  deduction  of 
up  to  $500  per  taxpayer  lor  Federal  income  taxes;  but  these  limited  deductions  are  of  much  less  effect  on  state  tax  liability  than 
full  deduction  of  Federal  income  taxes  for  high  level  incomes. 


come  tax  -would  take  11  percent  of  the  adjusted  gross 
income  of  a  $1,000,000  a  year  couple,  New  York,  8.9 
percent,  Wisconsin  8.8  percent  and  Hawaii  8  percent, 
as  compared  to  6.1  percent  for  California.  In  contrast, 
several  of  the  states  would  have  taken  only  one-tenth 
or  less  of  the  California  levy  at  the  $1,000,000  level. 

The  tendency  of  California  tax  assessments  to  out- 
strip some  states  at  high  income  levels  is  attributable 
in  part  to  a  higher  top  marginal  rate.  Georgia,  for 
example,  imposes  heavier  levies  on  the  bottom  four 
income  classes  in  Table  13,  approximately  the  same 
amount  on  a  $100,000  adjusted  gross  income  couple, 
but  less  on  a  $1,000,000  couple,  as  the  effect  of 
Georgia's  top  rate  of  6  percent  is  gradually  surpassed 
by  the  7  per  cent  top  rate  on  California  incomes. 

But  for  many  states  the  tendency  of  effective  rates 
to  flag  and  fall  away  in  the  top  income  levels  is  due 
to  the  deductibility  of  Federal  income  taxes  in  com- 


puting state  taxes.  The  states  which  allow  full  deduc- 
tion of  Federal  taxes  from  adjusted  gross  income  are 
indicated  by  asterisks  in  Table  13.  This  allowance 
makes  an  otherwise  progressive  state  tax  structure  re- 
gressive in  the  higher  levels.  With  this  feature,  the 
Idaho  tax  structure,  for  example,  takes  2.1  percent 
of  the  adjusted  gross  income  of  a  $5000  couple;  4.8 
percent  from  adjusted  gross  incomes  of  $25,000  and 
$50,000,  but  only  1.3  percent  of  the  adjusted  gross 
income  of  a  $1,000,000  couple.  The  Idaho  system 
takes  seven  times  as  much  in  tax  as  the  California  sys- 
tem from  a  $5000  a  year  couple,  more  than  twice  as 
much  from  a  $25,000  a  year  couple,  but  only  one- 
fifth  as  much  from  a  $1,000,000  a  year  couple. 

By  allowing  a  state  deduction  for  Federal  income 
taxes,  a  state  alleviates  the  effects  of  high  combined 
Federal  and  state  tax  rates  on  its  taxpayers,  through 
a  concession  in  revenues  in  part  to  its  taxpayers  and 
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Table  14 

EFFECT  OF  THE    DEDUCTIBILITY   OF   A   STATE   10  PERCENT   MARGINAL  TAX   RATE  ON   COMBINED 

FEDERAL  AND  STATE    INDIVIDUAL    MARGINAL   INCOME  TAX    RATES,  AT 

SELECTED   NET   INCOME  LEVELS   UNDER  1965  RATES' 

(Percent) 

_,   ,      ,  State  does  not  allow  deduction  State  allows  deduction  of 

,     Federal  of  Federal  tax  Federal  tax 
taxal)le  income 

before                                Federal  Percentage  of  additional  dollar  of  Percentage  of  additional  dollar  of 

additional  marginal  rate  income  paid  to — income  paid  to — 

dollar  of                          for  a  single  Federal                   State               Federal  Federal                   State               Federal 

income                            individual  Government         Government         and  State  Government         Government         and  State 

$25,000 50  45.0                       10.0                    55.0  47.37                      5.26                     52.63 

30,000 53  47.7                      10.0                   57.7  50.37                     4.96                    55.33 

50,000 62  55.8                      10.0                   65.8  59.49                     4.05                    63.54 

100,000 70  63.0                      10.0                   73.0  67.74                     3.23                    70.97 

200,000 70  63.0                      10.0                   73.0  67.74                     3.23                    70.97 

'The  marginal  rate  is  the  rate  applicable  to  the  additional  tax-  top  State  rate  is  as  high  as  10%   in  only  8  States.  In  3  of 

able   income  resulting   from   an   additional   dollar  of  income.  these  the  rate  is  10%.  In  2  States  the  top  rate  is  10.5  per- 

The  Federal   Government  allows   taxpayers   to   deduct  State  cent,   and   in    2    it   is   11    percent.    In  Alaska  a  rate   of   14.56 

income   taxes   in  computing   net  taxable  income   for   Federal  percent  is  applicable  to  income  above  $200,000. 
purposes.   More   than   half   of   the   income   tax   States  allow 

deduction  of  Federal  tax  in  computing  the   State  tax.   The  SOURCE ;  Office  of  Tax  Analysis,  the  Secretary  of  the  Treasury. 


in  larger  part  to  the  Federal  Government.  The  burden 
distribution  of  state  taxes  indicated  by  rate  structures 
and  personal  exemptions  is  materially  altered  by  state 
allowance  of  Federal  income  tax  deductibility.  State 
tax  liabilities  are  significantly  reduced,  with  larger 
and  larger  reductions  for  taxpayers  with  higher  in- 
comes, since  Federal  tax  liability  rises  more  rapidly 
than  increases  in  taxpayer  income.  State  revenues  are 
lessened  and  the  proportion  of  the  state  tax  paid  by 
persons  in  the  lower  income  levels  is  increased.  With 
this  allowance,  the  yield  and  the  burden  distribution 
of  state  tax  are  directly  linked  to  changes  in  the  rates 
or  other  provisions  of  the  Federal  income  tax.^* 

The  effects  on  taxpayers'  liabilities  to  state  and 
Federal  governments  of  allowing  a  Federal  deduction 
for  state  income  tax  and  also  of  allowing  a  state  de- 
duction for  Federal  income  tax  are  illustrated  in 
Table  14.  It  is  assumed  that  single  persons  are  subject 
to  Federal  income  tax  at  the  new  marginal  rates  effec- 
tive in  1965  and  also  to  a  state  tax  at  a  marginal  rate 
of  10  percent  on  additions  to  taxable  income  above 
the  $25,000  level. 

The  allowance  of  deduction  of  state  tax  in  comput- 
ing Federal  tax  liability  substantially  reduces  the 
impact  of  the  combined  state  and  Federal  rates.  Tax- 
payers subject  to  the  70  percent  marginal  Federal 
rate  and  the  10  percent  state  rate  pay  a  combined  tax 
not  of  80  percent  but  of  73  percent.  With  deductibility 
only  at  the  Federal  level,  the  state  obtains  revenues 
equal  to  its  marginal  rate  and  the  effective  reduction 

"  Of.,  Melichar,  op.  cit.,  p.  110. 


in  combined  marginal  rates  is  achieved  by  lowering 
the  amount  of  Federal  revenue  obtained  from  the 
taxpayer.  If  there  were  no  state  tax,  the  higher  level 
taxpayers  would  pay  70  cents  of  each  marginal  income 
dollar  to  the  Federal  Government.  With  the  state  tax, 
these  taxpayers  pay  10  cents  of  a  marginal  dollar  to 
the  state,  and  as  a  result  of  Federal  deductibility  they 
pay  63  cents  to  the  Federal  Government.  The  state 
tax  has  the  net  effect  of  taking  an  additional  3  cents 
of  the  taxpayer's  marginal  income  dollars  at  the 
highest  income  levels. 

If  the  state  also  allows  deductibility  of  Federal  in- 
come tax  in  computing  state  tax  liability,  the  effect  of 
combined  state  and  Federal  marginal  rates  is  further 
reduced,  with  the  state  accepting  substantial  reduc- 
tions in  revenue  from  its  taxpayers  and  with  the 
Federal  government  obtaining  more  revenue  from 
these  taxpayers.  As  shown  in  Table  14,  with  deducti- 
bility allowed  by  both  governments,  a  taxpayer  nom- 
inally subject  to  marginal  rates  of  70  percent  and  10 
percent  actually  pays  a  combined  rate  of  70.97  per- 
cent. Out  of  each  marginal  dollar  67.74  cents  goes  to 
the  Federal  Government  and  only  3.23  cents  to  the 
state. 

Since  California  does  not  allow  individuals  deduc- 
tions for  income  taxes  paid  to  the  Federal  Govern- 
ment, the  effectiveness  of  the  State  marginal  rates  is 
maintained.  While  the  California  personal  income  tax 
system  ranks  among  the  lowest  states  in  the  burdens 
placed  on  low  and  modest  incomes,  it  is  among  the 
highest  third  of  the  income  tax  states  with  respect  to 
levies  on  very  substantial  incomes. 


BURDEN  DISTRIBUTION 

The  California  personal  income  tax  has  an  impact  jeet  only  to  the  1  percent  rate.  For  all  tj-pes  of  tax- 
on  less  than  three-fifths  of  the  State's  population.  able  returns,  63.2  percent  had  taxable  income  only  in 
About  43  percent  of  the  people  paid  no  income  tax  the  first  bracket  and  another  26.0  percent  had  some 
to  the  State  in  the  most  recent  years  for  which  data  marginal  income  in  the  second  bracket  and  taxable 
are  available.  For  most  of  those  subject  to  the  tax,  its  at  2  percent.  Only  10.8  percent  of  returns  had  tax- 
impact  was  a  very  light  touch.  On  the  other  hand,  able  income  subject  to  more  than  the  2  percent  rate, 
the  tax  takes  substantial  sums  from  a  relatively  few  and  only  1.3  percent  of  all  taxable  returns  had  some 
people  with  large  incomes.  Since  many  of  these  derive  marginal  income  taxable  at  the  top  rate  of  7  percent. 
their  incomes  from  property,  professions  or  business  While  two-fifths  of  the  population  did  not  need  to 
profits,  these  sources  of  income  are  burdened  relatively  pay  any  state  income  tax,  it  appears  that  at  least 
more  heavily  than  .salaries  and  wages.  another  two-fifths  did  not  need  to  bother  about  statu- 

In  July  1962  the  State  population  was  17,044,000  ^^^^  ^^^^^^  ^^^^ler  than  1  percent. 

and  an  estimated  13,238,000  were  accounted  for  on  ^  ^      j.  ^    .x,     j-  ^  -u  ^-         e  ^      vi 

J,   1   n      ,,     -inrr,  -  55  In  contrast  to  the  distribution  of  taxable  returns, 

income  tax  returns  filed  tor  the  WbZ  income  year.""" 

Thus  for  3,806,000  persons  or  22.3  percent  of  the  pop-  Table  16  shows  the  amount  of  taxable  income  subject 
ulation,  tax  returns  were  not  even  filed.  Among  the  to  tax  in  each  of  the  statutory  rate  brackets  and  also 
4,582,448  returns  that  were  filed  were  990,136  which  the  amount  of  tax  assessed,  as  reported  by  the  Fran- 
owed  no  tax  because  incomes  were  offset  by  personal  ^^^^^  g^^rd  for  the  1961  income  year.  Sixty-two  per- 

and  dependency  exemptions,  deductions  or  tax  credits,  ^.^n^       ui-  c  n  ■     ^u    c    ^  \,      i*.       j 

'    ,.      / -,  n  A^r  nr^n       on  o  j.    c  j.1.  ccut  of  all  taxablc  incomc  lell  lu  the  farst  brackct  aud 

and  an  estimated  3,4o5,000  or  20.3  percent  of  the  pop- 
ulation were  accounted  for  on  these  nontaxable  re-  ^0.8  percent  of  the  total  tax  was  paid  on  this  income, 
turns.  Tax  was  paid  on  returns  accounting  for  57.4  The  first  two  brackets  accounted  for  79.2  percent  of 
percent  of  the  State  population.                                                all  taxable  income  and  47.9  percent  of  the  tax.  Tax- 
Table  15 
DISTRIBUTION  OF  TAXABLE  CALIFORNIA  PERSONAL   INCOME  TAX   RETURNS  BY  MARITAL  STATUS  AND 
BY   HIGHEST   MARGINAL  TAX   RATE  TO  WHICH   THE  TAXPAYERS   WERE 
SUBJECT,  1962  INCOME  YEAR 

Percentage 

of  Returns 

hy  Marital  Percentage  of  Returns  by  Margmal  Tax  Rate 

Marital  Status                                                                    Status  1%  2%         3%  4%  5%  6%  7%         Total 

Joint  Returns  of  Married  Persons 67.9  68.4  22.9         4.6  1.6  .8  .5  1.1         100.0 

Separate  Returns  of  Married  Persons 2.2  48.7  28.3         8.-5  3.8  2.8  2.4  5.6         100.0 

Returns  of  Single  Persons 26.0  50.7  34.4         9.7  2.6  1.0  .5  1.2         100.0 

Returns  of  Unmarried  Heads  of  Households 3.2  64.5  24.0         6.3  2.0  .9  .9  1.7         100.0 

Returns  of  Fiduciaries .7  63.6  14.7         7.2  4.2  2.5  1.6  6.2         100.0 

ALL  RETURNS 100.0  63.2  26.0        6.1  1.9  .9  .5  1.3        100.0 

SOURCE:  State  of  California,  Franchise  Tax  Board,  Annual  Report,  Calendar  Year  196S,  p.  11. 


Most  of  the  taxable  returns,  67.9  percent,  were 
joint  returns  of  married  persons,  as  is  shown  in  Table 
15.  Single  persons  accounted  for  26  percent  of  the 
taxable  returns,  heads  of  households,  3.2  percent, 
married  persons  filing  separately,  2.2  percent,  and 
fiduciaries  accounted  for  .7  of  1  percent. 

On  most  of  these  returns,  the  portion  of  income  sub- 
ject to  tax  after  exemptions  and  deductions  was  tax- 
able at  only  the  first  bracket  rate  of  1  percent,  as  is 
also  shown  in  Table  15.  The  joint  returns  of  married 
persons  had  the  highest  proportion  of  this  type,  68.4 
percent,  since  for  them  the  first  bracket  is  twice  as 
•wide  as  on  other  returns.  But  slightly  over  half  of 
returns  of  single  persons  also  had  taxable  income  sub- 
's state  of  California  Franchise  Tax  Board,  Annual  Report  for 
Calendar  Year  1963,  p.  10. 


payers  with  income  subject  to  the  top  7  percent  tax 
rates  had  considerable  amounts  above  the  $15,000 
level  of  taxable  income  for  single  persons  ($30,000 
for  a  married  couple  with  joint  return) .  The  top  rate 
bracket  contained  7.7  percent  of  all  taxable  income 
and  accounted  for  26.6  percent  of  the  total  tax,  ap- 
proaching the  total  tax  paid  on  first  bracket  income. 
An  alternative  and  perhaps  more  illuminating  way 
of  viewing  the  distribution  of  taxable  income  over  the 
rate  structure  is  to  consider  the  amount  of  taxable 
income  subject  onlj'  to  the  effect  of  the  marginal  rates, 
as  shown  in  Table  17.  All  taxable  income  would  be 
taxed  at  1  percent  in  the  absence  of  rate  progression, 
and  the  effect  of  the  2  percent  rate  may  be  regarded 
as  the  adding  of  a  further  1  percent  burden  on  that 
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Table  16 

INCOME  SUBJECT  TO   EACH  TAX   RATE   UNDER  CALIFORNIA  PERSONAL 
INCOME  TAX  AND  AMOUNT  OF  TAX  ASSESSED,  1961    INCOME  YEAR 

Tax  assessed 
Tax  rate  Taxahle  income  (after  credits) 

Amount  Percent  Amount  Percent 

(thousands)*  of  total**  (thousands)  *         of  total** 

1% $9,116,709  62.0  $91,039  30.8 

2    2,534,499  17.2  50,534  17.1 

3  919,818  6.2  27,241  9.2 

4  485,637  3.3  19,400  6.6 

5  310,971  2.1  15,511  5.3 

6  217,323  1.5  13,017  4.4 

7  1,128,548       7.7  78,404       26.6 

Total   $14,713,505  100.0  $295,147  100.0 

SOURCE  :  State  of  California  Francliise  Tax  Board,  Annual  Report,  p.  6. 

*  Detail  may  not  add  to  total  because  of  rounding:. 
•*  Computed  before  rounding. 
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Table  17 

CALIFORNIA   PERSONAL    INCOME  TAX   ATTRIBUTABLE  TO   MARGINAL 
TAX   RATES,  1961    INCOME  YEAR 

Amount  Percent  of     Cumulative  Percent  of 

(thousands)  1)  Total  Tax  Total  Tax 

Tax  on  all  taxable  income  at  1% $147,135                   49.6  49.6 

Tax  on  all  ta.xalile  income  above  1st  income  bracket  at  2% 55,968                   18.9  68.5 

Tax  on  all  taxalile  income  above  2nd  income  bracket  at  3% 30,623                   10.3  78.8 

Tax  on  all  taxable  income  above  3rd  income  bracket  at  4% 21,425                     7.2  86.0 

Tax  on  all  taxable  income  above  4th  income  bracket  at  5% 16,568                     5.6  91.6 

Tax  on  all  taxable  income  above  5th  income  bracket  at  6% 13,459                     4.6  96.2 

Tax  on  all  taxable  income  above  6th  income  bracket  at  7% 11,285                     3.8  100.0 

TOTALS $296,463  100.0 

SOURCE:  Derived  from  State  of  California  Franchisse  Tax  Board,  Annual  Report  1062. 

"Tax  indicated  by  tax  rate  and  taxable  income  in  tax  brackets.  The  indicated  tax  of  $296,463  thou-sand  was  reduced  to  $295,147  thou- 
sand by  tax  credits  of  $1,316  thousands  or  by  .4  of  1  percent,  which  is  ignored  in  the  distribution. 


portion  of  each  taspa^'er's  income  that  exceeds  the 
first  rate  bracket,  and  so  on  for  a  1  percent  additional 
tax  on  the  residual  part  of  each  taxpayer's  taxable  in- 
come that  rises  into  the  next  higher  braelcet.  This 
viewpoint  enables  a  ready  appraisal  of  the  revenue 
effects  of  the  various  statutory  rates.  If  all  of  the 
rates  above  1  percent  were  eliminated,  the  California 
perf5onal  income  tax  would  have  yielded  $147  million 
for  1961,  which  was  almost  half  of  the  total  yield.  In 
contrast  the  much  higher  first  bracket  rate  of  the 
Federal  individual  income  tax  system,  which  was  20 
percent  prior  to  1964,  accounted  for  85  percent  of  the 
total  yield  of  that  tax.^^  While  Federal  rates  rose  by 
narrower  income  brackets  and  to  as  high  as  91  per- 
cent at  the  top  rate,  the  broader  base  that  included 
most  citizens  and  the  substantial  first  braclcet  rate 
made  the  progressive  rate  elements  of  the  Federal 
system  of  relatively  less  revenue  significance  than  in 
the  California  system. 

The  2  percent  rate  in  California  accounted  for 
about  $56  million  in  revenue,  and  the  3  percent  rate 
about  $31  million.  If  rate  progression  had  stopped  at 
3  percent,  the  revenue  yield  would  have  been  about 
four-fifths  of  the  amount  of  tax  actually  assessed  for 
1961.  The  top  California  rates  account  for  diminish- 
ing but  still  significant  amounts  of  revenue.  The  7 


»"U.S.  Congress,  Joint  Economic  Committee,  The  Federal  Reve- 
nue System:  Facta  and  Problems,  1961,  87th  Conff.,  1st 
Sess.,  p.  8. 


percent  rate  produced  more  than  $11  million  dollars 
from  persons  whose  taxable  incomes  exceeded  $15,000, 
if  single,  or  $30,000,  if  a  married  couple. 

The  California  personal  income  tax  bears  compara- 
tively lightly  on  salaries  and  wages  and  heavily  on  in- 
comes from  property,  professional  services  and  opera- 
tion of  a  business.  This  results,  of  course,  from  the 
fact  that  while  salaries  and  wages  are  large  in  aggre- 
gate, they  average  le.ss  than  the  fewer  property  and 
professional  incomes,  and  larger  proportions  of  sal- 
aries and  wages  are  removed  from  the  tax  base  by 
personal  and  dependency  exemptions. 

Table  18  shows  Franchise  Tax  Board's  estimates  of 
the  proportions  of  California  income  tax  derived  from 
various  income  sources.  Table  19  shows  the  propor- 
tions of  total  California  personal  income  as  estimated 
for  purposes  of  state  and  national  income  accounts. 
Differences  in  concepts  of  personal  income  and  income 
for  tax  purposes  limit  the  validity  of  close  compari- 
sons. Personal  income,  for  example,  includes  transfer 
payments  such  as  social  security  benefits,  which  are 
generally  excluded  from  gross  income  for  tax  pur- 
poses, while  personal  income  excludes  capital  gains 
which  are  included  in  whole  or  in  part  in  adjusted 
gross  income.*'^  Nonetheless,  some  broad  and  rough 
comparisons  are  of  interest.  Salaries,  wages  and  other 
labor  income  comprised  69.7  percent  of  total  Cali- 

»' Cf.,  footnote  41,  supra. 
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fornia  personal  income  in  1961,  while  53.4  percent  of 
personal  income  taxes  were  obtained  from  this  general 
source.  The  income  of  unincorporated  businesses  and 
professions — proprietorships  and  partnerships — ac- 
counted for  11.1  percent  of  personal  income  and  19.0 
percent  of  personal  income  tax  assessed.  Property  in- 
comes from  interest,  dividends,  rents  and  royalties 
were  13.7  percent  of  personal  income.  Incomes  that 
were  from  these  sources  and  from  capital  gains  on  the 
disposition  of  property  were  responsible  for  27.6  per- 
cent of  income  tax  assessed  for  1961. 

In  a  general  fashion,  it  may  be  said  that  the  per- 
sonal income  tax  complements  the  State  retail  sales 
tax.  Persons  who  spend  a  high  proportion  of  their 
incomes  on  taxable  commodities  bear  a  relatively  high 
sales  tax  burden  as  compared  to  those  who  can  save 
and  invest.  But  the  enhancement  of  incomes  through 
investments  in  stocks,  bonds,  rental  property,  or  one 's 
own  business,  results  in  higher  income  tax  payments. 

Table  18 

PERCENTAGE   DISTRIBUTION   OF  CALIFORNIA 

PERSONAL    INCOME  TAX   DERIVED    FROM 

EACH    INCOME  SOURCE 

1961    INCOME  YEAR 

Percen  t  of 
total  income 
Sources  of  income  tax  assessed 

Salaries  and  wages 53.4% 

Proprietorship  gains  * 11.4 

Partnership  gains  * 7.6 

Capital  gains  * 12.2 

Dividends    7.5 

Interest   3.1 

Rent  gains* 2.6 

Miscellaneous  gains* 2.2 

Total 100.0 

SOURCE :  State  of  California  Franchise  Tax  Board,  Annual 
Report  1962,  p.  6. 

*  Gains  rather  than  gains  less  losses  from  these  sources  were 
used  to  derive  these  figures.  To  have  deducted  losses  from 
gains  would  have  meant  understating  the  relative  import- 
ance of  these  sources. 

Table  19 

PERCENTAGE   DISTRIBUTION   OF  CALIFORNIA 

PERSONAL   INCOME  BY  MAJOR  SOURCES, 

1961  CALENDAR  YEAR 

Percent  of 
Sources  of  income  totalincome 

Salaries  and  wages 67.2% 

Other  labor  income' 2.5 

Proprietorship 

Farm    2.0 

Other  2 9.1 

Property  income' 13.7 

Transfer    payments' 8.1 

Social  insurance  contributions (2.6)° 

Total 100.0 

SOURCE :  State  of  California,  Economic  Report  of  the  Governor, 
March  2,  1964,  p.  64. 

•Employer  contributions  to  private  pensions,  pay  of  military  re- 
servists, directors  fees,  etc. 

'  Income  of  unincorporated  business  and  professions. 

'Interest,  dividends,  rents  and  royalties. 

*  Retirement  programs,  unemployment  Insurance,  disability  pay- 
ments, public  relief,  etc. 

'  Negative  figures  in  parentheses. 


Whether  an  appropriate  balance  is  achieved  depends 
upon  judgments  based  on  overall  burden  distribution 
of  all  State  taxes — or  better,  all  state  and  local  taxes 
■ — which  would  go  far  beyond  the  scope  of  the  present 
study. 

The  distribution  of  California  personal  income  tax 
among  broad  adjusted  gross  income  classes  is  sum- 
marized in  Table  20  for  the  income  years  1952  and 
1962.  The  data  are  for  returns  on  which  some  tax  was 
assessed  and  are  derived  from  the  more  detailed  ad- 
justed gross  income  classifications  reported  annually 
by  the  Franchise  Tax  Board.  Over  this  11  years  the 
the  personal  income  tax  was  significantly  expanded. 
The  number  of  taxable  returns  rose  from  1.7  million 
to  3.6  million,  an  increase  of  109  percent ;  the  adjusted 
gross  income  of  taxpayers  rose  from  $12.1  million  to 
$32.5  million,  up  168  percent;  and  tax  assessed  rose 
from  $86.1  million  to  $308.8  million,  up  259  percent. 
There  was  also  an  upward  shift  in  the  income  of  tax- 
payers from  the  low  income  classes  into  the  middle 
income  range.  In  1952  taxpayers  with  less  than  $5000 
of  adjusted  gross  income  had  35.8  percent  of  returns, 
19.6  percent  of  all  adjusted  gross  income,  and  paid 
7.3  percent  of  the  tax,  whereas  in  1962  the  respective 
percentages  were  19.7,  8.0,  and  3.0.  The  middle  income 
classes  from  $10,000  to  $14,999  and  from  $15,000  to 
$49,999  had  higher  proportions  of  the  returns,  of  ad- 
justed gross  income,  and  paid  a  larger  share  of  the 
tax  in  1962.  The  high  income  classes,  $50,000  of  ad- 
justed gross  income  and  over,  had  only  .5  of  1  percent 
of  returns  in  1962  as  they  did  in  1952,  and  their  pro- 
portions of  the  total  income  and  tax  paid  declined 
somewhat. 

In  the  aggregate  more  of  the  tax  is  being  collected 
from  the  middle  brackets  of  $10,000  to  $50,000 ;  52.6 
percent  of  total  tax  in  1962,  as  compared  to  35.3  per- 
cent in  1952.  Much  of  the  explanation  must  be  found 
in  the  larger  share  of  income  falling  in  this  range, 
43.9  percent  as  compared  to  22.8  percent,  for  the 
effective  rate  of  tax  on  income  of  this  size  was  not 
appreciably  increased  during  the  1950 's.  Surprisingly, 
indeed,  the  average  amount  of  tax  paid  by  taxpayers 
with  $10,000  to  $14,999  of  adjusted  gross  income  was 
about  the  same  in  1962  as  in  1952.  There  were  more 
than  7  times  as  many  taxable  returns  in  this  income 
class  in  1962  as  in  1952,  but  in  both  years  the  total 
tax  assessed  was  .68  of  1  percent  of  the  total  adjusted 
gross  incomes  in  the  class. 

In  all  other  income  brackets  the  average  amount  of 
tax  increased.  For  example,  the  effective  rate  of  tax 
on  adjusted  gross  income  rose  from  .26  to  .35  of  1 
percent  in  the  bottom  income  class,  and  from  3.08  to 
4.16  percent  in  the  $50,000  to  $99,990  class.  On  aver- 
age for  all  taxpayers,  the  income  tax  was  .96  of  1 
percent  in  1962  as  compared  to  .71  in  1952.  \. 

The  summary  data  in  Table  20  submerge  in  aver- 
ages considerable  differences  in  the  treatment  of  dif- 
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Table  20 

CALIFORNIA  TAXABLE   PERSONAL  INCOME  TAX   RETURNS,  ADJUSTED  GROSS  INCOME 

AND  TAX  ASSESSED   BY   ADJUSTED  GROSS    INCOME  CLASSES 

1952  AND  1962  INCOME  YEARS 

1952 1962 

Average 

Adjusted       Tax                           Effective  Adjusted       Tax 

Adjusted                              Numier          Gross       Assessed     Average    Tax  Rate        Number  Gross      Assessed      Average 

dross  Income                               of               Income         (mil-         Tax  Per    on  AGI                of  Income        (mil-         Tax  Per 

Class                                  Returns     (millions)       lions)         Return         (%)            Returns  (millions)     lions)          Return 

$1-  4,999   614.104         $2,377           $6.3            $10.24           .26             709.610  S2..-)86           $9.1            $12.87 

5,000-  9.999    928,364           6,201           21.7              23.36           .35          1,896,525  13,970           60.3              31.80 

10,000-14,999    97,484           1,155             7.8              80.01           .68             692,733  8,236           56.4              81.36 

15,000-49,999    67,660           1,614           22.0            333.06         1.40             275,6.83  6,0.53         106.3            385.51 

50,000-99,999    6,581             439          13.5        2,054.60        3.08              14.136  927          38.6        2,729.10 

100,000  &  over 1,909              332           14.2         7,462.07         4.30                 3,625  726           38.2       10,529.51 

Total   Taxable   Returns  1,716,102         12,117           86.1              50.18           .71          3,592,312  32,498         308.8              85.97 

Percentage  Distriiution 

$1-  4,999    35.8            19.6            7.3                                                     19.7  8.0            3.0 

5,000-  9,999    54.1            51.2          25.2                                                     52.8  43.0          19.5 

10,000-14,999   5.7              9.5            9.1                                                     19.3  25.3          18.2 

15,000-49,999   3.9            13.3          26.2                                                       7.7  18.6          34.4 

50,000-99,999    .4              3.6          15.7                                                         .4  2.9          12.5 

10,000  &  over .1               2.8           16.5                                                             .1  2.2           12.4 

Total   Taxable   Returns          100.0           100.0         100.0                                                       100.0  100.0         100.0 

SOURCE:  State  of  California  Franchise  Tax  Board,  Annual  Report,  1953  and  1963. 

Note  :  Because  of  rounding,  detail  may  not  add  to  total.  Percentages  calculated  from  unrounded  figures. 


Average 
Effective 
Tax  Rate 
on  AG! 
(%) 
.35 
.43 
.68 
1.76 
4.16 
5.26 
.96 


ferent  classes  of  taxpayers.  Further  details  on  the 
distribution  of  tax  and  of  the  main  components  of 
tax  computations  for  1952  and  1962  are  provided  in 
Appendix  C  for  returns  by  marital  status  and  by 
summary  adjusted  gross  income  classes. 

During  this  period  there  has  been  some  redistribu- 
tion of  the  total  tax  burden  from  married  couples  to 
single  persons.  As  shown  in  summary  in  Table  21,  the 
returns  of  married  persons  accounted  for  79.8  percent 

Table  21 

DISTRIBUTION   OF  CALIFORNIA    PERSONAL    INCOME 

TAX  ASSESSED    BY    MARITAL  STATUS, 

1952  AND   1962  INCOME  YEARS 

Percentage  of  total  tax 
Marital  Status  1952  '      1962 

Joint  returns  of  married  persons 67.5%  73.8% 

Separate  returns  of  married  persons 12.3  3.2 

Returns  of  single  persons 16.8  19.2 

Returns  of  unmarried  heads  of  households         2.2  2.4 

Returns  of  fiduciaries 1.2  1.4 

All  taxable  returns 100.0  100.0 

SOURCE :  Derived  from  State  of  California  Francliise  Tax 
Board,  Annual  Reports,  1953  and  1963.  See  Appendix  C, 
infra. 


of  the  total  tax  assessed  in  1952  and  77.0  percent  in 
1962.  (Splitting  of  income  on  joint  returns  was  al- 
lowed for  the  first  time  in  the  1952  income  year  and 
since  that  time  more  married  persons  have  filed  joint 
rather  than  separate  returns.)  The  proportion  of  the 
total  tax  borne  by  single  persons  rose  from  16.8  to 
19.2  percent,  and  the  share  of  total  tax  of  both  heads 
of  households  and  fiduciaries  also  rose,  apparently  in 
part  as  a  result  of  the  narrowing  of  the  tax  rate 
brackets  in  1959  which  had  greater  effect  on  low  and 
middle  income  single  returns  than  on  joint  returns 
in  these  income  ranges.  Another  factor  was  the  in- 
crease in  dependency  exemptions  in  1959,  while  per- 
sonal exemptions  were  reduced.  For  families  with 
three  or  more  dependents,  total  exemptions  were  in- 
creased, even  though  personal  exemptions  of  all  tax- 
payers were  cut. 

The  detailed  tables  in  Appendix  C  show  the  changes 
that  have  occurred  in  adjusted  gross  income,  deduc- 
tions, exemptions  and  tax  base  from  1952  to  1962. 
Table  22  summarizes  some  of  these  changes  by  relat- 
ing personal  deductions,  exemptions,  taxable  income 


Table  22 

CALIFORNIA   PERSONAL   INCOME  TAX   DEDUCTIONS,   PERSONAL   EXEMPTIONS,   DEPENDENCY   EXEMPTIONS, 

TAXABLE    INCOME   AND  TAX   ASSESSED  AS   PERCENTAGES  OF   ADJUSTED 

GROSS   INCOME   FOR  TAXABLE    RETURNS   BY    MARITAL  STATUS 

1952  AND  1962  INCOME  YEARS 


Personal 


Personal 


Dependency 


Deductions         Exemptions         Exemptions 


(%) 


(%) 


(%) 


1932     1962 
10.1      16.1 


Joint  Returns  of  Married  Persons 

Separate  Returns  of  Married  Persons 6.1  16.0 

Returns  of  Single  Persons 8.9  13.2 

Returns  of  Unmarried  Heads  of  Households 9.6  16.6 

Returns  of  Fiduciaries 13.2  28.9 

ALL  TAXABLE  RETURNS 9.6  15.7 


1952     1962 
43.4      28.5 


1952     1962 
5.4         8.3 


19.0 
42.5 
52.6 
7.9 
42.0 


19.7 
27.1 
41.0 
4.9 
28.3 


2.7 

.7 

2.0 

4.3 


5.3 
1.1 
3.1 

6.9 


Taxable 
Inco  m  e 
(%) 
1962 
47.1 
59.0 
58.6 
39.3 
66.2 
49.0 


1932 
41.1 
62.6 
47.9 
35.9 
78.9 
44.0 


Tax 
Assessed 
(%) 
1952     1962 
.7 
1.0 
.8 
.7 
1.9 
.7 


.9 
1.6 
1.1 

.9 
2.5 
1.0 


SOURCE:   Derived  from  State  of  California  Franchise  Tax  Board,  Annual  Reports,  1953  and  1963.  See  Appendix  C,  infra. 
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and  tax  to  the  amount  of  adjusted  gross  income  re- 
ported on  tax  returns  classified  by  marital  status. 

Marked  increases  have  occurred  in  the  personal  de- 
ductions claimed  on  tax  returns.  On  average  in  1952 
deductions  removed  9.6  percent  of  adjusted  gross  in- 
come from  the  tax  base  on  taxable  returns,  and  in 
1962,  15.7  percent.  Part  of  this  increase  is  attributable 
to  statutory  changes.  The  standard  deduction  iu  1952 
was  in  effect  the  lesser  of  6  percent  of  adjusted  gross 
income  or  $300,  while  in  1962  it  was  10  percent  of 
adjusted  gross  income  up  to  $1000  for  a  joint  return 
and  $500  for  all  other  returns.  However,  the  average 
deductions  for  returns,  including  optional  tax  returns 
and  those  itemizing  deductions,  has  consistently  been 
far  above  the  standard  deduction  levels.  Some  addi- 
tional itemized  deductions  were  adopted  during  this 
period,  such  as  the  limited  deductions  for  political 
contributions  in  1957  and  for  child  care  in  1961,  and 
the  medical  expense  deduction  was  liberalized.  It  ap- 
pears that  only  a  part  of  the  growth  in  deductions 
reflects  statutory  change,  and  perhaps  a  larger  part 
has  been  due  to  expansion  of  home  ownership  which 
enables  the  deduction  of  property  taxes  and  interest 
on  mortgages. 

The  lowering  of  personal  exemptions  in  1959,  in- 
creased the  tax  base.  In  1952  these  exemptions  offset 
42.0  percent  of  adjusted  gross  income  on  all  taxable 
returns,  and  28.3  percent  in  1962.  The  relative  adjust- 
ments for  single  persons  and  joint  returns  of  married 
couples  were  about  the  same."^  The  boost  in  depend- 
ency exemptions,  on  the  other  hand,  tended  for  the 
average  taxpayer  in  each  marital  status  to  narrow  the 
tax  base.  In  1962  the  allowance  for  dependents  was 
exempting  6.9  percent  of  adjusted  gross  income  on 
taxable  returns  as  compared  to  4.3  percent  in  1952. 

Overall,  the  net  result  of  the  various  changes  in  in- 
comes and  tax  allowances  was  to  include  49  percent 
of  the  adjusted  gross  income  of  taxable  returns  in 
taxable  income  instead  of  the  44  percent  included  in 
1952.  For  separate  returns  of  married  persons  and  for 
fiduciaries  the  proportionate  tax  bases  were  actually 
reduced,  mainly  as  a  result  of  the  increased  percent- 
ages of  adjusted  gross  incomes  offset  by  the  larger 
deductions  claimed  in  1962.  On  all  joint  returns  an 
additional  6  percent  of  adjusted  gross  income  was 
subject  to  tax  in  1962,  and  on  returns  of  single  per- 
sons, an  additional  10.7  percent. 

The  stiffer  rate  schedule  adopted  in  1959  also  tended 
to  increase  taxes  for  all  except  single  persons  with  less 
than  $2500  of  taxable  income  ($3000  for  married 
couples  with  joint  returns).  The  average  effective  tax 
rate  for  joint  returns  rose  from  .7  of  1  percent  in 
1952  to  .9  in  1962,  and  for  single  persons  from  .8  to  1.1 
percent. 

From  these  broad  average  results,  there  were,  of 
course,  departures  for  particular  groups  of  taxpayers 

"  Separate  return.-!  of  married  couples  show  anomalous  results, 
since  the  relatively  few  taxpayers  who  elected  these  returns 
tenaea  to  be  in  higher  income  brackets. 


classified  by  income  classes.  The  adjusted  gross  income 
class  of  from  $10,000  to  $14,999  is  an  example.  In 
1962  this  group  had  19.3  percent  of  all  taxable  re- 
turns, 25.3  percent  of  adjusted  gross  income,  and  paid 
18.2  percent  of  the  total  taxes.  The  group  is  domi- 
nated by  joint  returns  which  constituted  93  percent  of 
all  returns  in  the  income  class.  For  this  substantial 
group,  personal  deductions  as  a  percent  of  adjusted 
gross  income  increased  from  10.6  to  16.4  (plus  5.8),  de- 
pendency exemptions  increased  from  4.3  to  8.0  (plus 
25.2  (minus  4.4).  Thus  the  percentage  of  adjusted 
gro.ss  income  treated  as  taxable  income  in  1962  was 
50.4,  down  from  55.4  in  1952.  This  shrinkage  of  the  tax 
base  apparently  just  offset  the  effect  of  the  steeper 
rates  adopted  in  1959.  The  average  taxpayer  with 
$10,000  to  $14,990  of  adjusted  gross  income  paid  no 
more  tax  in  1962  than  in  1952 ;  in  both  years  the  effec- 
tive rate  on  adjusted  gross  income  was  .68  of  1 
percent. 

The  actual  tax  data  reported  by  the  Franchise  Tax 
Board,  which  are  summarized  for  1952  and  1962  in- 
come years  in  Appendix  C,  and  the  preceding  text 
tables  reflect  a  diversity  of  influences.  The  tax  law  was 
changed  in  a  number  of  respects  but  also  total  in- 
come and  income  per  capita  rose,  population  increased 
and  the  average  size  of  family  or  number  of  depend- 
ents changed  somewhat.  In  order  to  compare  the  cur- 
rent personal  income  tax  burdens  of  persons  with 
varying  amounts  of  income  and  in  different  family 
situations,  a  hypothetical  set  of  calculations  has  been 
made  as  .shown  in  Table  23.  A  similar  set  of  calcula- 
tions for  the  1952  income  year  has  been  made  in  Table 
24  to  show  the  effects  of  changes  in  major  features  of 
the  tax  structure  on  persons  at  various  income  levels 
and  with  differing  family  situations.  It  has  been  as- 
sumed that  taxpayers  in  each  instance  would  have 
itemized  personal  deductions  equivalent  to  15  percent 
of  their  adjusted  gross  income.  This  is  somewhat 
higher  than  the  average  level  of  deductions  in  1952 
and  lower  than  in  1962,  but  seems  reasonable  for  a 
taxpayer  who  is  assumed  to  be  in  the  same  position 
before  income  tax  in  both  years.  If  the  statutory 
standard  deduction  exceeds  15  percent  of  adjusted 
gross  income,  the  taxpayer  is  assumed  to  avail  himself 
of  the  higher  deduction.  In  this  way  the  effects  of 
structural  tax  changes  with  respect  to  standard  deduc- 
tions, personal  exemptions,  dependency  exemptions, 
and  tax  rates  can  be  gauged  for  taxpayers  in  the  same 
income  and  family  situations  in  the  two  years. 

Table  23  indicates  the  personal  income  tax  treat- 
ment under  present  law,  including  amendments 
adopted  in  1964.  The  amounts  of  income  which  per- 
sons may  have  before  being  subject  to  any  State  in- 
come tax  are  $2000  for  a  single  person,  $4000  for 
married  couples  and  heads  of  households  without  other 
dependents,  and  $7059  for  a  large  family  of  5  chil- 
dren. In  each  family  situation  with  income  above 
the  effective  exemption  level,  the  average  or  effective 
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Table  23 

CALIFORNIA  PERSONAL   INCOME  TAX   AND   EFFECTIVE   RATE  ON   ADJUSTED 

GROSS  INCOME   BY   MARITAL  STATUS  AND  ADJUSTED  GROSS 

INCOME  CLASS,  1964  INCOME  YEAR 

Married  Couple  Married  and  Two  Married  and  Five 

Single  Person            Head  of  Household              Joint  Return  Dependents  Dependents 

Adjusted  Gross                          Effective                           Effective                         Effective  Effective  Effective 

Income  Class            Tax         Rate  (%)         Taw         Rate  (%)         Tax         Rate  (%)  Tax         Rate  (%)  Tax  Rate  (%) 

$],000 $-                -                    $-                -                     $-                -  $-                -  $-  - 

2,000 --                      --                       --  --  -- 

3,000 10            .33                     -               -                     -               -  -               -  -  - 

4,000 19            .48                     -               -                     -               -  -               -  -  - 

5,000 30            .60                   10            .20                   10            .20  -               -  -  - 

6.000 47            .78                   20            .33                   20            .33  8            .13  -  - 

7,000 64            .91                   34            .49                    29            .42  17            .25 

8,000 84          1.05                   51            .64                   38            .48  26            .33  8  .10 

9,000 109          1.22                   68            .76                   46            ..52  34            .38  16  .18 

10,000 135          1.35                   90            .90                   60            .60  43            .43  25  .25 

12.000 198          1.05                 141          1.18                    94            .78  70            ..58  42  .35 

1.5,000 312          2.08                 240          1.60                  145            .97  121             81  85  .57 

20,000 560          2.80                 465          2.33                  270          1..35  234          1.17  180  .90 

30,000 1,155           3.85               1.0.50           3.50                   625           2.08  565           1.88  480  1.60 

50,000 2,345           4.69               2,240           4.48                1,715           3.43  1,631           3.26  1,505  3.10 

100,000 5,320          5,32              5,215          5.22               4,690          4.69  4,606          4.61  4,4S0  4.48 

200,000 11,270          5.64            11,165          5.59             10,640          5.32  10,5.56          5.28  10,430  5.21 

500,000 29,120          5.82            29,015          5.80             28,490          5.70  28,406          5.68  28,280  5.66 

1,000.000 58,870          5.89            58,765          5.88             58,240          5.82  58,156          5.82  58,030  5.80 

10,000,000 594,370          5.94          594,265          5.94           593,740          5.94  593,656          5.94          593,530  5.94 

Effective  Exemption  Level : 

a.  Witii      Standard 

Deduction $2,000                              $4,000                               $4,000  $5,200  $7,000 

b.  With     Deduction 
Equal  to  15%  of 

AGI   1,765                              3,529                               3,529  4,941  7,059 

NOTE:  Itemized  deductions  are  assumed  to  equal   15%   of  AGI.  Taxable  income  is  AGI  minus  exemptions  and   minus  the  larger  of 
standard  deductions  or  itemized  deductions.  Effective  tax  rate  is  computed  from  tax  figures  before  rounding. 


Table  24 

CALIFORNIA   PERSONAL   INCOME  TAX   AND   EFFECTIVE  RATE   ON   ADJUSTED 

GROSS   INCOME   BY   MARITAL  STATUS  AND  ADJUSTED  GROSS 

INCOME  CLASS,  1952  INCOME  YEAR 

Married  Couple  Married  and  Two  Married  and  Five 

Single  Person            Head  of  Household  Joint  Return  Dependents  Dependents 

Adjusted  Oross                                 Effective                        Effective  Effective  Effective  Effective 

Income  Class                     Tax       Rate  (%)         Tax       Rate  (%)  Tax       Rate  (%)  Tax       Rate  (%)  Tax  Rate  (%) 

$1,000  $-           -              $-           -  $-           -  $-           -  $-  - 

2,000    --                      --  --  --  -- 

3,000    5. 18                      --  --  --  -- 

4,000    14             .35                      -               -  -                -  -                -  -  - 

5,000    22            .45                     7            .15  7            .15  -               -  -  - 

6,000    31            .52                   16            .27  16            .27  8            .13  -  - 

7,000    39            .56                   24            .35  24            .35  16            .24  4  .64 

8,000    48            .60                   33            .41  33            .41  25             .31  13  .16 

9,000    63            .70                   41            .46  41            .46  33             .37  21  .24 

10,000    80            .80                   50            .50  50            .50  42            .42  30  .30 

12,000    114            .95                   84            .70  67            .56  59             .49  47  .39 

15,000    172           1.15                  135             .90  92             .62  84             .56  72  .48 

20,000    300           1.50                  255           1.28  170             .85  1.54             .77  130  .65 

30,000    675           2.25                  GOO           2.00  360           1.20  336           1.12  300  1.00 

50,000    1,680          3.36              1,590          3.18  960          1.92  928          1.86  880  1.76 

100,000    4,230          4.23              4,140          4.14  3,390          3.39  3,342          3.34  3,270  3.27 

200,000    9,330           4.67               9,240           4.62  8,490           4.25  8,442           4.22  8,370  4.18 

500,000    24,630           4.93             24,540           4.91  23,790           4.76  23,742           4.75  23,670  4.73 

1,000,000    50,130           5.01             50,040           5.00  49,290           4.93  49,242           4.92  49,170  4.92 

10,000,000    509,130          5.09          509,040          5.09  508,290          5.08  508,242          5.08  508,170  5.08 

Effective  Exemption  Level : 

a.  With  Standard 

Deduction    $2,128                              $3,723  $3,723  $4,523  $5,800 

b.  With  Deduction 
Equal  to  15% 

of  AGI   2,353                              4,118  4,118  5,059  6,471 

NOTE:   Itemized  deductions  are  assumed  to  equal   15%   of  AGI.  Taxable   income   is  AGI  minus  exemptions  and  minus  the   larger   of 

standard  deduction  or  itemized  deduction.  Effective  tax  rate  is  computed  from  tax  figures  before  rounding. 


44 


Senate  Fact  Finding  Committee  on  Revenue  and  Taxation 


rate  of  tax  on  adjusted  gross  income  rises  with  increas- 
ing incomes  from  0  toward  5.95  percent.  (If  personal 
deductions  for  taxes,  charitable  contributions,  medical 
expense,  etc.  alwaj-s  remove  15  percent  of  adjusted 
gross  income  from  the  tax  base,  the  maximum  effective 
rate  on  adjusted  gross  income  approximates  5.95  per- 
cent as  more  and  more  taxable  income  becomes  sub- 
ject to  the  top  marginal  rate  of  7  percent.)  Thus  a 
single  per-son  with  .$3000  of  adjusted  gross  income 
pays  .33  of  1  percent  of  this  income  in  tax,  1.35  per- 
cent at  the  $10,000  level,  5.32  percent  at  $100,000,  and 
5.94  percent  if  he  had  $10,000,000  of  adjusted  gross 
income. 

At  each  income  level  above  complete  exemption  the 
tax  system  makes  some  adjustment  in  tax  for  family 
status.  On  $10,000  of  adjusted  gross  income  a  single 
person  pays  1.35  percent,  a  head  of  household,  .90,  a 
married  couple  .60  and  a  married  couple  with  two  de- 
pendents .43  of  1  percent.  In  the  very  high  income 
reaches  the  tax  advantages  afforded  through  higher  ex- 
emptions, or  through  splitting  of  income  up  to  $30,000 
for  a  married  couple,  become  of  slight  relative  signifi- 
cance. At  $1,000,000  of  adjusted  gross  income,  single 
persons  pay  an  effective  rate  of  5.89  percent,  heads 
of  households,  5.88,  married  couples,  5.82  and  a  family 
with  five  children  5.80.  If  there  were  persons  fortunate 
enough  to  have  $10,000,000,  they  would  pay  virtually 
the  same  effective  rate  of  5.94  percent  on  adjusted 
gross  income  regardless  of  differing  family  circum- 
stances. 

Comparison  of  Tables  23  and  24  shows  how  stat- 
utory tax  changes  since  1952  have  lowered  the  effec- 
tive exemption  levels  slightly  for  taxpayers  without 


extra  dependents,  but  raised  exemptions  for  larger 
families.  For  single  persons  who  had  deductions  equal 
to  15  percent  of  adjusted  gross  income,  the  amount 
of  income  that  could  be  enjoyed  before  paying  any 
income  tax  was  only  $353  higher  in  1952  than  in 
1962,  and  $118  higher  for  heads  of  households  and 
married  couples.  If  people  at  these  income  levels  had 
to  rely  on  the  standard  deduction,  both  the  heads  of 
households  and  married  couples  would  be  better  off 
under  the  1964  statute  and  pay  less  tax  than  in  1952. 
Married  couples  with  2  or  with  5  children  are  clearly 
treated  more  leniently  in  1964. 

With  the  adoption  of  the  retirement  income  credit 
in  1961  and  its  expansion  in  1964  a  considerable  meas- 
ure of  tax  relief  has  been  accorded  many  elderly  per- 
sons. See  Table  25.  The  amounts  of  income  that  can 
be  received  before  paying  any  state  tax  were  raised 
from  $2353  in  1952  to  $3558  for  single  persons  and 
from  .$4118  to  $7115  for  married  couples.  For  taxable 
elderly  married  couples  with  $12,000  of  adjusted 
gross  income,  the  credit  cuts  their  effective  tax  rate 
by  more  than  half. 

On  the  other  hand,  the  stiffening  of  the  statutory 
rate  schedules  in  1959,  increased  the  weight  of  State 
income  taxes  substantially  for  many  persons.  The 
maximum  effective  rate  on  very  large  incomes  was 
increased  from  5.10  to  5.95  percent  or  by  one-sixth. 
The  effective  rates  for  some  middle  range  income  re- 
cipients were  increased  by  three-fourths. 

The  combined  effect  of  changes  in  exemptions,  stan- 
dard deductions,  retirement  income  credit  and  rate 
structure  are  summarized  in  Table  26  in  terms  of  the 
percentage  change  brought  about  in  effective  rates  for 


Table  25 

CALIFORNIA  PERSONAL   INCOME  TAX   AND  EFFECTIVE   RATE  ON   ADJUSTED 

GROSS  INCOME   FOR  TAXPAYERS  OVER  65  YEARS  OF  AGE^ 

1964  INCOME  YEAR 

Single  Person  Married  Couple 

Adjuslcd  Gross  Effective  Effective 

Income  Class                                                           Tax  Rate  (%)  Tax           Rate  (%) 

?1.000    $_  _  ft_  _ 

2,000    -  -  _  _ 

3,000    _  -  _  _ 

4,000    4  .09  -  - 

5,000    15  .30 

6,000    32  .53 

7,000    49  .70 

8,000    69  .86  8  .09 

9,000    94  1.05  16  .18 

10,000    120  1.20  30  .30 

12,000    183  1.52  64  .53 

15,000    297  1.98  115  .76 

20,000    545  2.72  240  1.20 

30,000    1,140  3.80  595  1.98 

50,000    2,330  4.66  1,685  3.37 

100,000    5,305  5.31  4,660  4.66 

200,000    11,255  5.63  10.610  5.31 

500,000    29,105  5.82  28,460  5.69 

1,000,000    58,855  5.89  58,210  5.82 

10,000,000    594,355  5.94  593,710  5.94 

Effective  exemption  level : 

a.  With  standard  deduction 3,524  7,048 

b.  With  deduction  equal  to  15%  of  AGI-_       3,558  7,115 
"  Entitled  to  full  retirement  income  credit. 
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different  income  classes  and  marital  statuses.  The  use 
of  the  burden  distribution  in  1952  as  a  basis  for  com- 
parison does  not  imply  that  this  pattern  of  effective 
rates  for  differing  amounts  of  income  or  different 
family  situations  was  better  than  others  from  the 
standpoint  of  equity  and  revenue  adequacy.  But  it 
does  illustrate  the  net  effect  of  recent  statutory 
changes  in  lightening  the  State  income  tax  burdens 
for  some  groups  and  increasing  the  burden  for  others. 

Elderly  persons  with  low  to  middle  incomes  were 
gianted  a  considerable  measure  of  tax  relief.  Married 
Cduples  over  65  who  are  entitled  to  the  full  retirement 
income  credit  and  who  had  adjusted  gross  incomes  of 
$5000  to  $7000  were  completely  excused  from  paying 
the  State  income  taxes  required  of  them  under  the 
1052  tax  structure.  Elderly  couples  with  $8000  of  in- 
come had  their  taxes  reduced  77.2  percent,  those  with 
$10,000  of  income,  41.0  percent,  and  those  with  $12,- 
Odfl  of  adju.sted  gross  income  enjoyed  a  tax  reduction 
of  5.2%.  At  higher  income  levels,  elderly  persons  had 
their  1952  tax  liabilities  increased,  as  did  other  tax- 
payers, through  the  changes  in  rates  and  exemptions. 

Large  families  with  low  and  middle  incomes  were 
also  favored  by  recent  changes  in  the  tax  structure. 
A  family  with  5  children  had  its  1952  tax  liability 
eliminated  at  the  $7000  adjusted  gross  income  level, 
and  those  w^ith  incomes  up  to  $12,000  were  given  tax 
reductions  through  the  increased  allowances  for  de- 
pendents. 

Younger  single  persons,  heads  of  households  and 
married  couples  without  extra  dependents  generally 
are  taxed  more  heavily  now  than  in  1952.  On  ex- 
tri^mely  large  incomes  the  increase  in  taxes  approxi- 


mates one-sixth,  regardless  of  marital  status;  reflect- 
ing the  boost  in  the  top  marginal  rate  from  6  to  7 
percent.  At  the  bottom  of  the  income  scale  some  tax- 
payers had  substantial  proportionate  increases  in  tax 
through  lowered  personal  exemptions.  For  example, 
a  single  person  with  $3000  of  adjusted  gross  income 
had  his  effective  rate  increase  by  82.0  percent,  but  his 
tax  was  still  rather  moderate,  $10  instead  of  $5.50. 
Those  whose  burdens  were  most  heavily  increased 
were  in  the  middle  to  upper  middle  income  classes, 
for  they  were  affected  both  bj-  lower  personal  exemp- 
tions and  the  narrowing  of  the  tax  rate  brackets.  For 
single  persons  with  incomes  of  $8000  and  $20,000  of 
adjusted  gross  incomes,  current  taxes  are  75.0  and 
86.7  percent  higher  than  in  1952.  For  heads  of  house- 
holds, the  heaviest  increases  were  at  the  $10,000  to 
$20,000  income  levels,  80  to  82.4  percent  higher  taxes. 
For  married  couples  with  wider  rate  brackets  the 
bigger  tax  boosts  were  at  the  $30,000  to  $50,000  in- 
come levels. 

The  pattern  of  relative  burden  distribution  for  dif- 
fering family  situations  that  has  emerged  from  the 
various  amendments  of  the  tax  law  is  indicated  in 
Table  27,  on  the  same  assiunptions  that  underlie 
Tables  22-26.  The  amounts  of  tax  paid  by  single  per- 
sons at  the  various  adjusted  gross  income  levels  are 
taken  as  benchmarks  of  100.0  percent,  and  the  extent 
of  relief  afforded  larger  families  or  elderly  persons  is 
reflected  in  the  amount  of  tax  they  pay  as  a  percent- 
age of  the  single  person's  tax.  In  the  extremely  high 
incomes  the  relative  burdens  are,  of  course,  about  the 
same.  At  the  lower  ends  of  the  income  scale,  the  allow- 
ances of  larger  exemptions,  split  incon.e  and  tax  cred- 


Table  26 

PERCENTAGE  CHANGE   IN  CALIFORNIA   PERSONAL  INCOME  TAX   BY  MARITAL 

STATUS,  AGE,  AND   ADJUSTED   GROSS   INCOME  CLASS 

FROM   1952  TO  1964  INCOME  YEARS 


Single 
Adjusted  Gross  Person 

Income  Class  (%) 

$1,000  

2.000  

3,000  82.0 

4,000  35.7 

5,000  33.3 

0,000  51.5 

7,ono  62.1 

8,000  75.0 

0,000  73.7 

10.000  68.8 

12,000  73.7 

l.'J.OOO  81.1 

20.000  86.7 

30,000  71.1 

50,000  39.6 

100,000  25  8 

200,000  20  8 

I      500,000  18  2 

[1,000,000  17  4 

il0,0OO,00O  16,8 

NOTE  :  Percentages  computed  from  unrounded  figures 

Entitled  to  fuU  retirement  income  credit 


Head  of 

Household 

(%J 


33.3 

24.7 
38.9 
54.5 
64.1 
80.0 
67.9 
77.8 
82.4 
75.0 
40.9 
26.0 
21.0 
18.2 
17.4 
16.8 


Married 
Couple 

Joint 
Return 

(%) 


33.3 
24.7 
20.3 
15.0 
12.2 
20.0 
40.3 
56.6 
58.8 
73.6 
78.6 
38.3 
25.3 
19.8 
18.2 
16.8 


Married 

and 

2 

Dependents 

(%) 


.0 

5.9 

3.8 

3.0 

2.4 

18.5 

43.2 

51.9 

68.1 

75.8 

37.8 

25.0 

19.7 

18.1 

16.8 


Married 
and 
5 
Dependents 

(%) 


(100.0) 
(38.5) 
(23.3) 
(16.7) 
(11.6) 
17.2 
38.5 
60.0 
71.0 
37.0 
24.6 
19.5 
18.0 
16.8 


Single 

Person 

Over 

(%) 


(100.0) 
(T-Tl) 
(34.4) 
2.3 
23.6 
43.3 
49.6 
49.8 
60.3 
72.3 
81.6 
68.8 
38.7 
25.4 
20.6 
18.2 
17.4 
16.8 


Married 
Couple 

Over 

651 

(%) 


(100.0) 
(100.0) 
(lOO.O) 
(T7.2) 
(61.3) 
(41.0) 
(5.2) 
23.7 
40.9 
65.2 
75.5 
37.5 
25.0 
19.6 
18.1 
16.8 


for  Tables  23,  24  and  25.  Percentage  reductions  in  parentheses. 


46  Senate  Fact  Finding  Committee  on  Reventte  and  Taxation 

its  grant  considerable  proportionate  relief.  On  $6000  eal  distances  between  the  dotted  cnrves  for  1952  and 

of  adjusted  gross  incomes,  heads  of  households  and  the  continuous  curves  for  1963. 

married  couples  pay  only  42.5  percent  of  a  single  In  considering  relative  burdens,  however,  it  is  im- 

person's  tax,  a  married  couple  with  2  children  pay  17  portant  to  recall  that  the  higher  effective  rates  under 

percent,  an  elderly  single  person  pays  67.6  percent,  the  California  tax  system  affect  very  small  propor- 

and  a  couple  over  65  or  the  family  with  5  children  tions  of  the  persons  who  enjoy  services  and  facilities 

are  exempt.  At  the  $12,000  adjusted  gross  income  provided  by  the  State.  About  forty-three  percent  of 

level,  an  elderly  single  person  pays  92.3  percent  of  the  the  population  paid  no  income  tax  to  the  State.  And 

younger  single  persons'  tax,  a  head  of  household,  71.2  as  was  indicated  by  the  broad  averages  in  Table  20, 

percent,  a  married  couple,  47.5  percent,  a  married  one-fifth  of  all  taxable  returns  were  for  adjusted  gross 

couple  with  2  children,  35.8  percent,  and  an  elderly  income  of  less  than  $5000,  and  the  tax  paid  averaged 

married  couple,  32.1  percent.  .35  of  1  percent  of  the  adjusted  gross  income.  More 

The  1964  pattern  of  effective  tax  rates  on  different  than  half,  53  percent,  of  all  taxable  returns  fell  in  the 

amounts  of  adjusted  gross  income  for  taxpayers  with  $5000  to  $9,999  adjusted  gross  income  range  and  paid 

6  different  family  situations  is  shown  graphically  in  taxes  equivalent  to  .43  of  1  percent  of  adjusted  gross 

Figure  1.  Each  curve  starts  at  the  lower  left  at  the  income.  Another  one-fifth  of  the  taxable  returns  were 

adjusted  gross  income  level  that  is  effectively  exempt  in  the  $10,000  to  $14,999  range  and  their  taxes  av- 

from  tax  and  all  rise  toward  the  maximum  effective  eraged  .68  of  1  percent  of  their  adjusted  gross  in- 

tax  rate  of  5.95  percent  of  adjusted  gross  income.  The  comes.  These  three  groups  of  taxable  returns  accounted 

vertical  distances  between  the  curves  at  any  given  for  92  percent  of  all  returns  subject  to  any  tax.  The 

level  of  adjusted  gross  income  reflect  the  differences  next  broad  group  of  returns  with  $15,000  to  $49,999 

in  tax  now  provided   for   differing  family  circum-  represented  7.7  percent  of  the  returns,  and  their  Cali- 

stances.  fornia  income  taxes  averaged  1.76  percent  of  their 

Figure  2  present  similar  effective  rate  curves  for  substantial  adjusted  gross  incomes.  It  is  only  on  large 

single  persons  and  a  married  couple  with  two  de-  incomes    of    $50,000    or    over    that    effective    rates 

pendents  under  the  1952  and  the  1964  tax  .structure.  average  more  than  2.0  percent  and  these  incomes  are 

The  extent  to  which  effective  rates  were  raised  by  reported  on  only  .5  of  1  percent  of  all  taxable  returns, 

statutory  changes  during  this  period  at  given  levels  but  they  account  for  more  than  one-fourth  of  all  the 

of  adjusted  gross  income  may  be  judged  by  the  verti-  personal  income  tax  assessed  on  1962  income. 

Table  27 

RELATIVE  PERSONAL  INCOME  TAX  BURDEN   FOR   TAXPAYERS  WITH   EQUAL  AMOUNTS  OF  ADJUSTED 

GROSS    INCOME   AND    NET    INCOME^   BY   MARITAL    STATUS    AND    AGE    AND    BY 

ADJUSTED  GROSS  INCOME  CLASS,  1964  INCOME  YEAR 

Married  Married  CoupU 

Couple             Married  Married                 Single                Married                Over  65' 

Adjusted  Gross       Single           Head  of                Joint             andTico  and  Five               Person                Couple             Relative  to 

Income  Class          Person        Household              Return        Dependents        Dependents  Over  65'          Over  65'      Younger  Couplft 

(%)               (%)                      (%)                  (%)  (%)                      (%)                    (%)                    (%) 

$1,000 __ 

2.000 ._ 

3,000 100.0                       .0                      .0                      .0  .0                        .0                        .0 

4,000 100.0                       .0                      .0                      .0  .0                    19.8                        .0 

5,000 100.0                   33.3                  33.3                      .0  .0                   49^                        .0                       .0 

6,000 100.0                   42.5                  42.5                  17.0  .0                    67.6                        .0                        .0 

7,000 100.0                   53.2                  46.1                  27.4  .0                    76.3                        .0                        .0 

8,000 100.0                   60.8                  4,5.2                  31.0  9.5                    81.9                      9.0                    19.7 

9,000 100.0                   62.1                  42.4                  31.5  15.0                    86.1                    14.6                    34.5 

10,000 100.0                   66.7                  44.4                  31.9  18.5                    88.7                    21.6                    49.2 

12,000 100.0                   71.2                  47.5                  35.3  21.2                    92.3                    32.1                    67.6 

15,000 100.0                   76.8                  46.4                  38.7  27.2                    95.2                    36.6                    79.0 

20,000 100.0                   83.0                  48.2                  41.8  32.1                    97.3                    42.8                    88.7 

30,000 100.0                   90.9                  54.1                  48.9  41.6                    98.7                    51.5                    95.2 

50,000 100.0                   95.5                  73.1                  69.6  64.2                    99.4                    71.8                    98.2 

100,000 100.0                   98.0                  88.2                  86.6  84.2                    99.7                    87.6                    99.4 

200,000 100.0                   99.1                  94.4                  93.7  92.5                    99.9                    94.1                    99.7 

500,000 100.0                   99.6                  97.8                  97.5  97.1                    99.9                    97.7                    99.9 

1,000,000 100.0                   99.8                  98.9                  98.8  98.6                  100.0                    98.9                    99.9 

10,000,000 100.0                 100.0                  99.9                  99.9  99.8                  100.0                    99.9                  100.0 

Note:  Percentages  computed  from  unrounded  figures  from  Tables  23  and  25. 

''  Net  income  is  adjusted  gross  income  less  standard  deduction  or  itemized  personal  deductions,  but  before  allowance  for  personal  or 

dependency  exemptions. 
"  Entitled  to  full  retirement  income  credit. 
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NET  BURDEN 


In  a  fiscal  federalism  tlie  tax  burdens  at  one  level 
of  government  may  be  substantially  affected  by  the 
form  of  taxes  imposed  by  another  level  of  government. 
In  the  United  States  there  is  a  close  and  direct  rela- 
tionship between  income  taxes  imposed  by  the  States 
and  by  the  Federal  Government.  Since  the  State  tax 
is  deductible  in  computing  an  individual's  Federal 
tax  liability,  the  imposition  or  increase  of  a  State 
income  tax  does  not  increase  the  individual's  total 
tax  burden  by  the  amount  indicated  by  the  State  tax 
base  and  tax  rates.  With  an  additional  State  income 
tax,  the  individual  is  permitted  to  reduce  the  amount 
of  Federal  income  tax  he  would  otherwise  be  required 
to  pay.  Additional  State  income  tax  revenues  thus 
come  only  in  part  from  extra  aggregate  tax  burdens 
on  its  citizens  and  in  part  from  a  diversion  of  Federal 
tax  revenues  to  the  State.  The  proportions  of  an  extra 
dollar  of  State  revenue  which  come  (a)  from  addi- 
tional total  individual  tax  payments  and  (b)  from  a 
diversion  of  that  individual's  Federal  tax  payments  to 
the  State  depends  upon  the  individual's  marginal  tax 
rates  for  the  Federal  tax.  For  an  individual  whose  in- 
come is  subject  to  a  50%  marginal  Federal  tax  rate, 
an  additional  dollar  paid  to  the  State,  represents  a  net 
cost  to  him  of  50^.  If  his  income  put  him  in  the  70% 
Federal  rate  bracket,  a  dollar  of  additional  state  tax, 
has  a  net  cost  to  the  individual  of  30^.  For  an  ap- 
praisal of  the  burden  distribi;tion  of  a  State  income 
tax,  the  net  burden  to  the  State  citizens  may  be  re- 
garded as  more  meaningful  than  the  nominal  amount 
of  tax  indicated  by  the  State  tax  law  alone. ^^ 

Table  28  illustrates  the  distribution  of  the  net  bur- 
den of  California  personal  income  taxes  under  current 
law  for  the  1965  income  year  for  single  persons  and 
married  couples  at  selected  levels  of  adjusted  gross 
income.  The  calculations  reflect  the  Federal  tax  rates 
applicable  under  the  Revenue  Act  of  1964  and  the 
current  state  provisions  for  rates,  exemptions  and 
standard  deductions.  To  avoid  complications  with 
capital  gains,  dividend  exemptions,  and  other  special 
provisions,  the  adjusted  gross  income  is  assumed  to 
consist  entirely  of  business,  salary  and/or  wage  in- 
come. Married  couples  are  assumed  to  file  a  joint 
return.  To  put  taxpayers  on  a  comparable  basis,  so 

"  Cf.,  Emanuel  Melichar,  State  Individual  Income  Taxes,  Storrs, 
Connecticut,  University  of  Connecticut,   1963,  p.   55. 

The  net  State  tax  may  be  defined  as  follows :  let  Tt*  = 
tlie  Federal  income  tax  in  the  absence  of  state  income  tax  ; 
Tf  :=  a  Pedei-al  income  tax  with  an  allowance  for  deduction 
of  a  state  income  tax ;  Ta  r=  the  state  income  tax  deter- 
mined under  state  law  or  the  nominal  state  tax  ;  and  Tn  ~ 
the  net  burden  of  the  state  tax  after  allowing  for  the  off- 
setting reduction  in  Federal  tax  through  deductibility  of  the 
state  tax.  Then  Tn  =  Tt   4-  Ts  —  Tt*. 


that  the  interplay  of  Federal  and  State  rate  structures 
may  be  more  clearly  distinguished,  all  are  assumed 
to  have  personal  deductions  equivalent  to  15  percent 
of  adjusted  gross  income,  which  are  used  in  computing 
both  Federal  and  State  taxable  income,  except  where 
the  standard  deduction  would  be  more  favorable  to 
the  taxpayer.  In  computing  Federal  tax  liability  the 
amount  of  State  income  tax  liability  is  also  subtracted 
as  an  itemized  deduction  in  addition  to  the  15%  of 
adjusted  gross  income. 

As  Table  28  shows,  the  net  burden  of  the  California 
income  tax  is  always  less  than  the  amount  paid  to  the 
State  for  taxpayers  who  can  include  the  State  tax  in 
their  itemized  Federal  deductions.  A  single  taxpayer 
with  $5000  of  adjusted  gross  income  pays  a  $30  State 
tax,  but  this  has  the  effect  of  reducing  his  Federal 
liability  from  $623.50  to  $617.80,  and  the  total  in- 
crease in  his  tax  payments  because  of  the  State  tax  is 
$24.30,  or  81  percent  of  $30.  For  a  single  taxpayer 
with  $200,000  or  adjusted  gross  income,  a  State  tax 
of  $11,270,  results  in  a  total  increase  in  tax  payments 
of  $3,384,  or  only  30  percent  of  the  amount  paid  to 
the  State. 

The  effective  tax  rate  on  adjusted  gross  income  of 
the  net  burden  of  the  California  tax  is  correspond- 
ingly less  than  the  apparent  or  nominal  effective  rate 
of  the  State  tax.  In  contrast  to  the  effective  rates  of 
State  tax  shown  in  Table  23,  which  rose  from  .48  of 
one  percent  on  a  single  person 's  adjusted  gross  income 
of  $4000  to  a  top  of  5.94%  on  very  large  adjusted 
gross  incomes,  the  net  burden  of  the  State  tax  as 
shown  in  Table  28  never  exceeds  2  percent  of  adjusted 
gross  income.  In  fact  the  net  burden  of  the  State  tax 
as  a  percentage  of  adjusted  gross  income  is  lower  for 
very  large  incomes  than  for  middle  range  incomes  of 
$25,000  to  $50,000  for  single  persons,  or  for  $50,000 
to  $100,000  for  married  couples. 

In  some  income  ranges  the  effect  of  the  State  tax 
is  to  place  a  heavier  net  burden  on  married  couples 
than  on  a  single  person  with  the  same  amount  of  ad- 
justed gross  income.  For  example,  at  the  $100,000  in- 
come level,  the  State  tax  increases  a  single  person's 
total  income  tax  payments  by  $1720.80  or  1.721  per- 
cent of  his  adjusted  gross  income,  while  a  married 
couple  with  the  same  income  have  their  total  tax  in- 
creased by  $1969.80  or  1.970  percent  of  their  adjusted 
gross  income.  In  these  income  ranges  the  splitting  of 
income  for  the  married  couple  under  the  Federal  tax 
structure  puts  them  in  a  lower  marginal  rate  bracket 


(49) 
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Table  28 

NET  BURDEN  OF  CALIFORNIA  PERSONAL  INCOME  TAX  AFTER  DEDUCTING  THE  STATE  TAX  IN  DETERMINING 

FEDERAL   INDIVIDUAL    INCOME  TAX    FOR   SINGLE   PERSONS   AND    MARRIED   COUPLES,   BY  ADJUSTED 

GROSS  INCOME  CLASSES,  1965  INCOME  YEAR  CURRENT  LAW 


(1)                         a)  (S) 

Federal  Tax  Federal  Tax 

Adjusted  Gross             Without  With 

Income  Class           State  Tax  State  Tax 

SINGLE  PERSON 

$1,000 .$14.00  .$]4.00 

2,000 161.00  161.00 

3,000 301..50  299.20 

4,000 462.00  4.58.40 

5,000 62.3..50  617.80 

7,500 1,080.50  1,0&4..'55 

10,000 1,60.0.00  1,571.25 

15,000 2,884.00  2,778.00 

20,000 4,498.00  4,267.60 

25,000 6,382.00  5,976.62 

50,000 17,772.00  16,411.90 

100,000 44,782.00  41,182.80 

200,000 104,070.00  96,181.00 

500,000 282,570.00  262,186.00 

1,000,000 580,070.00  538,861.00 

10,000,000 5,935,070.00  5,519,011.00 

MARRIED  COUPLE 

$1,000 

2,000 $70.00  $70.00 

3,000 192.50  192..50 

4.000 322.00  322.00 

5,000 4.^8.50  456.80 

7,500 843.25  836.84 

10,000 1,247.00  1,235.60 

15,000 2,161.00  2,129.10 

20,000 3,210.00  3,142.50 

25,000 4,396.00  4,273.60 

50,000 12,764.00  11,953.25 

100.000 35,544.00  32,823.80 

200,000 89,564.00  82,365.00 

500,000 267,640.00  247,697.00 

1,000,000 565,140.00  524,372.00 

10,000,000 5.920,070.00  5,504,522.00 

Note.-  For  comparative  purposes  deductions  for 

of  Federal  tax  are  assumed  to  be  15%   of 

,  r„v  ^"j'-''^'^'  '°   ^"^5  tax  rates,  is  thus  AGI  min 
»  iJie  degree  of  progression  is  computed  for  the 


(4) 


State 


(5) 

Net 
Burden 
of  State 
Tax 


(6) 


d) 


(8) 


(10) 


(9) 
Net  Burden 
Tfet  Residual  as 

Burden  Income        Percent  of    Degree  of 

as  Percent  Degree  of       After  Residual  Progression 

of  AGI  Progression    Federal  Income    re  Residual 


Tax         (i)-\-(S)—(Z)   (5)/(l)     reAOI^     Tax  Only         (5)/ (8)     Income^ 






$986.00 







1,839.00 

_ 

$10.00 

$7.70 

.257 

2,698.-50 

.285 



19.00 

15.40 

.385 

1.40 

3,538.00 

.435 

1..55 

30.00 

24.30 

.486 

1.05 

4,376..50 

.555 

1.14 

72.50 

56.55 

.754 

1.08 

6,419.50 

.881 

1.21 

135.00 

101.25 

1.012 

1.02 

8,395.00 

1.206 

1.17 

312.50 

206.50 

1.377 

.76 

12.116.00 

1.704 

.94 

560.00 

329.60 

1.648 

.63 

15,.502.00 

2.126 

.90 

857.50 

452.13 

1.808 

.42 

18,618.00 

2.428 

.73 

2,.345.00 

984.90 

1.970 

.13 

32,228.00 

3.056 

.43 

5,320.00 

1,720.80 

1.721 

—.20 

55,218.00 

3.116 

.04 

11,270.00 

3,381.00 

1.690 

—.03 

95,930.00 

3.524 

.23 

29,120.00 

8,736.00 

1.747 

.04 

217,430.00 

4,018 

.17 

58,870.00 

17,661.00 

1.766 

.02 

419,930.00 

4.206 

.07 

594,370.00 

178,311.00 

1.783 

.01 

4,004,930.00 

4.387 

.03 

__ 

__ 

__ 

$3,678.00 

^^ 

__ 

$10.00 

$8.30 

.166 

4,541.50 

.183 



33.75 

27..34 

.364 

1.87 

6,656.75 

.411 

2.03 

60.00 

48.60 

.486 

1.00 

8,753.00 

.5.55 

1.10 

145.00 

113.10 

.754 

1.08 

12,839.00 

.881 

1.20 

270.00 

202..50 

1.012 

1.02 

16,790.00 

1.206 

1.17 

430.00 

307.60 

1.230 

.87 

20,604.00 

1.493 

1.04 

1,715.00 

904.25 

l.SOS 

.57 

37.236.00 

2.428 

.83 

4,690.00 

1,929.80 

1.970 

.13 

64,450.00 

3.0.54 

.43 

10,640.00 

3,441.60 

1.721 

—.20 

110,436.00 

3.116 

.04 

28,490.00 

8,547.00 

1.709 

—.01 

232,360.00 

3,678 

.23 

58,240.00 

17.472.00 

1.747 

.03 

434,860.00 

4.018 

.15 

593,740.00 

178,192.00 

1.782 

.01 

4,079,930.00 

4.368 

.05 

computation  of  State  tax  are  assumed  to  be  15%  of  AGI.  Deductions  for  computation 
AGI  plus,  where  applicable,  the  State  personal  income  tax.  Taxable  income,  which  is 
us  exemptions  and  minus  the  larger   of  standard  deduction  or  itemized  deductions. 

interval  of  AGI  between  the  indicated  level  and  the  next  lower  level. 


than  the  single  person  with  the  same  adjusted  gross 
income,  so  that  the  Federal  tax  saving  provided 
through  deductibility  of  the  single  person's  state  tax 
more  than  compensates  for  the  somewhat  larger  tax  he 
pays  to  the  State. 

The  progressive,  proportional  or  regressive  effect  of 
the  State  income  tax  may  be  measured  in  several 
ways  «»  in  judging  whether  the  rate  of  tax  increases 
as  the  income  increases,  or  remains  proportional  to 
the  income,  or  declines  as  the  income  increases.  One 
of  the  most  acceptable  measures  of  the  degree  of  pro- 
gression or  regression  relates  the  rate  of  increase  or 
decrea.se  in  the  burden  of  the  tax  to  the  rate  of  in- 
crease in  the  adjusted  gross  income  of  the  taxpayer.*^ 
This  measure  of  degree  of  progression  will  have  a  zero 
value  for  a  proportional  tax  where  the  average  rate  on 
income  is  contant,  a  positive  value  for  a  progressive 
tax  where  the  average  rate  rises  with  income,  and  a 


negative  value  for  a  regressive  tax  where  the  average 
rate  of  tax  on  income  is  declining. 

The  degree  of  progression  of  the  net  burden  of  the  j 
California  personal  income  tax  is  shown  in  relation  • 
to  increases  in  adjusted  gro.ss  income  in  Column  (7) 

""See  Melichar,  op.  cit..  pp.  15S-181  for  a  comprehensive  discus- 
sion of  measures  of  tax  progression  or  regression. 

«'  This    measure    is    the    ratio    of    the    percentage    change    in    the 
average  rate  of  tax  to  the  percentage  change  in  income,  and 

_T 
can  be  written  as  d  loe  I. 


u  lug  1  where  T  is  the  amount  of  tax 
and  I  the  corresponding  level  of  income.  For  the  computa- 
tion of  the  degree  of  progression  over  income  intervals  (in 
which  statutory  tax  rates  change  by  steps  and  the  relation 
of  average  effective  rate  to  income  is  not  a  continuous 
function)  an  average  degree  of  progression  can  be  used. 
If  Ii  and  I"  represent  the  incomes  at  the  beginning  and  end 
of  the  interval  and  Ti  and  Tj  represent  the  tax  burdens  at 
Ii  and  li  respectively,  the  degree  of  progression  over  the 
income  interval  is  computed  as  follows; 

Tz       Ti 


Degree  of  progression 


T2  Ti 
— -I-  — 
Is        Ii 


la-f  Ii 
la— Ii 
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Table  29 

NET  BURDEN  OF  CALIFORNIA  PERSONAL  INCOME  TAX  AFTER  DEDUCTING  THE  STATE  TAX 

FEDERAL   INCOME  TAX  LIABILITY    FOR  SINGLE    PERSONS   AND   MARRIED   COUPLES,   BY 

GROSS   INCOME   CLASSES,  1965    INCOME   YEAR   WITH    STATE    PERSONAL 
EXEMPTIONS    REDUCED    BY  ONE-THIRD  TO  $1,000   FOR 

I  SINGLE   PERSON   AND  $2,000   FOR   MARRIED   COUPLE 

(1)                               (2)  (3)  (4)  (5)  (6) 

Net  Tiurden  Net  Burden 

Federal  Tax  Federal  Tax  of  State  as  percent 

Adjusted  Gross                Without  With  State  Tax  of  AOI 

Income  Class               State  Tax  State  Tax  Tax  (!iM3)-(2)  (5)/(l) 

SINGLE  PERSON 

$       i.nno $          14.00  $          14.00  $          —  $           —  — 

2,000 101.00  160.20  5.00  4.20  .210 

3,000 301..50  298.95  15.00  12.45  .415 

4.000 462.00  457.44  24.00  19.44  .486 

5,000 623.50  615.90  40.00  32.40  .648 

7,.'i00 1,080.50  1,061.52  86.25  67.27  .897 

10.000 1,605.00  1,567..50  150.00  112.50  1.125 

15,000 2,884.00  2.770.00  337.00  223.50  1.490 

20,000 4,498.00  4.2.53.95  595.00  350.95  1.755 

25,000 6..SS2.00  5.960.,87  892..50  471.38  1.885 

50,000 17,772.00  16,391.60  2,380.00  999.60  1.999 

100,000 44,782.00  41,159.70  5,3,55.00  1,732.70  1.733 

200,000 104.070.00  96,1.56..50  11,305.00  3,301..50  1.696 

500,000 282,570.00  262,161. ,50  29,1,55.00  8,746.50  1.749 

1,000,000 580,070.00  538,836..50  58,905.00  17,671.50  1.767 

10,000,000 5,935,070.00  5,518.986.50  594,405.00  178,321.50  1.783 

MARRIED  COUPLE 

$           1.000 —  —  $              —  $                —  — 

2,000 $            70.00  70.00  —  —  — 

3,000 192.,50  192.50  —  —  — 

4,000 322..50  320.40  10.00  8.40  .210 

5,000 458..50  4.55.10  20.00  16.60  .332 

7,500 843,25  834.95  43.75  .35.45  .473 

10,000 1,249.00  1,231.80  80.00  64.80  .648 

15,000 2,161.00  2,123.05  172.50  134.55  .897 

20,000 3,210.00  3,135.00  300.00  225.00  1.125 

25,000 4,396.00  4,262.40  470.00  336.40  1.346 

50,000 12,764.00  11,921.75  1,785.00  942.75  1.885 

100,000 35,544.00  32,783.20  4,760.00  1,999.20  1.999 

200,000 89,564.00  82.319.40  10,710.00  3,465.40  1.733 

500,000 267,640.00  247,648.00  28,560.00  8.568.00  1.714 

1,000,000 565,140.00  524,323.00  58,310.00  17,493.00  1.749 

10,000,000 5,920,070.00  5,504,473.00  593,810.00  178,213.00  1.782 


IN  DETERMINING 
ADJUSTED 


(7) 


Degree  of 

Progression 

reAGI 


1.64 

.55 

1,29 

.81 

.79 

.70 

.57 

.32 

.09 

—.21 

—.03 

.04 

.02 

.01 


2.03 

.88 

1.09 

.81 

.79 

.80 

.50 

.09 

—.21 

—.01 

.03 

.01 


of  Table  28.  The  net  burden  of  the  tax  is  most  pro- 
gressive between  the  lowest  income  levels  as  a  higher 
proportion  of  total  adjusted  gross  income  moves  from 
exempt  to  taxable  status.  The  degree  of  progression 
declines  as  incomes  rise.  And,  as  is  typical  of  state 
income  taxes,  the  net  State  tax  burden  becomes  regres- 
;  sive  at  some  higher  income  intervals  in  which  Federal 
marginal  rates  are  still  rising.  On  the  assumptions  for 
Table  28  the  California  tax  is  indicated  as  regressive 
1  between  $50,000  and  $200,000  for  single  persons  and 
\  between  $100,000  and  $500,000  for  married  couples. 
In  the  higher  income  reaches  the  net  burden  of  the 
California  tax  approaches  proportionality  with  re- 
spect to  further  increases  in  adjusted  gross  incomes. 

The  burdensomeness  of  the  State  tax  may  also  be 
regarded  from  the  standpoint  of  its  effect  on  the  tax- 
payer's disposable  income,  instead  of  looking  only  to 
the  share  of  total  adjusted  gross  income  taken  in  tax. 
The  last  three  columns  of  Table  28  show  the  effect  of 
I  the  net  burden  of  the  State  tax  in  reducing  the 
amount  of  income  that  would  be  left  to  the  taxpayer 


if  he  were  subject  only  to  Federal  tax  at  the  rates  ap- 
plicable in  1965.  The  net  State  tax  burden,  after  al- 
lowing for  deductibility  of  State  tax  in  computing 
Federal  tax,  reduces  the  disposable  or  residual  income 
of  the  single  taxpayer  by  .285  of  1  percent  at  the 
$3000  adjusted  gross  income  level,  by  1.2  percent  at 
the  $10,000  level.  The  share  taken  of  the  residual 
income  after  Federal  tax  increases  throughout  the 
income  range  and  approximates  4.4  percent  for  very 
large  incomes. 

The  degree  of  progression  of  the  net  burden  of  the 
State  tax  in  relation  to  increases  in  disposable  in- 
come ®^  is  again  highest  at  the  low  income  levels.  The 
measure  of  progression  declines  almost  to  propor- 
tionality between  $50,000  to  $100,000  adjusted  gross 
income  levels  for  single  persons  and  $100,000  to  $200,- 
000  for  married  couples.  At  higher  income  levels  the 
degree  of  progression  in  net  State  tax  burden  rises 

»=  In  computing  the  degree  of  progression  on  this  basis,  the  I  In 
the  formula  given  in  the  preceding  footnote  is  now  residual 
income  after  Federal  tax  at  the  respective  intervals  instead 
of  adjusted  gross  income. 
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Table  30 

NET  BURDEN  OF  CALIFORNIA  PERSONAL   INCOME  TAX  AFTER  DEDUCTING  THE  STATE  TAX   IN   DETERMINING 

FEDERAL   INCOME  TAX    LIABILITY   FOR    SINGLE   PERSONS   AND    MARRIED   COUPLES,   BY  ADJUSTED 

GROSS   INCOME   CLASSES,  1965   INCOME  YEAR   WITH    STATE  TAX    RATES   EACH 

RAISED   BY  ONE   PERCENTAGE   POINT  TO  A    RANGE  OF 

2  PERCENT  TO  8  PERCENT 


(1) 


(2) 


Federal  Tax 

Adjusted  Gross  Without 

Income  Class  State  Tax 

SINGLE  PERSON 

$          1,000 $  14.00 

2,000 161.00 

3,000 301..50 

4,000 462.00 

5,000 623.00 

7,.500 l,080.i50 

10,000 1,605.00 

l.'i.OOO 2,884.00 

20,000 4,408.00 

25.000 6,382.00 

50,000 17,772.00 

100,000 44,782.00 

200,000 104,070.00 

500,000 282,570.00 

1,000,000 580,070.00 

10,000,000 5,935,070.00 

MARRIED  COUPLE 

$         1,000 

2,000 70.00 

3,000 192..50 

4,000 322.00 

5,000 458.50 

7,500 843.25 

lO.OnO 1,247.00 

15,000 2,101.00 

50,000 12,764.00 

25.000 4,396.00 

50,0(10 12,764.00 

100,000 35,544.00 

200,nn0 S9,.j64.00 

500,000 267,640.00 

1,000,000 505,140.00 

10,000,000 5,920,140.00 


(3) 

(4) 

(5) 
Net  Burden 

(6) 
Vet  Burden 

(7) 

Federal  Tax 

of  State 

as  percent 

Degree 

With 

State 

Tax 

ofAOI 

Progression 

State  Tax 

Tax 

(',MSH2) 

(5)/(l) 

reAOI 

$             14.00 

$ 

% 

_ 

_ 

161.00 

- 

- 

298.10 

20.00 

16.60 

.5.53 

- 

4.54.78 

38.00 

30.78 

.770 

1.15 

612.57 

57.50 

46.57 

.931 

.85 

1,0.53.82 

121.25 

94.57 

1.261 

.75 

1,5.53.75 

205.00 

153.75 

1.537 

.69 

2,742.00 

425.00 

283.00 

1.883 

.51 

4,207.15 

715.00 

424.15 

2.121 

.41 

5,887.75 

1,055.00 

560.75 

2.243 

.25 

16,174.10 

2,7.55.00 

1,1.57.10 

2.314 

.05 

40,631.70 

6,155.00 

2,004.70 

2.005 

—.21 

95,001. .50 

12,9.55.00 

3,S86..50 

1.943 

—.05 

2.59,221.50 

33,3.55.00 

10,006.-50 

2.001 

.03 

5.32,921..50 

67,.3.55.00 

20,200.50 

2.021 

.01 

5,459,521.50 

679,355.00 

203,806.50 

2.038 

.01 

70.00 

- 

- 

- 

- 

192.50 

_ 

_ 

_ 

_ 

322.00 

_ 

_ 

_ 

_ 

455.10 

20.00 

16.60 

.332 

_ 

830.42 

67..50 

54.67 

.729 

1.87 

1,225.15 

115.00 

93.15 

.930 

.85 

2,107.65 

242.50 

189.15 

1.261 

.75 

11,775.50 

410.00 

307..50 

1.5.37 

.69 

4,222.50 

612.50 

439.00 

1.7.56 

.60 

11,775.50 

2,110.00 

1,121. .50 

2.243 

.36 

32,348.20 

5,510.00 

2,314.20 

2.314 

.05 

81,263.40 

12,310.00 

4,009.40 

2.005 

—.21 

244,743.00 

32,710.00 

9,813.00 

1.963 

—.01 

518,443.00 

66,710.00 

20.013.00 

2.001 

.03 

5,445,043.00 

678,710.00 

203,613.00 

2.036 

.01 

slightly  and  the  tax  tends  toward  proportionality  for 
very  high  incomes.**^ 

While  the  degree  of  progression  of  the  net  burden 
of  the  California  personal  income  tax  is  quite  modest 
as  compared  to  the  Federal  income  tax,  the  California 
tax  has  been  judged  to  be  one  of  the  most  progressive 
of  the  State  income  tax  in  the  income  ranges  from 


« Since  marginal  rates  stop  progressing  at  $15,000  and  $30,000 
ot  taxable  income  for  single  persons  and  married  couples 
under  California  law  and  at  $100,000  and  $200,000,  respec- 
tively, under  Federal  law,  the  average  net  tax  burden  with 
respect  to  either  adjusted  gross  income  or  residual  income 
tends  to  become  proportional  as  incomes  continue  to  rise  to 
very  high  levels.  The  limit  of  the  average  rate  is  determined 
by  the  top  marginal  rates  and  the  size  of  deductions  al- 
lowed in  computing  taxable  income.  If  deductions  are  15 
percent  of  adjusted  gross  income  or  I  then  the  Federal  tax 
alone  tends  to  rise  tow-ird  .70(1^.151)  =.70  (.851)  =.5951, 
and  residual  income  becomes  .4051.  The  State  tax  alone 
tends  to  rise  toward  .07(1 — ,151)  =.05951. 

Since  the  State  tax  is  deductible  at  the  Federal  level  and 
reduces  Federal  liability  by  70  percent  of  the  State  tax,  the 
net  burden  of  the  State  tax  is  .30  (.05951)— .01785,  or  1.785 
percent  of  adjusted  gross   income  or    .017S5   —    4.4075   per- 

.405 
cent  of  the  residual  income  left  after  Federal  tax  only. 
If,  as  typical,  the  personal  deductions  taken  on  very  large 
Incomes  exceed  15  percent  of  adjusted  gross  income  (e.g., 
because  of  large  charitable  contributions),  the  net  burden 
of  the  State  tax  would  be  less  than  the  effective  rates  indi- 
cated in  Table  28  on  either  adjusted  gross  income  or 
reFldual  income. 


$5,000  to  $100,000  for  single  persons  and  $10,000  to 
$200,000  for  married  couples."^  Indeed,  at  the  other 
end  of  the  scale  are  those  states  which  allow  a  deduc- 
tion of  Federal  tax  in  determining  State  tax  liability 
and  they  have  a  marked  degree  of  regressivity  in  their 
net  burdens  over  a  considerable  part  of  the  income 
range. 

If  the  California  personal  income  tax  were  to  be 
increased,  one  general  approach  would  be  to  reduce 
personal  exemptions  and  another  would  be  to  increase 
rates.  The  type  of  effects  these  respective  approaches 
would  have  on  the  distribution  of  the  State  tax  burden 
and  of  net  tax  burden  are  illustrated  in  Tables  29 
and  30. 

If  personal  exemptions  were  reduced  by  one-third, 
from  $1500  to  $1000  for  single  persons  and  from  $3000 
to  $2000  for  married  couples,  burdens  would  be  in- 
creased for  the  respective  adjusted  gross  income 
classes  as  showni  in  Table  29.  If  instead  the  existing 


"See  Melichar,  op.  cit.,  pp.  182-217,  for  a  comparison  of  degrees 
of  prosression  on  the  basis  of  State  and  Federal  tax  laws 
for  1960. 
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Table  31 

INCREASE   IN   STATE  TAX,  NET  BURDEN   AND   IN    EFFECTIVE   RATE  OF  NET  BURDEN   WITH   LOWERING 

OF  PERSONAL   EXEMPTIONS   BY  ONE-THIRD    OR   WITH    INCREASING  ALL    RATES   BY  ONE 

PERCENTAGE   POINT   FOR   SINGLE   PERSONS  AND   MARRIED  COUPLES 

BY  ADJUSTED   INCOME  CLASSES,  1965   INCOME  YEAR 


Loicering  of  Personal  Exemptions 


Increase  in  Tax  Rates 


Increase 
Adjusted  Gross  in 

Income  Class  State  Tax 

SINGLE  PERSON 

$       1,000 

2,000 $  5.00 

3,000 5.00 

4,000 5.00 

5,000 10.00 

7,500 13.75 

10,000 15.00 

15,000 24..50 

20,000 35.00 

25,000 35.00 

50,000 35.00 

100.000 35.00 

200,000 35.00 

500,000 35.00 

1,000,000 35.00 

10,000,000 35.00 

MARRIED  COUPLE 

!         1,000 

2,000 

3,000 

4,000 $10.00 

5,000 10.00 

7,500 10.00 

10,000 20.00 

15,000 27.50 

20,000 30.00 

25,000 40.00 

50,000 70.00 

100,000 70.00 

200,000 70.00 

500,000 70.00 

1,000,000 70.00 

10,000,000 70.00 


Addition  to 

Effective  Rate 

Increase 

of  Tax  from 

Increase 

in 

Inrreased 

m 

Net  Burden 

Net  Burden 

State  Tax 

$  4.20 

.210 

4.75 

.158 

$        10.00 

4.04 

.101 

19.00 

8.10 

.162 

27.50 

10.72 

.143 

48.75 

11.25 

.113 

70.00 

17.00 

.113 

112.50 

21.35 

.107 

155.00 

19.25 

.077 

197.50 

14.70 

.029 

410.00 

11.90 

.012 

835.00 

10.50 

.006 

1,685.00 

10.50 

.002 

4,235.00 

10.50 

.001 

8,485.00 

10.50 

.000 

84,985.00 

Addition  to 

Effective  Rate 

Increase 

of  Tax  from 

in 

Increased 

Vef  Burden 

Net  Burden 

$         8.90 

.296 

15.38 

.385 

22.27 

.445 

38.02 

.507 

52..50 

.525 

76..50 

.506 

94.55 

.473 

108.62 

.435 

172.20 

.344 

283.90 

.284 

505.50 

.253 

1,270.50 

.2.54 

2,545.50 

.255 

25,495.50 

.255 

8.40 

.210 

- 

- 

- 

8.30 

.166 

$        10.00 

$         8..30 

.166 

8.11 

.109 

33.75 

27.33 

.365 

16.20 

.162 

55.00 

44.55 

.445 

21.45 

.143 

97.50 

76.05 

.507 

22.50 

.113 

140.00 

105.00 

.525 

28.80 

.116 

180.50 

131.40 

.526 

38.50 

.077 

395.00 

217.25 

.435 

29.40 

.029 

820.00 

344.40 

.344 

33.80 

.006 

1,670.00 

567.80 

.284 

21.00 

.005 

4,220.00 

1,266.00 

.254 

21.00 

.002 

8,470.00 

2,541.00 

.254 

21.00 

.000 

84,970.00 

25,421.00 

.254 

tax  rates  iu  each  tax  bracket  were  increased  by  one 
percentage  point,  to  a  range  from  2  percent  to  8  per- 
cent rather  than  from  1  percent  to  7  percent,  the  re- 
sulting burden  distribution  would  be  altered  in  the 
manner  shown  in  Table  30.  The  extent  to  which  these 
■respective  approaches  would  increase  the  nominal 
[State  tax  burdens  and  the  net  tax  burdens  among 
Bcome  classes  are  summarized  in  Table  31. 

The  one-third  reduction  of  exemptions  would  result 
|in  State  tax  increases  of  $5  per  taxpayer  for  those  in 
;he  lower  adju.sted  income  classes  and  of  up  to  $35 
per  taxpayer  in  the  higher  income  classes.  The  addi- 
tional net  burdens  range  from  $4.20  per  taxpayer  up 
to  $21.35  for  a  single  person  at  the  $20,000  adjusted 
iid   gross  income  level  and  then  declines  to  $10.50  per 
IJd   taxpayer  in  the  higher  adjusted  gross  income  classes. 
The  progressive  effect  of  the  tax,  of  course,  would  be 
iBi  extended  do-wnward  to  somewhat  lower  income  levels 
but  this  also  has  the  effect  of  slightly  mitigating  the 
degree  of  progression  of  the  tax  in  the  middle  income 
brackets.  For  higher  income  brackets  the  increase  in 


net  burden  is  so  slight  relative  to  income  that  addi- 
tions to  effective  tax  rates  and  changes  in  degree  of 
progression  are  scarcely  perceptible.  While  the  relative 
increases  in  tax  are  largest  at  the  bottom  of  the  in- 
come scale  the  absolute  amounts  of  additional  tax  are 
small.  This  reduction  in  exemptions  would  mean  that 
single  persons  with  $2000  and  married  couples  with 
.$4000  of  adjusted  gross  income  would  have,  for  the 
first  time,  net  burdens  of  State  income  tax  equivalent 
to  about  i  of  1  percent  of  their  incomes. 

An  increase  in  State  tax  rates  across  the  board 
would  increase  tax  burdens  much  more  substantially. 
The  nominal  increase  in  State  tax  for  a  single  person 
would  be,  for  example,  $10  on  $3000  of  adjusted  gross 
income,  $70  on  $10,000,  $410  on  .$50,000,  and  $8,485 
on  $1,000,000.  The  additional  net  burdens  after  allow- 
ing for  Federal  tax  savings  would  be  significantly  less, 
especially  for  higher  incomes,  being  $8.90  on  $3000  of 
adjusted  gross  income,  $52.50  on  $10,000,  $172.20  on 
$50,000,  and  $2,545.50  on  $1,000,000.  With  a  higher 
starting  rate  the  degree  of  progression  would  be  in- 
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creased  at  the  levels  where  incomes  rise  from  nontax- 
able to  taxable  status,  but  for  income  intervals  above 
these  bottom  levels  the  degree  of  progression  of  net 
burdens  with  respect  to  rising  adjusted  gross  incomes 
would  be  moderated.  A  general  rate  increase  of  this 
type  would  raise  effective  rates  of  net  burdens  by- 
fractions  of  1  percent.  The  additional  net  burden 
would  amount  to  about  i  of  1  percent  of  adjusted  gross 
income  at  the  $3000  income  level  for  single  persons, 
about  i  of  1  percent  in  the  income  ranges  from  $7500 
to  $20,000,  and  about  i  of  1  percent  of  adjusted  gross 
income  for  incomes  of  $200,000  and  over.  The  net 
burden  of  (he  State  tax  for  persons  with  the  assumed 
levels  of  itemized  deductions  would  run  from  .55  of 

1  percent,  at  the  $3000  level  of  adjusted  gross  income 
to  2  percent  of  adjusted  gross  incomes  of  $100,000 
and  more,  in  contrast  to  present  net  burden  rates 
which  run  from  .26  of  1  percent  to  about  1.75  percent 
for  these  same  income  levels. 

With  a  State  statutory  rate  schedule  running  from 

2  to  8  percent  on  marginal  taxable  income  and  with 
allowance  for  Federal  tax  offsets,  the  net  burden  of 
the  State  tax  would  be  nearly  proportional  or  about 
2  percent  of  adjusted  gross  incomes  for  higher  income 
individuals  with  typical  itemized  deductions.  The  per- 


Jd 

i 


centage  of  adjusted  gross  income  taken  by  this  state 
tax  would  rise  from  a  small  fraction  of  1  percent  in 
the  low  income  classes,  say  $3000  for  a  single  person 
and  $5000  for  a  married  couple,  to  1.5%  at  $10,000 
for  single  persons  and  $20,000  for  married  persons, 
to  2.3  percent  at  $60,000  single  and  $100,000  married, 
and  on  higher  incomes  the  effective  rate  of  net  burden 
would  settle  back  to  about  2  percent  of  the  adjusted 
gross  income. 

The  tendency  of  the  net  tax  burden  to  become  n 
gressive  with  respect  to  increasing  adjusted  gross  in- 
come as  the  effective  rate  drops  back  from  2.3  to  2 
percent  could  be  moderated  or  eliminated  by  con- 
tinuing the  rise  of  the  statutory  rate  schedule  intc 
much  higher  income  ranges  than  the  existing  tops  of 
$15,000  and  $30,000  of  taxable  incomes  for  single  and 
married  persons.  But  the  effective  burden  on  adjusted 
gross  is  only  one  means  of  judging  the  appropriate- 
ness of  rate  structures.  The  net  burden  of  the  State 
tax  as  compared  to  residual  income  after  Federal  tax 
does  now,  and  would  under  a  2  to  8  percent  rate 
schedule,  increase  progressively,  though  with  varia- 
tions in  degree,  until  very  high  levels  of  income  an 
reached,  as  indicated  in  Column  10  of  Table  28. 
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APPENDIX  A 

SYNOPSIS  OF  MAJOR  CHANGES  IN   PERSONAL  INCOME  TAX  LAW 


Table  1 
PERSONAL  INCOME  TAX 

RATES 

Taxable  Income 

1.  Married  persons  filing  joint  returns 

2.  All  others 

Income  year 

Income  year 

1935-42 

1943-48' 

1949-51 

1952-582 

1959  ff.3 

1935-42 

1943-48' 

1949-58 

1959  ff.» 

Up  to  $2,500 

1% 
1 
2 
2 

3 
3 

4 

6 
6 

7 
8 

9 
10 
11 
12 

13 

14 
15 

1% 

1 
1 
1 

2 
2 
3 

4 
5 
6 
6 

6 
6 
6 
6 

6 
6 
6 

1% 
1 
2 
2 

3 
3 

4 

5 
6 
6 
6 

6 
6 
6 
6 

6 
6 
6 

1% 
1 
1 
1 

2 
2 
2 

3 
3 

4 
5 

6 
6 
6 
6 

6 
6 
6 

1% 
1 
2 
2 

3 
3 

4 

5 
6 

7 
7 

7 
7 
7 
7 

7 
7 
7 

1% 
1 
2 
2 

3 
3 
4 

5 
6 

7 
8 

9 
10 
11 
12 

13 
14 
15 

1% 
1 

1 
1 

2 
2 
3 

4 
5 
6 
6 

6 
6 
6 
6 

6 
6 
6 

1% 
1 
2 
2 

3 
3 

4 

5 

6 
6 
6 

6 
6 
6 
6 

6 
6 
6 

1% 
2 

$2,500  to  5,000 

'    5,000  to  7,500.. 

3 

7,500  to  10,000 

4 

i  10,000  to  12,500 

5 

!  12,500  to  15,000... 

5 

■  15,000  to  20,000 

7 

20.000  to  25,000. 

7 

:  25.000  to  30,000 

7 

.  30,000  to  40.000 

7 

40,000  to  50,000 

7 

,  50,000  to  60,000 

7 

60,000  to  70.000 

7 

70.000  to  80,000... 

7 

80,000  to  100,000 - 

7 

100,000  to  150,000-. 

7 

150,000  to  250,000 

7 

250,000  and  over. 

7 

Source:  State  of  California  Franchise  Tax  Board,  Annual  Report  Calendar  Year  196S 
Footnote  follow  Table  3. 


Table  2 
PERSONAL  EXEMPTIONS,  EXEMPTIONS  FOR   DEPENDENTS,  AND  STANDARD  DEDUCTIONS 

Marital  status 

Income  Year 

1935-38 

1939-42 

1943-44' 

1945-48« 

1949-52' 

1953-58' 

1959-64' 

1964  ff. 

1.   Personal  exemptions 

(a)  Joint  returns  of  married  persons 

(b)  Separate  returns  of  married  persons 

(c)  Returns  of  a  single  persons 

$2,500 
1.250 
1,000 
2,500 
1,000 
1,000 

$2,500 
1,250 
1,000 
2,500 
1,000 
100 

$3,500 
1,750 
2,000 
3,500 
1,500 
100 

$4,500 
2,250 
3,000 
4,500 
1,500 
100 

$3,500 
1.750 
2,000 
3,500 
1,000 
100 
500 

400 

$3,500 
1,750 
2,000 
3,500 
1,000 
100 
500 

400 

$3,000 
1,500 
1,500 
3,000 
1,000 
100 
600 

600 

$3,000 
1,500 
1  500 

(d)  Returns  of  unmarried  heads  of  households 

(e)  Returns  of  estates.. 

3,000 

1,000 

100 

!■       (f)     Returns  of  trusts 

[j      (g)    Returns  of  blind  persons  (additional) 

600 

(2.   Exemption  for  each  dependent 

400 

400 

400 

400 

600 

3.   Standard  deduction 

(a)    Joint  returns  of  married  persons 

•$1,000 

;            (1)  Adjusted  gross  income  $5,000  or  more. 

(2)  Adjusted  gross  income  10,000  or  more. 

(3)  Adjusted  gross  income  less  than  $5,000. 

'$300 

300 

'$600 
6% 

$1,000 
10% 

«6% 

6% 

(4)  Adjusted  gross  income  less  than  $10,000 
(b)    Other    than    joint    returns    of    married 
persons 

'$500 

(1)  Adjusted  gross  income  $5,000  or  more. 

'$300 
'6% 

$300 
6% 

$300 
6% 

$500 
10% 

(2)  Adjusted  gross  income  less  than  $5,000 

'Source:  State  of  California  Franchise  Tax  Be 
Footnotes  follow  Table  3. 

>ard.  Annua 

il  Report  C 
(5 

alendar  Ye( 
5) 

»r  1963. 
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Table  3 

PERCENT  OF  GAINS  AND   LOSSES  TO   BE  TAKEN   INTO  ACCOUNT 
UPON   DISPOSITION  OF  A  CAPITAL  ASSET 


=^=^^= 

Asset  holding  period 

Income  year 

1935-58" 

1959  ff." 

6  months 
Over     6  n 
"       12 

or  less- 
aontha 

100% 
100 

80 

60 

100% 
50 
60 
60 

but 

not 

over 

12 

24 

* 

"       24 

36 

1 

"       36 

„ 

(, 

„ 

u 

48 

60 
60 
40 
40 

50 
50 
60 
50 

"       48 

60 

"      60 

72 

"       72 

84 

"       84 

months 

« 

" 

" 

96 

40 
40 
40 
30 

50 
60 
50 

50 

"       96 

108 

"     108 

120 

Source:  State  of  California  Franchise  Tax  Board,  Annual  Report  Calendar  Year  196S 

'A.  A  temporary  reduction  in  tax  in  the  lower  income  levels  was  effected  in  this  period  by  widening  the  initial  tax  rate  bracket  from 
$5,000  to  $10,000.  This  temporary  reduction,  enacted  during  World  War  II,  was  renewed  in  1945,  1947.  and  194S,  but  was  allowed 
to  lapse  in  1949  (Stats.  1943,  p.  1576;  Stats.  1945,  p.  1298;  Stats.  1947,  p.  1869;  and  Stats.  1948,  p.  18).  In  addition,  the  maximum 
rate  was  reduced  from  15  percent  on  amounts  in  excess  of  $250,000  to  6  percent  on  amounts  in  excess  of  $30,000  (Stats.  1943,  p.  1573). 

•The  splitting  of  income  of  husband  and  wife  on  a  joint  return  was  first  effective  in  this  period.  Under  this  provision,  the  tax  imposed 
is  twice  the  tax  which  would  be  imposed  if  the  taxable  income  of  the  couple  were  cut  in  half   (Stats.  1952,  p.  126). 

'The  tax  brackets  were  narrowed  from  $10,000  to  $5,000  for  married  couples  filing  jointly  and  from  $5,000  to  $2,500  for  all  others 
in  this  period.  At  tlie  same  time,   the  maximum  rate  was  increased  from  6  percent  to  7  percent  (Stats.  1959,  p.  2854). 

•Temporary  provisions  enacted  during  World  War  II  increased  the  exemptions  of  individuals  by  $1,000  and  of  estates  by  $500  (Stats. 
1943,  p.  1577). 

'Temporary  provisions  enacted  during  World  War  II  increased  the  personal  exemptions  allowed  individuals  by  an  additional  $1,000 
(Stats.  1945,  p.  1299).  The  permanent  personal  exemptions  were  raised  to  $2,000  and  $3,500  for  separate  and  joint  returns,  respec- 
tively (Stats.  1945,  p.  1297).  A  standard  deduction  in  lieu  of  itemized  nonbusiness  deductions  was  introduced  at  this  time.  The 
standard  deduction  was  C  percent  of  adjusted  gross  income  less  exemptions  for  dependents  and  blind  exemptions  when  the  taxpayer 
read  his  tax  from  the  "optional  tax  table"  or  $300  wlien  a  per.son  filed  a  separate  return  and  was  ineligible  to  use  the  optional 
tax  table    (i.e.,   had  adjusted  gross  income  of   $5,000   or  more)    and  chose  not  to  itemize  deductions    (Stats.   1945,  p.    1293). 

"The  permanent  personal  exemptions  enacted  in  1945  became  effective.  An  additional  $500  was  allowed  a  blind  taxpayer  or  spouse 
(Stats.  1949.  p.  867). 

'The  filing  of  joint  returns  was  made  more  attractive  in  this  period.  First,  for  couples  with  combined  incomes  of  $10,000  or  more,  the 
standard  deduction  was  raised  from  $300  to  $600  ;  thus,  the  filing  of  separate  returns  on  which  standard  deductions  of  $300  each 
could  be  taken  was  no  longer  advantageous  (Stats.  1953,  p.  3353).  Second,  in  computing  adjusted  gross  income,  the  net  loss  limi- 
tation (capital  losses  in  excess  of  capital  gains)  was  increased  from  $2,000  to  $4,000  in  the  case  of  a  joint  return;  thus,  married 
couples  with  net  losses  in  excess  of  $2,000  no  longer  found  it  advantageous  to  file  separate  returns  and  claim  net  losses  up  to 
$2,000  on  each   (Stats.  1953,  p.  3055). 

'Personal  exemptions  were  reduced  by  $500;  exemptions  for  dependents  were  increased  by  $200;  and  exemptions  for  the  blind  were 
increased  by  $100  (Stats.  1969,  p.  2858).  The  standard  deduction  was  increased  from  6  percent  to  10  percent  of  adjusted  gross 
Income  less  exemptions  for  dependents  and  blind  exemptions  when  the  taxpayer  reads  his  tax  from  the  "optional  tax  table."  For 
persons  ineligible  to  use  the  optional  tax  table  (i.e.,  married  couples  with  adjusted  gross  incomes  of  $10,000  or  more  and  all  other 
taxpayers  with  incomes  of  $5,000  or  more),  the  standard  deduction  has  been  increased  to  $1,000  for  married  couples  filing  jointly 
and  to  $500  for  all  others    (Stats.   1959,  p.  2858). 

•The  standard  deduction  was  converted  to  flat  amounts  of  $1,000  and   $500.    $1,000   standard   deduction   is   also   allowed   returns   of 

unmarried  heads  of  households. 
'°  Net  gains  were  the  excess  of  the  capital  gains  over  the  capital  losses  included  in  adjusted  gross  income.  Net  losses  were  the  excess 
of  the  capital  losses  over  the  capital  included  in  adjusted  gross  income  (limited  to  $2,000  in  the  case  of  a  separate  return  and 
$4,000  (sie  footnote  7)  in  the  case  of  a  joint  return).  There  was  no  capital-loss  carryover. 
"  Short-term  capital  gains  and  losses  are  merged  to  obtain  the  net  short-term  gain  or  loss.  Full  long-term  capital  gains  and  losses  are 
merged  to  obtain  the  net  long-term  capital  gain  or  loss.  If  the  net  short-term  capital  gain  exceeds  the  long-term  capital  loss,  100 
percent  of  such  excess  shall  be  included  in  income.  If  the  net  long-term  capital  gain  exceeds  the  net  short-term  capital  loss,  50 
percent  of  the  amount  of  such  excess  is  allowable  as  a  deduction  from  gross  income  (Stats.  1959,  p.  2869).  If  the  sum  of  all  the 
capital  losses  exceeds  the  sum  of  all  the  capital  gains  (all  such  gains  and  losses  to  be  taken  into  account  at  100  percent),  then 
such  capital  losses  shall  be  allowed  as  a  deduction  only  to  the  extent  of  (1)  current  year  capital  gains  plus  (2)  the  smaller  of 
either  the  taxable  income  of  the  current  year  (or  adjusted  gross  income  if  the  optional  tax  table  is  used)  or  $1,000.  The  excess 
of  such  allowable  losses  over  the  sum  of  items  (1)  and  (2)  above  is  called  "capital  loss  carryover."  It  may  be  carried  forward 
and  treated  as  a  short-term  capital  loss  in  succeeding  years. 


APPENDIX  B 

PRINCIPAL  FEATURES  OF  STATE  INCOME  TAXES 

The  following  tables  whicli  compare  various  features  of  state  income  taxes  as 
of  January  1,  1964  are  from  the  Advisory  Commission  on  Intergovernmental 
Relations  information  report  Tax  Overlapping  in  the  United  States,  1964.  July 
1964,  Chapter  8. 

Table  1 
STATE   INDIVIDUAL   INCOME  TAXES:   PERSONAL  EXEMPTIONS,  JANUARY  1,  1964 


State 


Personal  exemption 


Single 


Married 
(joint  return) 


Additional  exemption  on  account  of — 


Dependents 


Age' 


Blindness* 


Alabama. - 

Alaska 

Arizona 

Arkansas'- 
California. 


17.50 


Colorado.. 
Delaware. 
Georgia... 

Hawaii 

Idaho 


Indiana 

Iowa  ' 

Kansas 

Kentucky  '. 
Louisiana '_ 


Maryland 

Massachusetts  ">. 

'  Minnesota  ' 

■  Mississippi 

Missouri 


Montana 

New  Hampshire  ". 

New  Jersey  "•  " 

New  Mexico 

New  York" 


'  North  Carolina. 

North  Dakota.. 

!  Oklahoma 

;  Oregon 

South  Carolina. 


Tennessee  " 

lUtah 

'  Vermont 

Virginia 

West  Virginia. 

Wisconsin 


District  of  Columbia. 


$1,500 
600 

1,000 
(1,750) 

1,500 

750 
600 
1,500 
600 
600 


1,000 

16  (1.500) 

600 

20  (1,000) 

2.500  (50) 

800 

2,000 

10  (8.33) 

5,000 

1,200 

600 
600 
600 
600 
600 

1,000 
600 

1,000 
600 
800 


$3,000 

1,200 

2,000 

35   (3,250) 

3,000 

1,500 
1,200 
3,000 
1,200 
1.200 

'2  000 

30  (2,333) 

1,200 

40  (2,000) 

5,000  (100) 

1,600 

2,500-4,000 

30  (1,700) 

7,000 

2,400 

1,200 
600 
1.200 
1,200 
1,200 

"  2,000 
1,500 
2,000 
1,200 
1,600 


600 

500 

1,000 

600 

10   (435) 

1,000 


20 


1,200 
1,000 
2,000 
1,200 
(870) 

2,000 


$300 

600 

600 

6   (300) 

600 

750 
600 
600 
600 
600 

500 

7.50(333) 

•600 

20  (1,000) 

•  400  (8) 

•800 

•400 

15  (514) 


$600 
1,000 


$600 
600 


750 
600 
600 
•600 
600 

500 

»  15 

600 

20  (1,000) 


800 


600 

750 
600 
600 
5,000 
600 

600 

»  15 

600 

20  (1,000) 

«  1,000  (20) 

800 
2,000 

(U) 


400 


«600 


600 


600 


«600 
•600 
•600 

300 

600 

500 

«600 

'«800 


600 
600 
600 


600 


600 
600 
600 

1,000 
600 


(17) 

800 


"600 
800 


•600 

500 

»»200 

•600 

10   (405) 

500 


500 
600 
600 
so  5 

500 


600 
600 
600 
600 


500 


^  In  most  States  an  Identical  exemption  Is  allowed  for  a  spouse  if  she  meets  the  age  and  blindness  conditions.  In  Massachusetts  the 
deduction  is  allowed  against  business  income  only.  In  Hawaii  the  $5,000  blindness  deduction  is  allowed  in  lieu  of  the  personal 
exemption. 

'Personal  exemptions  and  credits  for  dependents  are  allowed  In  the  form  of  tax  credits  which  are  deductible  from  an  amount  of  tax. 
With  respect  to  personal  exemptions,  the  sum  In  parentheses  is  the  exemption  equivalent  of  the  tax  credit  assuming  that  the 
exemption  is  deducted  from  the  lowest  brackets.  With  respect  to  the  dependency  exemptions,  the  sum  in  parentheses  Is  the 
amount  by  which  the  first  dependent  raises  the  level  at  which    a  married  person  or  head  of  family  becomes  taxable. 

•Individuals  establishing  residence  In  Hawaii  after  the  age  of  65  are  subject  to  tax  on  income  from  Hawaii  sources  only  (the  tax 
is  imposed  on  the  entire  taxable  Income  of  resident  individuals,  estates,  and  trusts). 
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'Each  spouse  is  entitled  to  the  lesser  of  $1,000  or  adjusted  gross  income. 
"Single   person,    $833;    married   couple,    $1,167. 

"  The  exemption   is  allowed   for  students  regardless  of  age  or   income. 

'The   exemptions  and   credits  for  dependents  are   deductible  from   the  lowest  income  bracket  and  are  equivalent  to  the  tax  credits 

shown   in  parentheses. 
'An  identical  exemption  is  allowed  for  a  spou.'^e  or  for  a  dependent. 

•  The  exemption  is  allowed  for  students  regardless  of  age  or  income,  and  an  additional  credit  of  $800  is  allowed  for  each  dependent 
65  years  of  age  or  over. 

10 The  exemptions  shown  are  those  allowed  again.st  business  income,  including  salaries  and  wages:  a  specific  exemption  of  $2,000  for 
each  taxpayer.  In  addition,  a  dependency  exemption  of  $500  is  allowed  for  a  dependent  spouse  who  has  income  from  all  sources 
of  less  than  $2,000.  In  the  case  of  a  joint  return,  the  exemption  is  the  smaller  of  (1)  $4,000  or  (2)  $2,000,  plus  the  income  of 
the  spouse  having  the  smaller  income.  For  nonbusiness  income  (annuities,  interest,  and  dividends)  the  exemption  is  the  smaller 
of  (1)  $1,000  or  (2)  the  unused  portion  of  the  exemption  applicable  to  business  income.  Married  persons  must  file  a  joint  return 
in  order  to  obtain  any  nonbusiness  income  exemption.  If  a  single  person,  or  either  party  to  a  joint  return,  is  65  years  of  age,  the 
maximum  exemption  is  increased  from  $1,000  to  $1,500.  No  exemption  is  allowed  against  nonbusiness  income  If  Income  from  ail 
sources  for  a  single  person   exceeds   $5,000   and   for  a   married  person  exceeds  $7,500. 

"An  additional  tax  credit  of  $10  for  single  persons  and  $15  each  for  taxpayer  and  spouse  ia  allowed  for  persons  65  years  of  age  or 
over  and  tor  blind  per.«!ons. 

12  The  tax  applies  only  to  Interest  and  dividends. 

"  Applies  to  commuters  only,  New  Jersey-New  York  area. 

"In  addition  to  the  personal  exemptions,  the  following  tax  credits  are  granted:  Single  persons,  $10;  married  taxpayers  and  heads  of 
household.'i,   $25. 

"An   additional  exemption   of   $1,000   is   allowed   a   married   woman   with   separate  income. 

i»A  credit  of  $1  is  allowed  for  each  $100  actually  contributed  by  the  taxpayer  as  partial  support  of  a  person  who  could  qualify  (ex- 
cept for  the  chief  support  requirement)   as  a  dependent.  The  credit  shall  not  exceed  $6. 

■'A  tax  credit  of  $12  is  allowed  tor  each  taxpayer  or  spouse  who  has  reached  the  age  of  65.  A  blind  taxpayer  and  his  spouse  (If 
also  blind)   are  allowed  an  additional   $600  exemption  plus  a  tax   credit   of    $18   each. 

"The  exemption  is  extended  to  dependents  over  the  age  of  21  If  their  income  Is  less  than  $800  a  year  and  if  they  are  students  In  an 
accredited  school  or  college. 

10  Exemption  for  one  dependent  of  unmarried  person  is  $1,000,  If  dependent  is  father,  mother,  son,  daughter,  sister  or  brother. 

"Single  person,  $218;  married  couple,  $405. 
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State 


Net  income  after  personal 
exemption 


Rate 
(percent) 


Federal 

tax 

deductible 


Standard 
deduction 
allowed' 


Special  rates  or  features 


Alabama- 


Alaska. 


Arizona'- 


Arkansas. 


CaUfomia'. 


Colorado. 


Delaware. 


First  $1.000 

S1.001-S3  000 

S3,001-S5.000 

Over  S5.000 

First  S2.000 

S2.001-S4.000 

S4.001-SG.000 

S6.001-S8,000 

SS.OOI-SIO.OOO 

$10,001-S12.000.__ 
S12.001-S14.000... 
$14,001-S16.000_,_ 
S16.001-SIS.000... 
S18.001-S20.000.-_ 
S20,001-S22.000... 
S22.001-826.000... 
$26,001-832,000... 
$32,001-838.000... 
$38,001-844.000... 
S44.001-S50.000... 
550,001-860.000-.. 
S60,001-S70.000... 
STO.OOl-SSO.OOO... 
880,001-890.000... 
S90.001-8100,000_. 
8100,001-8150.000. 
$150,001-8200,000. 

Over  8200.000 

First  SI. 000 

Sl,001-$2.000 

82,001-83.000 

83,001-84,000 

84,001-85,000 

S5.001-S6.000 

86,001-87,000 

Over  87.000 

First  S3.000 

83.001-86.000 

$6,001-811,000 

811,001-S25.000___ 

Over  825.000 

First  82,500 

82,501-85,000 

85,001-87.500 

87,501-810,000 

810,001-812,500... 
$12,501-815,000... 

Over  815.000 

First  81,000 

81.001-82,000 

82,001-83.000 

$3,001-84.000 

84.001-S5.000 

85.001-86,000 

86.001-87,000 

87,001-88.000 

88,001-89.000 

S9  001-S10,000 

Over  SIO.OOO 

First  81.000 

81,001-82.000 

82,001-83,000 

83,001-84.000 

84,001-85,000 

85.001-86.000 

$6.001-88.000 

88.001-830.000 

$.30,001-850,000 

$50,001-5100.000... 
Over  8100,000 


1.5 
3 

4.5 
5 

3.2 

3.52 

4.16 

4.80 

5.44 

6.08 

6.88 

7.52 

8.00 

8.48 

8.96 

9.44 

9.92 

10.40 

11.04 

11.52 

12.00 

12.48 

12.96 

13.44 

13.92 

14.24 

14.40 

14.56 

1 

1.5 
2 

2.5 

3 

3.5 

4 

4.5 

1 

2 

3 

4 

5 

1 

2 

3 

4 

5 

6 

7 

3 

3.5 

4 

4.5 

5 

5.5 

6 

6.5 

7 

7.5 

8 

1.5 

2 

3 

4 

5 

6 

7 

8 

9 
10 
11 


The  income  brackets  are  for  single  persons,  and 
married  couples  filing  separate  returns.  The 
size  of  brackets  is  double  for  married  couples 
filing  joint  returns. 


X' 


Surtax  on  income  from  intangibles  in  excess  of 
$5,000,  2  percent.  Beginning  with  tax  year 
1963,  taxpayers  are  allowed  a  credit  equal  to 
1^  of  1  percent  of  net  taxable  income  on  the 
first  $9,000  of  taxable  income. 


•  See  footnotes  at  end  of  table. 
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State 


Net  income  after  personal 
exemption 


Rate 
(percent) 


Federal 

tax 

deductible 


Standard 
deduction 
allowed ' 


Special  rates  or  features 


Georgia. 


Hawaii*. 


Idaho2. 


Indiana. 
Iowa 


Kansas. 


Kentucky. 


Louisiana'. 
Maryland.. 


Massachusetts* . 


Minnesota. 


Mississippi. 


First  $1.000 

$l,001-$3.000 

$3,001-85.000 

$5,001-S7.000.. 

$7,001-$10,000 

Over  $10,000 

First  $500 

$501-81,000 

$1,001-.$2.000 

$2.001-$5.000 

$5.001-$10,000 

$I0.001-$20,000 

$20,001-130,000 

Over  .$.30,000 

First  $1,000 

$1,001-$2,000 

$2, 001-83.000 

$3.001-$4,000 

84,001-$5.000 

Over  .$5,000 

Adjusted  gross  income. 


First  $1,000. 

$1,001-$2,000 

$2,001-$3.000 

$3,001-$4,000 

Over  .84,000 

First  $2,000 

$2,001-$3,000 

$3,001-$5,000 

$5.001-87,000 

Over  $7,000 

First  83,000 

83,001-84,000 

$4,001-$5,000 

85,001-88,000 

Over  .88,000 

First  $10,000 

$10,001-850,000 

Over  850,000 

Ordinary  income 

Investment  income: 

First  $500 

Balance 

Earned  income  and  business 

income 

Interest  and  dividends,  capital 

gains  on  intangibles 

Annuities. 


First  $500 

8501-81,000 

81,001-82,000__ 
$2,001-$.3,000._- 
$3,001-.84.000.._ 
$4,001-85,000... 
85,001-87,000.  _. 
$7,001-89,000... 
$9,001-812,500.. 
$12,501-$20,000. 
Over  820,000.  .  . 

First  $5,000 

85,001-$10,000-. 
Over  810,000 


1 

2 

3 

4 

5 

6 

3 

3.5 

4 

5 


9 

3.4 
5.5 
7.2 
8.25 
9.35 
10.5 
2 


0.75 
1.5 
2.25 
3 


75 

5 

5 


3.075 

7.38 
1.845 


1 

1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 
10.5 
2 
3 
4 


X 


X 


X 


X 


X 
X 


X' 


X 


Alternative  tax  on  capital  gains:  Deduct  50 
percent  of  capital  gains  and  pay  an  additional 
3  percent  on  such  gains.  The  income  classes 
reported  are  for  individuals  and  heads  of  house- 
holds. For  joint  returns  the  rates  shown  apply  to 
income  classes  twice  as  large. 


A  $10  filing  fee  is  imposed  on  each  return. 


I 


A  86  tax  credit  is  allowed  each  taxpayer  and  each 
dependent  for  sales  tax  paid  on  food  and  pre- 
scription drugs. 


The  income  classes  reported  are  for  individuals  and 
heads  of  households.  For  joint  returns  the  rates 
shown  apply  to  income  classes  twice  as  large. 


Rate  on  ordinary  income  increased  to  4  percent, 
effective  January  1,  1965. 


Rates  include  the  following  additional  taxes:  3 
percent  permanent  surtax  on  all  types  of  income; 
and,  through  June  30,  1965,  20-percent  surtax  on 
all  types  of  income,  1  percent  on  earned  and 
business  income,  and  3  percent  on  capital  gains 
on  intangibles. 

A  15-percent  surtax  for  taxable  years  starting 
before  1965.  There  is  an  additional  tax  of  1  per- 
cent on  the  first  $1,000  or  fraction  thereof  of 
adjusted  gross  income  where  net  income  tax 
plus  surtax  does  not  exceed  $10.  This  additional  | 
tax  shall  not,  however,  be  applied  to  increase  the 
total  taxes  payable  by  such  persons  to  more  than  j 
$10. 


The  maximum  rate  for  later  years  will  be:  1965, 
3.5  on  income  in  excess  of  $10,000;  1966  and 
after,  3  on  income  in  excess  of  $5,000. 


See  footnotes  at  end  of  table. 
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State 


Net  income  after  personal 
exemption 


Rat« 
(percent) 


Federal 

tax 

deductible 


Standard 
deduction 
allowed' 


Special  rates  or  features 


Missouri. 


f 


Montana. 


'lew  Hampshire. 
■few  Jersey 


Jew  Mexico-''. 


few  York. 


'orth  Carolina. 


orth  Dakota. 


ilahoma'. 


uth  Carolina. 


First  $1,000... 
$l,001-$2,000. 
$2,001-83,000. 
$3,001-«5,000_ 
S5.001-S7,000. 
«7,001-$9,000. 
Over  $9,000.  _ 


First  SI, 000 

Sl,001-«2,000 

$2,001-83,000 _ 

$3.001-$5,000 

$5,001-.$7,000 

Over  $7,000 

Interest    and    dividends    (ex- 
cluding interest  on  savings 

deposits) 

First  $1,000 

$1,001-S3.000 

$3,001-$5,000 

S5,001-S7,000 

$7,001-89,000 

$9,001-$11,000 

$11,001-313,000 

$13,001-81.5,000 

Over  $15,000 

First  $10,000 

810,001-820,000 

$20,001-$100,000 

Over  $100,000 

First  $1,000 

81,001-83,000 

83,001-85,000 

$5,001-87,000 

$7.001-89,000 

$9,001-811,000 

$11,001-$I3,000 

$13,001-815,000 

Over  815,000 

First  $2,000 

.«2,001-$4,000 

$4,001-86,000 

$6,001-810,000 

Over  $10,000 

First  $3,000 

$3,001-84,000 

$4,001-.?5,000 

$5,001-86,000 

$6,001-$8,000 

$8,001-$15,000 

Over  815,000 

First  $1,500 

Sl,501-$3,000 

$3,001-84,500 

$4,501-86,000 

$6.001-87,500 

Over  $7,500 

First  $500 

$501-81,000 

$1,001-$1,500 

$l,501-$2,000 

$2,001-$4,000 

$4,001-88,000 

Over  $8,000 

First  82,000 

$2,001-84,000 

$4,001-$6,000 

86,001-88,000 

88,001-810,000 

Over  810,000 


1 

1.5 

2 

2.5 

3 

3.5 

4 


4.25 

2 

3 

4 

5 

6 

7 

8 

9 
10 

1.5 

3.0 

4.5 

6 

2 

3 

4 

5 

6 

7 

8 

9 
10 

3 

4 

5 

6 

7 

1 

2 

3 

5 

7.5 
10 
11 

1 

2 

3 

4 

5 

6 

3 

4 

5 

6 

7 

9 

9.5 

2 

3 

4 

5 

6 

7 


X 


X 


X 


X 


X 


X 


X 


x« 


X 


X 


X 


X 


The  rates  apply  to  total  income,  not  merely  to  the 
portion  of  income  falling  within  a  given  bracket, 
but  as  a  result  of  the  following  tax  credits,  the 
schedule  in  effect  is  a  bracket  rate  schedule: 

$1,001-$2,000,  $5 

$2,001-83,000,  $15 

$3.001-$5,000,  $30 

$5.001-$7,000,  $55 

87,001-89,000,  $90 

Over  89,000,  $135 


Tax  applies  to  commutera  only,  New  Jersey-New 
York  area. 


Net  income  (of  married  taxpayer  filing  joint  return 
and  single  taxpayer  with  one  or  more  depend- 
ents) under  $1,500  nontaxable. 

Capital  gains  treatment  is  similar  to  that  provided 
under  Federal  law. 

Income  from  unincorporated  business  is  taxed  at 
4  percent.  The  following  credit  is  allowed: 
//  tax  is —  Credit  is — 

8100  or  less Full  amount  of  tax. 

$100-8200 Difference    between    $200 

and  amount  of  tax. 
$200  or  more No  credit. 


The  income  classes  reported  are  for  individuals 
and  heads  of  households.  For  joint  returns  the 
rates  shown  apply  to  income  classes  twice  as 
large. 


The  income  classes  reported  are  for  individuals 
and  heads  of  households.  For  joint  returns  the 
rates  shown  apply  to  income  classes  twice  aa 
large. 


e  footnotes  at  end  ot  table. 
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State 

Net  income  after  personal 
exemption 

Rate 
(percent) 

Federal 

tax 

deductible 

Standard 
deduction 
allowed' 

Special  rates  or  features 

Interest  and  dividends 

First  $1,000 

6 

1 
2 
3 
4 
5 
2 
4 
6 

7.5 
2 
3 
5 

1.2 
1,3 
1.6 
1.8 
2.0 
2.3 
2.6 
2.8 
3.0 
3.x 
3.4 
3.5 
3.7 
3.9 
4.1 
4.3 
4.5 
4.7 
4.9 
5.0 
5.2 
5.3 
5.4 
5.5 
2.3 
2.55 
2.8 
3.8 
4.3 
4.8 
5.3 
6.3 
6.8 
7.3 
7.8 
8.3 
8.8 
9.3 
9.9 
10.0 
2.5 
3 

3.5 
4 

4.5 
5 

X 

X 

X 

X 
X 

X 
X 

Dividends  from  corporations  having  at  least  76 
percent  of  their  property  subject  to  the  Tennea- 
see  ad  valorem  tax  are  taxed  at  4  percent. 

The  rates  are  subject  to  reduction  if  there  ia  sotr 
ficient  surplus  in  the  general  fund. 

Utah 

S1.001-$2,000 

S2,001-$3.000 

S3, 001-84, 000 

Over  ?4.000  .     -   .   - 

First  $1,000 

$1,001-$3,000 

S3  001-$5,000             .   - 

Over  $5,000 

VirEiTiia 

First  $3  000 

$3,001-$5,000.     --   -   .   - 

Over  $5,000 

Wpsjt  VirC""'" 

First  $2,000 

$2,001-S4,000         .   .        

and  heads  of  households.  For  joint  returns  the 

$4,001-86.000 

rates  shown  apply  to  income  classes  twice  as 

$6,001-$8,000 

$8,001-$10,000  .... 

$10,001-S12,000 

$12,001-$14,000 

$14,001-$16,000.   -    - 

$16,001-$18,000 

$18,001-$20,000 

$20,001-822,000     . 

$22,001-$26,000 

$26,001-832,000 

$32,001-838,000 

$38,001-844,000 

$44,001-$50,000 

850,001-860,000 

860,001-870,000 

$70,001-880,000 

880,001-890,000 

800,001-8100,000 . 

$100,001-$150,000 

8150,001-8200,000 

Over  8200,000 .   . 

Wisconsin* 

First  81,000 

$1,001-82,000 

$2,001-83,000 

$3,001-84,000 

84,001-85,000 

85.001-86,000 . 

$6,001-$7,000._   ... 

$7,001-$8,000 

88,001-89,000 

89,001-810,000 

$10,001-811,000 

$11,001-812,000 

$12,001-813,000 

$13,001-$14,000 

$14,001-815,000. 

Over  815,000 

District  of  Columbia.. 

First  $5,000. 

Income  from  unincorporated  business  is  taxed  at 
5  percent. 

$5,001-810,000 

810,001-815,000 

$15,001-$20,000. 

$20,001-$25,000 

Over  825,000 

1  See  table  3. 

•  Community  property  State  in  which,  in  general,  J  the  community  income  is  taxable  to  each  spouse. 

•Limited  to   $300  for  .single  persons  and   $600   for  married   persons   filing  joint  returns. 

•Allows  deduction  of  State  individual  income  tax   itself  In  computing  State  tax  liability. 

'  Limited  to  taxes  paid  on  professional  or  business  income. 

•Limited  to  $500  per  taxpayer. 
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State 


Size  of  standard  deduction 


Percent' 


Maximum 


Single 


Married 


Separate 
return 


Joint 
return 


Optional 

tax  table 


;Jabama 

Jaska 

jizona 

,jkansas 

i'alif  ornia 

l^olorado 

i>elaware2 

'ieorgia 

ilawaii 

daho 

idiana 

Dwa 

Kansas 

ientuoky' 

iiouisiana 

laryland 

lassachusetta 

linnesota 

lississippi 

lissouri 

Ion  tana 

few  Jersey 

iFew  Mexico 

Jew  York 

forth  Carolina 

forth  Dakota 

'klahoma 

'regon 

;outh  Carolina 

'tah 

ermont 

'irginia 

'i^est  Virginia 

Wisconsin 

listrict  of  Columbia 


*7 
10 
10 
10 
10 

*10 

*10 

10 

10 

*10 


*5 
*10 

(*) 
*10 

10 

*10 
10 

*5 

10 
10 
10 
10 
10 

*5 

*10 

*5 

10 

*10 

10 
5 
10 
10 
10 


$500 
1,000 

500 
1,000 

500 

1,000 
500 
1,000 
1,000 
1,000 


250 

400 

500 

1,000 

500 

1,000 
500 
500 

500 
1,000 
1,000 
1,000 

500 

500 
500 
250 
500 
1,000 

1,000 
500 
1.000 
1,000 
1,000 


$500 
600 
500 
500 
500 

500 
500 
500 
500 
500 


250 
400 
500 
500 

500 

1,000 
500 
600 

600 
1,000 
500 
(*) 
500 

500 
500 
250 
600 
500 

600 
250 
(') 
500 
500 


$600 
1,000 
1,000 
1,000 
1,000 

1,000 
1,000 
1,000 
1,000 
1,000 


250 

400 

600 

1,000 

1,000 

1,000 

1,000 

500 

1,000 
1,000 
1,000 
1,000 


500 
1,000 

500 
1,000 
1,000 

1,000 
500 
1,000 
1,000 
1,000 


X 
X 
X 

X 

X 


X 
X 
X 


X 
X 
X 


X 
X 
X 


X 
X 
X 


ote:   Excludes  New  Hampshire  and  Tennessee  where   the  tax  applies  to  interest  and  dividends  only. 

Tlie  standard  deduction  is  allowed  in  addition  to  deduction  of  Federal  income  taxes. 

I  Amount   of  .standard    deduction    is  generally   based   on   gross    income  after  business  expenses.  The  detailed  provisions  vary. 
I  In  lieu  of  all  other  deductions  except  Federal  income  taxes  up  to   $",00  for  individuals  and  $600  for  married  couples  filing  joint  return. 
I  In  lieu  of  other  deductions  except  Federal  income  taxes,  a  standard  deduction  of  $500  may  be  taken  if  adjusted  gross  income  Is  at 
i       least   $S,OOD.   If  adjusted  gross   income   is  less  than   $8,000,   taxpayers  may  use  optional  tax  table. 

The  $1,000  standard  deduction  allowed  a  married  couple  may  be   taken  by   either  or  divided   between   them  In  such  proportion  as 
they  may  elect. 
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Table  4 
STATE   INDIVIDUAL  INCOME  TAXES;   ADMINISTRATIVE   FEATURES,  JANUARY  1,  1964 


State 


Filing  date 
(calendar 

year 
returns) 


Use  of 
Federal 
tax  base 


Agree- 
ments for 
Federal- 
State 
cooperative 
use  of 
returns 


Withholding 


Credit  allowed  for  income  taxes 
paid  other  States 


Required 


Year 
adopted 


Periodicity  of 

employer 

returns 


Resident 
(a) 


Non- 
resident 
(b) 


Reciprocity 
required 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Delaware 

District  of  Columbia. 

Georgia 

Hawaii 

Idaho 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Marj'land 

Massachusetts 

Minnesota 

Mississippi 

Missouri 

Montana 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Oklahoma 

Oregon 

South  Carolina 

Tennessee 

Utah 

Vermont 

Virginia 

West  Virginia 

Wisconsin 


April  15 
April  15 
April  15 
May  15 
AprU  15 
April  15 
April  30 
April  15 
April  15 
April  20 
April  15 
April  15 
April  30 
April  15 
April  15 
May  15 
April  15 
April  15 
April  15 
April  15 
April  15 
April  15 
May  1 
April  15 
April  15 
April  15 
April  15 
April  15 
April  15 
April  15 
April  15 
April  15 
AprU  15 
AprU  15 
May  1 
April  15 
April  15 


X 


X 
X 
X 
X 


X 


X 

X 
X 
X 


X 
X 


X 
X 
X 


X 
X 
X 
X 

X 
X 
X 

X 
X 


X 
X 

X 
X 

X 
X 

X 
X 

X 


X 
X 
X 

f) 

X 
X 
X 
X 
X 
X 
X 

o 

X 
X 
X 
X 
X 

X 

X 

X 
X 
X 
X 

X 
X 
X 

X 
X 
X 
X 
X 


1956 
1949 
1954 


1954 
1949 
1956 
1960 
1957 
1955 
1963 


1954 
1961 
1955 
1959 
1961 

1961 
1955 

1961 
1961 
1959 
1959 

1961 
1948 
1959 

1959 
1951 
1963 
1961 
1962 


Quarterly 
do 
do 

Annually* 
Quarterly 

do 

do 

do 
Monthly* 
Quarterly 

do 

do* 

do* 

do 

do 

do* 

do 

do 
do" 

do 

do" 
Monthly 
Quarterly 

do 

do" 

do 

do 

do>» 

do 

do" 

do 


X 

X 

X 

X 

X 

X* 

X 

X 

X 

X 

X 

x» 

X 

X 

X 

X" 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X'* 

X 

X 

X 
X 
X 
X 
X 


X 
X 
X 


X 
X 


X 
X 


(a)—,  (b)I» 

M 

(a)X  1 

X' 

(a)X>,  (b)X 


X» 


X' 


(a)—,  (b)X 


X' 


1 


X 

fa)X>,  (b)X 

X 

X' 

X 

(a)Xi.   (b)X 

X  denotes  "yes" ;  —  denotes  "no"  or  "not  applicable." 

1  Some  reciprocity  provisions  are  negative  in  effect — credit  Is  given  It  the  other  State  does  not  give  credit. 
'  Withholding  may  be  required  in  special  circumstances. 
»  Withholding  applies  to  nonresidents  only. 

*  For  income  and  intangibles  taxes  required  to  be  paid  a  State  as  a   domiciliarj-. 

'The  Director  of  Taxation  may  grant  permission  to  employers  ha\ing  a  payroll  of  not  more  than  $1,500  per  month,  to  make  returns 
and  payments  on  a  quarterly  basis. 

•  Except  that  Kansas  fiduciaries  distributing  to  nonresidents  must  withhold. 
'  Deductions  limited. 

'  Except  that  employers  withholding  income  taxes  amounting  to  $100  or  more  per  month  are  required  to  remit  withheld  Income  taxes  on 

or  before  the  15th  of  the  following  month. 
•Except  that  returns  and  payment  of  taxes  withheld  by  any  employer  who  can  reasonably  expect  that  taxes  withheld  will  exceed 

$600  for  the  calendar  year  are  due  monthly. 
"  Limited  to  taxes  paid  on  professional  or  business  Income. 

"  If  total  quarterly  taxes  withheld  are  less  than  $10,  an  employer  may  make  an  annual  return. 
"Changed  to  monthly,  effective  July  1,   19  64. 
"  Limited  to  taxes  paid  on  compensation  for  personal  services. 
"Beginning  with  the  calendar  quarter  in  April,  1964,  employers  withholding  income  taxes  amounting  to  $100  or  more  per  month  wiD 

be  required  to  remit  withheld  income  taxes  on  or  before  the  15th  of  the  following  month. 
"Changed  to  monthly,  effective  July  1,  1964,  where  the  amount  withheld   is  at  least   $200  per  calendar  month  or  exceeds   $600   per 

calendar  quarter. 
"The  Tax  Commission  may  by  regulation  pro\nde  for  returns  and  payment  on  the  15th  day  of  each  month  for  employers  withholding 

taxes  of  $100  or  more  for  the  preceding  calendar  month. 


APPENDIX  C 

SUMMARY  OF  FRANCHISE  TAX  BOARD 
STATISTICS  FOR  INCOME  YEARS   1962  AND  1952 

The  following  Tables  summarize  State  of  California  Franchise  Tax  Board 
statistics  for  income  years  1962  and  1952,  showing  number  of  returns,  deduc- 
tions, personal  exemptions,  dependency  exemptions,  taxable  income,  tax  credits 
and  tax  assessed  by  summary  adjusted  gross  income  classes  and  by  type  of  tax 
return. 
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Table  1 

SINGLE  PERSONS'  RETURNS  AND   MAJOR  TAX  ITEMS  BY  ADJUSTED  GROSS   INCOME  CLASSES 

CALIFORNIA   PERSONAL   INCOME  TAX,  1962  INCOME  YEAR 

Table  1-A:  Amounts 


Adjusted  gross  income  class 

Number 

of 
returns 

Adjusted 

gross 

income 

(thousands) 

Deductions 
(thousands) 

Personal 
exemptions' 

(thousands) 

Exemptions 

for 
dependents 
(thousands) 

Taxable 

income 

(thousands) 

Tax 
credits 

Tax 

assessed 
(thousands) 

ALL  RETURNS . 

1,120,270 

184,581 
935,689 

352,487 
2,630 

166,327 

361,057 

34,933 

16,549 

1,259 

447 

$5,489,723 

303.680 
5,186,043 

1,203,332 
14,635 

604.591 
2,386,054 
410,901 
378,154 
84,280 
104,089 

$792,416 

107,764 
684,651 

118,983 
1,145 

131,274 
305,022 
49.997 
51.164 
12,651 
14,396 

$1,681,497 

277.357 
1,404,140 

528,814 
3,945 

249,688 

541,776 

52,446 

24,895 

1,894 

670 

$97,971 

38.463 
59,507 

13,574 
3.180 

7,449 

29.479 

3.883 

1,777 

113 

41 

$3,041,079 

3,335 
3,037,744 

541,957 
6,364 

216,178 

1,509,759 

304.570 

300,312 

69,615 

88,972 

$230,238 

41.106 
189,132 

2,691 

$59,369 

59,369 

Optional: 

$1,000-  4.999 

5,499 

5,000-  9,999 

68 

10,000  and  over 

3,186 
24.267 
18,.350 
94.337 
33.782 
12,519 

Other: 

$1,000-  4,999 

2,081 

5,000-  9,999 

21,985 

10,000-14,999 

7,064 

15,000-49,999 

12,505 

50,000-99,999 

4.174 

100,000  and  over..   . 

5  976 

Table  1-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


ALL  RETURNS-. 

Nontaxable  returns 
Taxable  returns 

Optional: 

$1,000-  4,999... 

5,000-  9,999... 

10,000  and  over. 

Other: 

$1,000-  4,999... 
5,000-  9,999... 
10  000-14,999... 
15,000-49,999... 
50,000-99,999... 
100,000  and  over. 


100.0 

16.5 
83.5 


31.5 
.2 


14.8 

32.2 

3.1 

1.6 

.1 


100.0 


5.5 
94.5 


21.9 
.3 


11.0 
43.5 
7.5 
6.9 
1.5 
1.9 


100.0 


13.6 
86.4 


15.0 
.1 


16.6 
38.5 
6.3 
6.5 
1.6 
1.8 


100.0 

16.5 
83.5 


31.5 
.2 


14.9 

32.2 

3.1 

1.5 

.1 
* 


100.0 


39 

3 

60 

7 

13 

9 

3 

2 

7 

6 

30 

1 

4 

0 

1 

8 

1 

100.0 


100.0 


.1 

17.8 

99.9 

82.2 

17.8 

1.2 

.2 

7.1 

1.4 

49.7 

10.5 

10.0 

8.0 

9.9 

41.0 

2.3 

14.7 

2.9 

5.4 

Table  1-C:  Tax  Items  as  Percent  of  Adjusted  Gross  Income' 


ALL  RETURNS 

100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

14.4 

35.5 
13.2 

9.9 

7.8 

21.7 
12.8 
12.2 
13.5 
15.0 
13.8 

30.6 

91.3 
27.1 

44.9 
27.0 

41.3 

22.7 

12.8 

6.6 

2.2 

.6 

1.8 

12.7 
1.1 

1.1 
21.7 

1.2 

1.2 

.9 

.5 

.1 

* 

55.4 

1.1 
58.6 

45.0 
43.5 

35.8 
63.3 
74.1 
79.4 
82.6 
85.5 

4.2 

13.5 
3.6 

.2 

1   1 

Nontaxable  returns.. 

Taxable  returns 

1  1 

Optional: 

$1,000-  4,999 

.5 

5,000-  9,999 

4.6 

10,000  and  over 

.5 

1.0 

4.5 

24.9 

40.1 

12.0 

Other: 

$1,000-  4,999 

.3 

5,000-  9,999 

.9 

10,000-14,999 

1  7 

15,000-49,999 

3.3 

50,000-99,999 

5  0 

100,000  and  over 

5.7 

•  Less  than  .05  of  1% 

•  Includes  exemption  for  blindness. 

•For  the  tax  credits  the  ratios  are  per  $100,000  of  adjusted  gross  Income  rather  than  per  flOO. 
SOURCE:  State  of  California,  Franchise  Tax  Board,  Annual  Report,  196S. 
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Table  2 

SEPARATE   RETURNS  OF  MARRIED  PERSONS  AND  MAJOR  TAX   ITEMS  BY  ADJUSTED  GROSS   INCOME 
CLASSES,  CALIFORNIA  PERSONAL  INCOME  TAX,  1962  INCOME  YEAR 


Table  2-A: 

Amounts 

Adjusted  gross  income  class 

Number 

of 
returns 

Adjusted 

gross 

income 

(thousands) 

Deductions 
(thousands) 

Personal 
exemptions' 
(thousands) 

Exemptions 

for 
dependents 
(thousands) 

Taxable 

income 

(thousands) 

Tax 
credits 

Tax 

assessed 

(thousands) 

ALL  RETURNS... 

97,386 

19,711 
77,675 

21,177 
670 

12,453 

29,772 

6,077 

7,202 

266 

58 

$646,594 

42,818 
603,776 

75,227 
3,851 

47,742 
204.767 

74.226 
166,219 

16,526 

15,206 

$109,648 

12,945 
96,702 

7,044 
283 

11,308 
36,614 
12,256 
22,473 
3,229 
3,479 

$149,374 

30,614 
118,759 

31,765 
1,005 

18,721 

46,487 

9,429 

10,848 

404 

90 

$46,750 

14.601 
32,149 

4,776 
1,020 

4,146 

14.259 

3,744 

4,036 

132 

26 

$356,374 

209 
356,164 

31,638 
1,534 

13,563 
107,400 

48,791 
128,855 

12,755 

11,605 

$38,480 

2.360 
36,120 

100 

$9,927 

9,927 
322 

Optional: 
,,        $1,000-  4,999 

5,000-  9,999 

16 

10,000  and  over. 

190 

1,058 
1,190 
23,432 
6,997 
3,153 

Other: 

$I,00O-  4,999 

134 

6.000-  9,999 

1,495 

1,094 

5,332 

743 

10,000-14,999.... 

15,000-49,999 

50,000-99,999 

100,000  and  over 

777 

1 

-able2-B:  P< 

>rcentage  Distribution  Among  Adjusted  Gross  Inconne  Classes 

ALL  RETURNS 

100.0 

20.2 
79.8 

21.7 
.7 

12.8 

30.6 

6.2 

7.4 

.3 

.1 

100.0 

6.6 
93.4 

11.6 
.6 

7.4 

31.7 

11.5 

25.7 

2.6 

2.3 

100.0 

11.8 
88.2 

6.4 
.3 

10.3 
33.4 
11.2 
20.5 
2.9 
3.2 

100.0 

20.5 
79.5 

21.3 
.7 

12.5 

31.1 

6.3 

7.3 

.3 

.1 

100.0 

31.2 
68.8 

10.2 
2.2 

8.9 
30.5 

8.0 
.6 
.3 
.1 

100.0 

.1 
99.9 

8.9 
.4 

3.8 

30.1 

13.7 

36.1 

3.6 

3.3 

100.0 

6.1 
93.9 

.3 

100  0 

Nontaxable  returns 

Taxable  returns. 

100  0 

Optional: 

$1,000-  4,999 

3  3 

5,000-  9,999 

2 

10,000  and  over.  _    

.5 

2.7 

3.1 

60.9 

18.2 

8.2 

Other: 

$1,000-  4,999 

1  3 

5,000-  9,999  . 

15  1 

10,000-14,999 

11  0 

15,000-49,999 

53  8 

50,000-99,999.- 

7  5 

100,000  and  over.. 

7  8 

Table 

2-C:  Tax  Ite 

ms  as  Percet 

it  of  Adjuste 

d  Gross  Inco 

me  = 

ALL  RETURNS... 

100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

17.0 

30.2 
16.0 

9.4 
7.3 

23.7 
17.9 
16.5 
13.5 
19.5 
22.9 

23.1 

71.5 
19.7 

42.2 
26.1 

39.2 

22.7 

12.7 

6.5 

2.4 

.6 

7.2 

34.1 
5.3 

6.3 
26.5 

8.7 
7.0 
5.0 
2.4 
.8 
.2 

55.1 

.6 
59.0 

42.1 
40.0 

28.4 
52.4 
65.7 
77.5 
77.2 
76.3 

6.0 

6.6 
6.0 

.1 

1  5 

Nontaxable  returns..     

Taxable  returns 

1  6 

1  Optional: 

$1,000-  4,999 

4 

5,000-  9,999 

4 

10,000  and  over.. 

.4 
.5 

1.6 
14.1 
42.3 
20.7 

Other: 
1        $1,000-  4,999 

3 

6.000-  9,999... 

7 

10,000-14,999 

1  5 

15.000-49.999. 

3  2 

50,000-99,999 

4  5 

100,000  and  over...   

6  1 

•  Includes  exemption  for  blindness. 

'For  the  tax  credits  ratios  are  per  $100,000  for  adjusted  gross  income  rather  than  per  $100. 

SOURCE  :  State  of  California  Franchise  Tax  Board,  Annual  Report, 196). 
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Table  3 

JOINT   RETURNS  OF   MARRIED   PERSONS  AND   MAJOR  TAX   ITEMS  BY  ADJUSTED  GROSS   INCOME  CLASSES 

CALIFORNIA   PERSONAL    INCOME  TAX,  1962   INCOME  YEAR 


Table  3-A: 

Amounts 

Adjusted  gross  income  class 

Number 

of 
returns 

Adjusted 

gross 

income 

fthoiisands) 

Deductions 
(thousands) 

Personal 
exemptions* 
(thousands) 

Exemptions 

for 
dependents 
(thousands) 

Taxable 

income 

(thousands) 

Tax 
credits 

Tax 

assessed 

(thousands) 

ALL  RETURNS 

3,163,414 

723.106 
2,440,308 

67,071 
388,443 

7,744 

49.162 

1,031.929 

634.559 

246,455 

12,055 

2,891 

$28,685,724 

2,994,734 
25,690,990 

292,490 

2,867,770 

82,195 

222,401 
7,944.589 
7.55S.155 
5,377,415 

788,552 
557,405 

$4,905,834 

764,136 
4.141,698 

27,774 

257,687 

7,085 

42,841 

1,629.674 

1,242,338 

751,243 

99.666 

83,371 

$9,492,284 

2,170,116 
7,322,168 

201.285 

1,165,530 

23,232 

147,510 

3,096,435 

1,903,857 

739,473 

36.167 

8,674 

$3,089,561 

954.008 
2,135,553 

14,713 

290.893 

11,349 

5,975 

941,050 

606.268 

250,428 

12,314 

2,548 

$12,104,856 

13,286 
12,091,569 

48.716 

1,153,657 

40,527 

26,073 

2,277,427 

3,805,688 

3,636.266 

640.397 

462,803 

$917,228 

224,041 
693,187 

240 
6,802 
3.590 

40 

17.312 

49,706 

188.064 

169,307 

258,126 

$227,770 

227.770 

Optional: 

$1  000-  4.999 

48si 

5.000-  9.999 

11,619 
430 

255 

22,677 
46,432 
84.694 
32,057 
29,104 

10  000  and  over  - 

Other: 

$1  000-  4.999 

5.000-  9  999 

10.000-14.999 

15  000-49  999     - 

50  000-99,999— 

100,000  and  over 

Table  3-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


ALL  RETURNS. -- 

100,0 

22.9 
77.1 

2.1 

12.3 

.2 

1.6 
32.6 
20.1 

7.8 

100.0 

10.4 
89.6 

1.0 

10.0 

.3 

.8 

27.7 

26.3 

18.7 

2.7 

1.9 

100.0 

15.6 
84.4 

.6 

5.3 

.1 

.9 

33.2 

25.3 

15.3 

2.0 

1.7 

100.0 

22.9 
77.1 

2.1 

12.3 

.2 

1.6 

32.6 

20.1 

7.8 

.4 

.1 

100.0 

30.9 
69.1 

.5 

9.4 

.4 

.2 

30.5 

19.6 

8.1 

.4 

.1 

100.0 

.1 
99.9 

.4 

9.5 

.3 

.2 

18.8 

31.4 

30.0 

5.3 

3.8 

100.0 

24.4 
75.6 

* 
.7 
.4 

* 

1.9 

5.4 

20.5 

18.5 

28.1 

100.0 

100.0 

.2 

6.1 

.2 

.1 
10.0 
20.4 
37.2 
14.1 
12.8 

N^ntaTahlp  rpttims 

Taxable  returns .   _ 

Optional : 

$1,000-  4,999 . 

5,000-  9,999 

10,000  and  over.- 

Other: 

$1,000-  4,999— 

5,000-  9.999 - 

10,000-14,999 

15.000-49,999  „ 

50,000-99.999 

100,000  and  over 

Table  3-C:  Tax  Items  as  Percent  of  Adjusted  Gross  Income' 


ALL  RETURNS  .. 

100.0 

100.0 
100.0 

100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

17.1 

25.5 
16.1 

9.5 
9.0 
8.6 

19.3 
20.5 
16.4 
14.0 
12.6 
15.0 

33.1 

72.5 
28.5 

68.8 
40.6 
28.6 

66.3 
39.0 
25.2 
13.8 
4.6 
1.6 

10.4 

31.9 
8.3 

5.0 
10.1 
13.8 

2.7 
11.8 
8.0 
4.7 
1.6 
.5 

42.2 

.4 

47.1 

16.7 
40.2 
49.3 

11.7 
28.7 
50.4 
67.6 
81.2 
83.0 

3.2 

7.5 
2.6 

.1 

.2 
4.4 

* 

.2 

.7 

3.5 

21.5 

46.3 

.8 

.9 

.2 
.4 
.5 

.1 

.3 

.6 

1.6 

4.1 

5.2 

Nontaxable  returns- 

Optional: 

$1,000-  4.999 . 

5,000-  9,999 

10,000  and  over.. 

Other: 

$1,000-  4,999 

5,000-  9.999 

10,000-14.999 . 

15,000-^9,999 

50,000-99.999 

100,000  and  over 

•  Less  than  .05  of  1% 

^  Includes  exemption  for  blindness. 

•For  the  tax  credits  ratios  are  per  $100,000  of  adjusted  gross  income  rather  than  per  $100. 

SOURCE:  State  of  California.  Franchise  Tax  Board,  Annual  Report,  1963. 
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RETURNS  OF  UNMARRIED   HEADS  OF  HOUSEHOLDS  AND   MAJOR  TAX   ITEMS   BY  ADJUSTED  GROSS   INCOME 
CLASSES,  CALIFORNIA   PERSONAL   INCOME  TAX,  1962  INCOME  YEAR 

Table  4-A:  Amounts 


Adjusted  gross  income  class 


XL  RETURNS. 


Tontaxable  returns. 
'a.xable  returns 


)ptional: 

SI, 000-  4.999..., 

5,000-  9,999-. - 

10,000  and  over. 

ther: 
$1,000-  4,999... 
5,000-  9,999... 
10,000-14,999___ 
15,000-49  999... 
50,000-99,999... 
100,000  and  over. 


Number 

of 
returns 


177,618 

62,738 
114,880 


11,002 
1,140 


Adjusted 

gross 

income 

(thousands) 


Sl,056,339 

214,741 
841,598 


47,165 
6,350 


13,911 

62,741 

77,065 

515.695 

7,890 

91,952 

3,510 

81,713 

275 

18,196 

87 

17,774 

Deductions 
(thousands) 


S196,833 

57,496 
139,337 


4,583 
509 


12,201 
88,703 
14,314 
12,392 
3,172 
3,450 


Personal 
exemptions^ 
(thousands) 


$532,926 

188,238 
344,688 


33,006 
3,444 


41,733 

231.219 

23,670 

10,530 

825 

261 


Exemptions 

for 
dependents 
(thousands) 


857,922 

31,504 
26,418 


1,338 
1,236 


1,164 

19,086 

2,222 

1,221 

109 

36 


Taxable 

income 

(thousands) 


$331,341 

187 
331,154 


8,238 
1,161 


7,642 
176,684 
51,741 
57,505 
14,086 
14.023 


Tax 

credits 


$26,903 

3,166 
23,737 


1,101 
2,350 
4,813 
7,549 
7,922 


Tax 

assessed 
(tliousands) 


$7,328 
7,328 


82 
11 


76 

2,104 
995 

2,288 
831 
925 


Table  4-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


III  RETURNS 

100.0 

35.3 
64.7 

6.2 
.6 

7.8 

43.4 

4.4 

2.0 

.2 

* 

100.0 

20.3 

79.7 

4.5 
.6 

5.9 

48.8 
8.7 
7.7 
1.7 
1.7 

100.0 

29.2 
70.8 

2.3 
.3 

6.2 
45.1 
7.3 
6.3 
1.6 
1.8 

100.0 

35.3 
64.7 

6.2 
.6 

7.8 

43.4 

4.4 

2.0 

.2 

* 

100.0 

54.4 
45.6 

2.3 

2.1 

2.0 

33.0 

3.8 

2.1 

.2 

.1 

100.0 

.1 

99.9 

2.5 

.4 

2.3 

53.3 

15.6 

17.4 

4.3 

4.2 

100.0 

11.8 
88.2 

100.0 

'ontaxable  returns 

100.0 

ptional: 
SI  000-  4,999 

1.1 

5,000-  9,999 

.2 

10,000  and  over.. 

ther: 
$1,000-  4,999 ... 

1.0 

5,000-  9,999 

4.1 

8.7 
17.9 
28.1 
29.4 

28.7 

10,000-14,999       . 

13.6 

15,000-49,999 

31.2 

50,000-99,999 

11.3 

100,000  and  over- 

12.6 

Table  4-C:  Tax  Items  as  Percent  of  Adjusted  Gross  Income' 

:.L  RETURNS     . 

100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100,0 
100.0 

18.6 

26.8 
16.6 

9.7 
8.0 

19.4 
17.2 
16.0 
15.2 
17.4 
19.4 

50.5 

87.7 
41.0 

70.0 
54.2 

66.5 
44.8 
25.7 
12.9 
4.5 
1.5 

5.5 

14.7 
3.1 

2.8 
19.5 

1.9 
3.7 
2.4 
1.5 

.6 

2 

31.4 

.1 
39.3 

17.5 
18.3 

12.2 
34.3 
56.2 
70.4 

77.4 
78.9 

2.5 

1.5 
2.8 

.7 

ixable  returns 

.9 

Dtional: 

'  81,000-  4,999 . 

.2 

5,000-  9,999 

.2 

10,000  and  over..   . 

her: 
$1,000-  4,999 

.1 

5,000-  9,999. 

.2 

2.6 

5.9 

41.5 

44.6 

.4 

10,000-14,999 

1.1 

15.000-49,999.     . 

2.8 

50,000-99,999... 

4.6 

100,000  and  over 

5.2 

^ss  than  .05  of  1% 
ncludes  exemption  fcr  blindness. 
|''or  the  tax  credits,  the  ratios  are  per  $100,000  of  adjusted  gross  income  rather  than  per  $100. 
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Table  5 

FIDUCIARIES'  RETURNS  AND   MAJOR  TAX   ITEMS   BY  ADJUSTED  GROSS   INCOME  CLASSES 
CALIFORNIA  PERSONAL   INCOME  TAX,  1962  INCOME  YEAR 


Table  5-A: 

Amounts 

Adjiisted  grosa  income  class 

Number 

of 
returns 

Adjusted 

gross 

income 

(thousands) 

Deductions 
(thousands) 

Personal 
exemptions' 
(thousands) 

Exemptions 

for 
dependents 
(thousands) 

Taxable 

income 

(thousands) 

Tax 
credits 

Tax 

assessed 

(thousands) 

ALL  RETURNS 

23,760 

16,020 

3,820 

1.530 

1,967 

281 

142 

$175,224 

30,106 
20,703 
18,392 
49,064 
19,133 
31,811 

$50,575 

7,227 
6,544 
4,436 

15.158 
6,113 

11,083 

$8,622 

4,815 

1,804 

846 

964 

131 

58 

$116,025 

18,061 
18,354 
13,107 
32,941 
12,884 
20,664 

$4,044 

660 
190 
220 

886 

2,056 

32 

$4,429 

NontaTftMp  r'*tiirT>s 

Taxable  returns 

Optional: 

$1  000-  4,999 

5  000-  9  999 

Other: 

SI  onO-  4  999 

193 

5  000-  9  999 

3H 

10  000-14,999     .. 

33S 

1  .=;  000-49  999 

1,449 

50  000-99  999 

765 

l,37f 

i 

Table  5-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


ALL  RETURNS.. 

Nontaxable  returns 
Taxable  returns 

Optional: 

$1,000-  4,999... 

5.000-  9,999... 

10,000  and  over. 

Other: 

$1,000-  4,999... 
5,000-  9,999... 
10,000-14,999... 
15,000^9.999... 
50,000-99,999... 
100.000  and  over. 


100.0 


67.4 

16.1 

6.4 

8.3 

1.2 

.6 


100.0 


17.2 
15.2 
10.5 
28.0 
10.9 
18.2 


100.0 


100.0 


14.3 

55.8 

12.9 

20.9 

8.8 

9.8 

30.0 

11.2 

12.1 

1.5 

21.9 

.7 

100.0 


100.0 


100.0 


15.6 

16.3 

15.8 

4.7 

11.3 

5.4 

28.4 

21.9 

11.1 

50.8 

17.8 

.8 

Table 

5-C:  Tax  Ite 

ms  as  Percent  of  Adjusted  Gross  Income* 

^ 

ALL  RETURNS 

100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

28.9 

24.0 
24.5 
24.1 
30.9 
32.0 
34.8 

4.9 

16.0 

6.8 

4.6 

2.0 

.7 

.2 

66.2 

60.0 
68.7 
71.3 
67.1 
67.3 
65.0 

2.3 

2.2 

.7 

1.2 

1.8 

10.7 

.1 

2.5 

Nontaxable  returns 

Optional: 

$1,000-  4,999 

i 

5,000-  9,999  ... 

10,000  and  over 

Other: 

$1,000-  4,999 

.6 

5.000-  9,999 

1.2 
1.8 
3.0 
4.0 
4.3 

10,000-14,999 

15.000-49,999 

50,000-99.999 

100,000  and  over 

>  Includes  exemption  for  blii 
» For  the  tax  credits  ratios 
SOURCE:  State  of  Calif orn 

idness. 

are  per  $100, 

a.   Franchise 

OOO  of  adjust 
Tax  Board, 

ed  gross  Inco 
Annual  Repo 

nae  rather  tha 
rt,  1963. 

n  per  $100. 

1 
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Table  6 

SINGLE  PERSONS'  RETURNS  AND   MAJOR  TAX   ITEMS  BY  ADJUSTED  GROSS  INCOME  CLASSES 
CALIFORNIA  PERSONAL  INCOME  TAX,  1952  INCOME  YEAR 
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Table  6-A: 

Amounts 

Adjusted  gross  income  class 

Number 

of 
returns 

Adjusted 

gross 

income 

(thousands) 

Deductions 
(thousands) 

Personal 
exemptions 
(thousands) 

Exemptions 

for 
dependents 
(thousands) 

Taxable 

income' 

(thousands) 

Tax 

assessed 
(thousands) 

ALL  RETURNS 

$447,047 

52,456 
394,591 

252,883 
183 

$1,937,517 

82,303 
1,855,996 

878,658 
949 

$184,154 

19,805 
164,612 

52,713 
57 

$893,806 

104,867 

788,931 

505,766 
366 

$17,641 

5,152 
12,489 

6,238 
75 

$n.a. 

n.a. 
889,164 

313,841 

451 

$14,421 

Nontaxable  returns .           

Taxable  returns 

14,421 

Optional: 

$1,000-  4,999... 

3,117 

5,000-  9,999 

4 

10,000  and  over 

Other: 

$1,000-  4,999... 

56,853 

70,166 

7,390 

6,256 

629 

231 

207,380 

441,646 

88,760 

149,849 

42,353 

45,701 

36,285 

40,421 

8,445 

15,014 

4,910 

6,767 

113,468 

140,326 

14,778 

12.508 

1,257 

462 

1,609 

3,703 

445 

361 

43 

15 

56,108 
257,196 

66,092 
121,966 

36,143 

38,457 

657 

5,000-  9,999... 

2,661 

10,000-14,999 

953 

15,000-49,999.     . 

3,318 

50,000-99,999 

1,690 

100,000  and  over..     ..      .. 

2,119 

Table  6-B:  P 

ercentage  D! 

stribution  Among  Adjusted  Gross  Income  Classes 

iALL  RETURNS...                 ..     .. 

100.0 

11.7 
88.3 

66.5 

* 

100.0 

4.2 
95.8 

45.3 

* 

100.0 

10.8 
89.2 

28.6 
* 

100.0 

11.7 
88.3 

56.6 
* 

100.0 

29.2 
70.8 

35.4 

.4 

100.0 

Nontaxable  retums- 

100.0 

35.3 
.1 

100.0 

$1,000-  4,999.     . 

21.6 

5,000-  9,999 

* 

10,000  and  over  . 

Other: 

'      $1,000-  4,999 

12.7 

15.7 

1.7 

1.4 

.1 

.1 

10.7 
22.8 
4.6 
7.7 
2.2 
2.4 

19.7 
21.9 
4.6 
8.2 
2.7 
3.7 

12.7 

15.7 

1.7 

1.4 

.1 

.1 

9.1 

21.0 

2.5 

2.0 

.2 

.1 

6.3 
28.9 

7.3 
13.7 

4.1 

4.3 

3.9 

5,000-  9,999 - 

18.5 

10,000-14,999 

6.6 

15,000-49,999. 

23.0 

50,000-99,999 .... 

11.7 

100,000  and  over 

14.7 

Table 

6-C:  Tax  It 

ems  as  Perce 

nt  of  Adjust 

ed  Gross  lnc( 

jme 

\LL  RETURNS 

100.0 

100.0 
100.0 

100.0 
100.0 

9.5 

24.1 
8.9 

6.0 
6.0 

46.1 

127.4 
42.5 

57.6 
38.6 

.9 

6.3 

.7 

.7 
7.9 

.7 

Nontaxable  returns..                  ..        

47.9 

35.7 
47.5 

Taxable  returns..    _   

.8 

l)ptional: 

'      $1,000-  4,999      . 

.4 

5,000-  9,999 

.4 

10,000  and  over... . 

')ther: 

$1,000-  4,999 ....   - 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

17.5 
9.2 
9.6 
10.0 
11.6 
14.8 

54.7 

31.8 

16.6 

8.3 

3.0 

1.0 

.8 
.8 
.5 
.2 
.1 
* 

27.1 
58.2 
73.3 
81.4 
85.3 
84.1 

.3 

5,000-  9,999 

.6 

10.000-14,999 

1.1 

15,000-49,999 

2.2 

j      50,000-99,999.. 

4  0 

(    100,000  and  over 

4.6 

Less  than  0.5  of  1%. 
|i.a.  Not  available. 
I  Net  income  minus  personal  exemption  and  credit  for  dependents. 
iOURCE:  State  of  California,  PYanchise  Tax  Board,  Annual  Report,  195). 
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Table  7 

SEPARATE    RETURNS   OF   MARRIED   PERSONS  AND    MAJOR  TAX   ITEMS   BY  ADJUSTED   GROSS   INCOME 
CLASSES,  CALIFORNIA  PERSONAL   INCOME  TAX,  1952  INCOME  YEAR 


Table  7-A: 

Amounts 

Adjusted  gross  income  class 

Number 

of 
returns 

Adjusted 

gross 

income 

(thousands) 

Deductions 
(thousands) 

Personal 

e.xemption8 
(thousands) 

Exemptions 

for 
dependents 
(thousands) 

Taxable 

income' 

(thousands) 

Tax 

assessed 

(thousands) 

ALL  RETURNS 

175,171 

5,612 
169,559 

86,862 
272 

8,953 

55,639 

11,004 

6,364 

366 

99 

$1,056,838 

10,150 
1,046,668 

329,115 
1.421 

32,608 

369.756 

131,980 

140,813 

24,299 

16,676 

$65,987 

1,711 
64,276 

19,748 
85 

4,624 
22,106 
5,887 
7,719 
1.901 
2,206 

$309,715 

10,648 
299,050 

152,007 
476 

15,256 
98,917 
19,724 
11,775 
698 
197 

$29,452 

1,200 
28,233 

10,457 
140 

1,277 

11,754 

2,765 

1,723 

92 

25 

$n.a. 

n.a. 
655,109 

146,903 
720 

11,451 

236,979 

103,604 

119,596 

21,608 

14,248 

$10,622 

10.622 

Optional: 

$1,000-  4  999                                    ---      . 

1,471 

5,000-  9,999 

10,000- and  over 

6 

Other: 

$1,000-  4,999 

133 

5,000-  9,999       .                    .    

2,564 

10,000-14,999 

1,567 

15,000-49,999 

3,127 

50,000-99.999      .                    .__.._.. 

1,012 

100,000  and  over...          ....      __      .   .. 

778 

Table  7-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


ALL  RETURNS... 

Nontaxable  returns.. 
Taxable  returns 

Optional ; 

$1,000-  4,999.... 

5,000-  9,999__.. 

10,000-  and  over 

Other: 

$1,000-  4,999.-.. 
5,000-  9.999-. _ 
10.000-14,999.... 
15,000-49,999__.. 
50,000-99,999.... 
100,000  and  over.. 


100.0 


3.2 
96.8 


49.6 
.2 


5.1 

31.8 

6.3 

3.6 

.2 

.1 


100.0 


1.0 
99.0 


31.1 

.1 


3.1 

35.0 

12.5 

13.3 

2.3 

1.6 


100.0 

2.6 
97.4 


29.9 
.1 


7.0 
33.5 

8.9 
11.7 

2.9 

3.3 


100.0 


3.4 
96.6 


49.1 
.2 


4.9 

31.9 

6.4 

3.8 

.2 

.1 


100.0 


4.1 
95.9 


35.5 
.5 


4.3 

39.9 

9.4 

5.9 

.3 

.1 


100.0 


22.4 
.1 


1.7 

36.2 

15.8 

18.3 

3.3 

2.2 


Table  7-0:  Tax  Items  as  Percent  of  Adjusted  Gross  Income 


ALL  RETURNS.    

100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

6.2 

16.9 
6.1 

6.0 
6.0 

14.2 
6.0 
4.5 
5.5 
7.8 

13.2 

29.3 

104.9 
19.0 

46.2 
33.5 

46.8 

26.8 

14.9 

8.4 

2.9 

1.2 

2.8 

11.8 
2.7 

3.2 
9.9 

3.9 
3.2 
2.1 
1.2 
.4 
.1 

1.0 

1.0 

.4 
.4 

1 

.4 

.7 
1.2 
2.2 
4.2 
4.7 

Nontaxable  returns..           .      ..    

62.6 

44.6 
50.7 

35.1 
64.1 

78.5 
84.9 
88.9 
85.4 

Taxable  returns.     _.     

Optional : 

$1,000-  4,999 

5,000-  9,999 .      

10,000  and  over . 

Other: 

$1,000-  4,999    . 

5,000-  9,999 

10,000-14.999 

15,000-49,999     . 

50,000-99,999 . 

100,000  and  over 

n.a.  Not  available. 

1  Net  income  minus  personal  exemption  and  credit  for  dependents. 
SOURCE:  State  of  California,  Franchise  Tax  Board,   Annual  Report,  195S. 
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Table  8 

JOINT  RETURNS  OF  MARRIED  PERSONS  AND   MAJOR  TAX   ITEMS  BY  ADJUSTED  GROSS  INCOME  CLASSES 

CALIFORNIA  PERSONAL   INCOME  TAX,  1952   INCOME  YEAR 

Table  8-A:  Amounts 


Adjusted  gross  income  class 


Number 

of 
returns 


Adjusted 

gross 

income 

(thousands) 


Deductions 
(thousands) 


Personal 
exemptions 
(thousands) 


Exemptions 

for 
dependents 
(thousands) 


Taxable 

income* 

(thousands) 


Tax 

assessed 

(thousands) 


ALL  RETURNS.. 

Nontaxable  returns 
Taxable  returns 

Optional: 

$1,000-  4,999... 

5,000-  9,999... 

10,000  and  over. 

Other: 

$1,000-  4.999... 
5.000-  9,999... 
10,000-14,999... 
15,000-49.999... 
50.000-99.999... 
100.000  and  over. 


1,547,464 

443,546 
1,103,908 


133,889 
5,846 


51,101 

776,354 

76,853 

52,972 

5,392 

1,501 


i$10,523,846 

1.626,866 
8,896.958 


601.641 
32,001 


237,186 
5,229,028 

907,491 
1,274,634 

358,469 

256,508 


$1,171,980 

270,602 
901,373 


36,099 
1,920 


32,130 
549,683 

96.584 
121,584 

31.493 

31,880 


$5,413,816 


1,551,969 
3,861,852 


468,646 
20,481 


178,412 

2,716,282 

268,780 

185,128 

18,871 

5,252 


$783,251 

305,026 
478,208 


28,341 
5,813 


7,764 

362,479 

39,370 

30,550 

3,087 

804 


$n.a. 

n.a. 
3,655,525 


68,555 

3,787 


18,880 
1,600,584 
502,757 
937,372 
305,018 
218,572 


$58,157 
58,157 


692 
41 


188 
15,971 
5,032 
15,139 
10,311 
10,779 


Table  8-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


ALL  RETURNS.. 

Nontaxable  returns. 
Taxable  returns 

Optional: 

$1,000-  4,999... 

5,000-  9,999... 

10,000  and  over. 

Otlier: 

$1,000-  4,999... 
5,000-  9,999... 
10,000-14,999... 
15,000-49,999... 
50,000-99,999... 
100,000  and  over. 


100.0 

28.7 
71.3 


5.7 
.4 


3.3 

50.2 

5.0 

3.4 

.3 

.1 


100.0 


15.5 
84.5 


5.7 
.3 


2.3 
49.7 

8.6 
12.1 

3.4 

2.4 


100.0 


23.1 
76.9 


3.1 


2.7 
46.9 

8.2 
10.4 

2.7 
2.7 


100.0 

28.7 
71.3 


3.3 

50.2 

5.0 

3.4 

.3 

.1 


100.0 

38.9 
61.1 


3.6 

.7 


1.0 

46.3 

5.0 

3.9 

.4 

.1 


100.0 


1.9 
.1 


.5 

43.8 

13.8 

25.6 

8.3 

6.0 


100.0 
100.0 


1.2 
.1 


.3 
27.5 
8.7 
26.0 
17.7 
18.5 


Table  8-C:  Tax  Items  as  Percent  of  Adjusted  Gross  Income 


ALL  RETURNS. 


Nontaxable  retiirns. 
Taxable  returns 


Optional : 

'      $1,000-  4,999... 

5,000-  9,999... 

10,000  and  over. 

Other: 

$1,000-  4.999... 

5,000-  9,999... 

1      10,000-14,999... 

15,000-49,999... 

J     50.000-99.999... 

100.000  and  over. 


100.0 

100.0 
100.0 


100.0 
100.0 


100.0 
100.0 
100.0 
100.0 
100.0 
100.0 


11.1 


16.6 
10.1 


6.0 
6.0 


13.5 

10.5 

10.6 

9.5 

8.8 
12.4 


51.4 


95.4 
43.4 


77.9 
64.0 


75.2 
51.9 
29.6 
14.5 
5.3 
2.0 


7.4 


18.7 

5.4 

41.1 

4.7 

11.4 

18.2 

11.8 

3.3 

8.0 

6.9 

30.6 

4.3 

55.4 

2.4 

73.5 

.9 

85.1 

.3 

85.2 

.1 

.3 

.6 

1.2 

2.9 

4.2 


i.a.  Not  available. 

I  Revised. 

'Net  income  minus  personal  exemption  and  credit  for  dependents. 

OURCE:  State  of  California,  Franchise  Tax  Board,  Annual  Report,  195S. 
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Table  9 

RETURNS  OF  UNMARRIED   HEADS  OF  HOUSEHOLD   AND   MAJOR  TAX   ITEMS   BY  ADJUSTED  GROSS 
INCOME  CLASSES,  CALIFORNIA  PERSONAL   INCOME  TAX,  1952  INCOME  YEAR 


Table  9-A: 

Amounts 

Adjusted  gross  income  class 

Number 

of 
retiims 

Adjusted 

gross 

income 

(thousands) 

Deductions 
(thousands) 

Personal 
exemptions 
(thousands) 

Exemptions 

for 
dependents 
(thousands) 

Taxable 

income' 

(thousands) 

Tax 

assessed 

(thousands) 

ALL  RETURNS 

82,635 

42,638 
39,997 

14,568 
209 

3,588 

18,404 

1,634 

1,434 

111 

49 

$409,690 

143,642 
266,033 

63,238 
1,074 

16,332 

115,894 

19,570 

33,814 

7,638 

8,473 

$41,041 

15,392 
25,651 

3,794 
63 

2,298 
11,697 
2,328 
3,154 
1,055 
1,262 

$289,197 

149,233 
139,955 

50,987 
731 

12,544 

64,409 

5,714 

5,013 

387 

170 

$17,198 

11,863 
5,319 

1,292 
124 

189 

3,031 

320 

322 

27 

14 

n.a. 

n.a. 
$95,498 

7,165 
156 

1.301 

36,757 

11,208 

25,325 

6,169 

7,027 

$1,907 

Nontaxable  returns 

Taxable  returns 

1,907 

Optional: 

$1,000-  4,999 

70 

5,000-  9,999... 

1 

10,000  and  over .      __    . 

Other: 

$1,000-  4,999 

13 

5,000-  9,999      -                    -        .            . 

368 

10,000-14,999 

144 

15,000-49,999 

642 

50,000-99,999 

285 

100,000  and  over 

381 

Table  9-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


ALL  RETURNS.. 

Nontaxable  returns. 
Taxable  returns 

Optional: 

$1,000-  4,999... 

5,000-  9,999... 

10,000  and  over. 

Other: 

$1,000-  4,999... 
5,000-  9,999.-. 
10,000-14,999... 
15,000-49,999... 
50,000-99,999... 
100,000  and  over. 


100.0 

51.6 

48.4 


17.6 
.3 


4.3 

22.3 

2.0 

1.7 

.1 

.1 


100.0 


35.1 
64.9 


15.4 
.3 


4.0 
28.3 
4.8 
8.3 
1.9 
2.1 


100.0 


37.5 
62.5 


9.2 
.2 


5.6 

28.5 
5.7 
7.7 
2.6 
3.1 


100.0 


51.6 
48.4 


17.6 
.3 


4.3 

22.3 

2.0 

1.7 

.1 

.1 


100.0 


69.0 

31.0 

100.0 

7.5 

7.5 

.7 

.2 

1.1 

1.4 

17.6 

38.5 

1.9 

11.7 

1.9 

26.5 

.2 

6.5 

.1 

7.4 

Table  9-0:  Tax  Items  as  Percent  of  Adjusted  Gross  Income 


ALL  RETURNS . 

100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

10.0 

10.7 
9.6 

6.0 
5.9 

14.1 
10.1 
11.9 
9.3 
13.8 
14.9 

70.6 

103.9 
52.6 

80.6 
68.1 

76.8 
55.6 
29.2 
14.8 
5.1 
2.0 

4.2 

8.3 
2.0 

2.0 
11.5 

1.2 
2.6 
1.6 
1.0 
.4 
.2 

.5     -t 

.7 

.1 
.1 

J 

.1 

.3 

.7 
1.9 
3.7 
4.5 

Nontaxable  returns 

35.9 

11.3 
14.5 

8.0 
31.7 
57.3 
74.9 
80.8 
82.9 

Taxable  returns.. 

Optional: 

$1,000-  4,999.... 

5,000-  9,999 

10,000  and  over 

Other: 

$1,000-  4,999.... 

5,000-  9,999 

10,000-14,999 

15,000-49,999 

50,000-99,999... 

100,000  and  over... 

n.a.  Not  available. 

•Net  Income  minus  personal  exemption  and  credit  for  dependents. 
SOURCE:  State  of  California,  Franchise  Tax  Board,  Annual  Report,  195S. 
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Table  10 

FIDUCIARIES  RETURNS  AND  MAJOR  TAX   ITEMS  BY  ADJUSTED  GROSS  INCOME  CLASS 
CALIFORNIA  PERSONAL   INCOME  TAX,  1952  INCOME  YEAR 

Table  10-A:  Amounts 


75 


Adjusted  gross  income  class 


Number 

of 
returns 


Adjusted 

gross 

income 

(thousands) 


Deductions 
(thousands) 


Personal 
exemptions 
(thousands) 


Exemptions 

for 
dependents 
(thousands) 


Taxable 

income' 

(thousands) 


Tax 

assessed 
(thousands) 


ALL  RETURNS.. 

Nontaxable  returns 
Taxable  returns 

Optional : 

$1,000-  4,999... 

5,000-  9,999... 

10,000  and  over. 

Other: 

81,000-  4,999.. 
5,000-  9,999... 
10,000-14,999.. 
15,000-49,999.., 
50,000-99,999... 
100,000  and  over. 


8,037 


$52,108 


$4,095 


$41,139 


5,397 

1,291 

603 

634 

83 

29 


10,591 
9,085 
7,351 

14,992 
5,775 
4,301 


1,313 
963 

764 

2,168 

939 

725 


2,479 

834 

361 

345 

46 

19 


6,799 
7,288 
6,226 
12,479 
4,790 
3,557 


$1,006 


64 

85 
101 
327 
221 
186 


Table  10-B:  Percentage  Distribution  Among  Adjusted  Gross  Income  Classes 


ALL  RETURNS- - 

Nontaxable  returns 
Taxable  returns 

Optional: 

81,000-  4,999... 

5,000-  9,999... 

10,000  and  over. 

Other: 

$1,000-  4,999... 
5,000-  9,999... 
10,000-14,999... 
15,000-49,999.., 
50,000-99,999.., 
100,000  and  over 


100.0 


67.2 

16.1 

7.5 

7.9 

1.0 

.4 


100.0 


20.3 
17.4 
14.1 
28.8 
11.1 
8.3 


100.0 


19.1 
14.0 
11.1 
31.5 
13.7 
10.6 


100.0 


60.5 

20.4 

8.8 

8.4 

1.1 

.5 


100.0 


16.5 
17.7 
15.1 
30.3 
11.6 
8.6 


100.0 


6.4 
8.4 
10.0 
32.5 
22.0 
18.5 


Table  10-C:  Tax  Items  as  Percent  of  Adjusted  Gross  Income 


■all  returns... 

100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

13.2 

12.4 
10.6 
10.4 
14.5 
16.3 
16.9 

7.9 

23.4 

9.2 

4.9 

2.3 

.8 

.4 

78.9 

64.2 
80.2 
84.7 
83.2 
82.9 
82.7 

1.9 

'Nontaxable  returns 

Taxable  returns 

(Optional: 

$1,000-  4,999 

5,000-  9,999 

10,000  and  over.. 

Other: 

$1,000-4,999 .. ^ 

.6 

5,000-  9,999.  . 

.9 

10,000-14,999 .    .                 .... 

1.4 

15,000-49,999  . 

2.2 

50,000-99,999 

3.8 

100,000  and  over 

4.3 

'  Net  income  minus  personal  exemption  a 

SOURCE:   State  of  California,   Franchise 

nd  credit  for 
Tax   Board, 

dependents. 
Annual   Repo 

rt,  19SS. 
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CHAPTER 


BANK  AND  CORPORATION 
FRANCHISE  TAXES 


SUMMARY 

This  portion  of  the  report  undertakes  the  examina- 
on  of  taxation  of  corporations  in  California.  Primary 
nphasis  is  on  the  possible  role  of  the  tax  in  the 
iture,  with  descriptive  material  serving  essentially 
i  background  and  orientation.  In  order  to  facilitate 
le  obtaining  of  useful  policy  results,  the  revenue 
jeds  of  the  state  are  kept  prominently  in  mind,  with 
leoretical  considerations  entering  whenever  possible, 
iterstate  comparison  data  are  included  to  permit 
awing  California  as  outside  investing  firms  view  it, 
id  thus  allow  evaluation  of  the  relative  harshness  or 
herwise  of  the  corporation  tax  structure  of  the  state. 

lope  of  Sfafe  Corporofe  Taxation 

Of  the  38  states  which  impose  upon  corporations 
ither  a  franchise  tax  measured  by  net  income  or  a 
irect  tax  on  net  income,  six,  including  California, 
^ipose  both  types.  There  is  considerable  similarity 
laong  states  which  tax  both  personal  and  corporate 
ieomes,  denoting  a  tendency  to  tax  income  as  a  whole 
ither  than  individuals  or  corporations  per  se.  High- 
Is  states  tend  also  to  have  balanced  tax  structures, 
\iieh  suggests  that  revenue  needs  are  the  primary 
CQsideration  for  state  taxation.  Franchise  taxes  on 
Ises  other  than  income,  and  also  net  income  taxation 
I  cities  and  counties  occur  to  a  limited  degree.  Since 
(lifornia  does  not  allow  deduction  of  federal  taxes, 
i  5.5  percent  ranks  as  one  of  the  higher  rates,  hut  is 
sll  not  far  above  the  average.  The  tendency  since 
152  in  many  states  has  been  for  rates  to  increase 
S2;htly  and  provisions  to  become  more  strict,  although 
B'porate  taxes  are  holding  steady  or  even  decreasing 
l?htly  as  a  percent  of  all  state  tax  revenue.  Calif or- 
Di  corporate  taxes,  on  the  other  hand,  have  provided 
1  increasing  share  of  revenue  since  1952.  Compared 
tho  federal  tax,  the  taxes  of  states  are  relatively 
lirate,  the  state  tax  burden  being  an  average  of 
1  lut  8  percent  of  that  of  the  federal  tax.  When  com- 
'•I'd  with  those  of  other  states,  the  provisions  of  the 
ifornia  law  are  relatively  strict  and  conform  fairly 
iocly  to  the  Internal  Revenue  Code. 

)  cripfion  of  Bank  and  Corporation  Tax  Law 

>usiness  organizations  in  the  corporate  form  are 
njeet  either  to  a  franchise  tax  measured  by  net  in- 
!<'ie  or  to  a  tax  directly  on  net  income.  The  franchise 
''i\  is  responsible  for  over  99  percent  of  corporate  tax 
rtenue  and  applies  to  all  corporations  doing  business 
i;he  state.  The  income  tax  applies  to  firms  which  do 
V  fall  exactly  under  the  franchise  tax  but  earn 


income  from  California  sources.  The  structural  differ- 
ences are  minor,  with  the  exception  of  the  treatment  of 
interest  income  from  government  obligations  and  the 
minimum  of  $100  per  year  for  the  franchise  tax.  The 
franchise  tax  is  based  on  income  of  the  previous  year, 
but  is  exacted  for  the  privilege  of  doing  business  in 
the  current  year.  Although  the  rate  on  both  is  5.5 
percent,  banks  and  other  financial  corporations  pay 
up  to  4  percent  of  net  income  as  an  additional  tax  in 
consideration  of  the  fact  that  banks  pay  no  taxes  on 
their  personal  property.  Several  inequities  and  loop- 
holes exist  as  a  result  of  the  rules  for  commencing 
and  dissolving  or  withdrawing  corporations.  The  1963 
amendments,  which  eliminate  the  installment  pay- 
ment feature  and  provide  for  gradual  acceleration 
of  payments,  will  have  important  revenue  effects 
through  1968. 

Revenue  Yield  of  California  Taxes 

Due  to  the  relatively  insignificant  amount  provided 
by  the  corporate  income  tax,  the  two  types  of  cor- 
porate taxes  are  lumped  together  for  purposes  of  dis- 
cussion. The  sales  tax  and  the  motor  fuel  tax  are  the 
two  major  revenue  producers  in  California,  with  the 
personal  and  corporate  income  taxes  ranking  next 
and  providing  almost  identical  amounts.  Although  the 
corporate  taxes  provided  more  revenue  since  1952,  the 
yield  of  the  personal  income  tax  is  growing  faster  and 
will  probabl.y  become  still  more  important  in  the  fu- 
ture. Both  threaten  to  overtake  the  gasoline  tax.  The 
increase  in  per  capita  burden  of  the  corporate  tax  has 
been  moderate  compared  to  increases  in  dollar  col- 
lections. 

When  all  taxes  paid  to  a  state  are  considered,  Cali- 
fornia maintains  its  rank  as  one  of  the  highest  tax 
states,  though  four  others,  including  Washington, 
Massachusetts,  Wisconsin,  and  North  Carolina,  are  at 
least  as  high.  Eight  different  industries  are  examined 
in  17  states,  including  the  leading  industrial  states 
and  states  which  may  be  termed  competitors  of  Cali- 
fornia due  to  proximity.  Due  to  variations  in  tax  pro- 
visions, different  states  are  relatively  harsh  or  lenient 
on  different  types  of  industry.  Concerning  locational 
factors,  evidence  suggests  that  nearness  to  resource 
and  product  markets,  and  the  resulting  direct  costs 
of  doing  business,  are  much  more  important  consid- 
erations than  are  taxes.  Such  factors  may  cause  total 
profitability  or  unprofitability,  while  state  taxes 
amount  to  a  small  percentage  of  net  income.  This  fact 
may  help  explain  California's  rapid  economic  growth 
rate  in  the  face  of  higher  than  average  taxes  and  sug- 
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gests  possibilities  for  raising  further  revenue  without 
seriously  hampering  growth  and  investment. 

Analysis  of  Possible  Rafe  Changes 

The  1963  amendments  have  caused  the  projected 
yield  pattern  for  the  next  five  years  to  fluctuate 
sharply  and  in  a  manner  largely  uncorrelated  with 
income  growth.  Due  to  the  elimination  of  the  install- 
ment privilege,  and  to  the  resulting  sharply  increased 
tax  burden  in  1963-64,  the  rate  could  now  be  raised 
in  two  steps  to  either  6  or  6.5  percent,  and  the  burden 
would  actually  exhibit  a  downward  trend  over  the 
next  few  years.  "Without  a  rate  increase,  dollar  collec- 
tions may  be  expected  to  decline  after  paj'ments  be- 
come more  current.  Approximately  $20  million  addi- 
tional annual  revenue  may  be  expected  by  1968 
through  1974  for  each  0.25-percent  increase  in  the 
rate,  or  $80  million  for  1  percent.  Raising  the  rate  in 
2  steps  would  have  a  stabilizing  effect  on  burden  and 
revenue  patterns,  and  would  permit  adequate  plan- 
ning for  coming  years.  These  rate  change  possibilities 
provide  the  tools  to  assign  corporation  taxes  an  in- 
creasing, decreasing  or  stable  role  in  either  a  pay-as- 
you-go  or  deficit  finance  fiscal  structure. 

Commencing  and  Dissolving  Corporations 

The  existing  law  overtaxes  the  firm  with  diminish- 
ing profits,  undertaxes  the  growing  firm,  and  poorly 
times  collections  for  most  firms.  The  first  year  of 
operations  serves  as  the  base  for  two  years'  taxes, 
and  payment  of  most  of  the  liability  for  two  years 
must  be  made  during  the  initial  year  of  business.  This 
is  a  decided  handicap  to  beginning  firms.  The  final 
year  operations  never  serves  as  a  tax  base,  thus  pre- 
senting a  very  substantial  loophole  to  firms  which  are 
able  to  defer  profits. 

Allocafion  Mefhods  and  Taxation  of  Multisfate  Businesses 

To  determine  the  California  net  income  of  a  cor- 
poration whose  business  is  carried  on  across  state 
lines,  California  uses  a  formula  consisting  of  the  fac- 
tors of  propertj^  payroll  and  sales.  A  number  of  other 
states  use  basically  this  same  formula  but  may  define 
the  factors  somewhat  differently.  Still  others  use  other 
formulas  and  methods.  This  lack  of  uniformity  among 
the  states,  with  its  consequent  overtaxation  in  some 
eases  and  undertaxation  in  others,  has  recently  drawn 
the  attention  of  Congress  and  there  are  indications 
that  Congress  may  be  considering  the  imposition  of  a 
set  of  allocation  rules  which  all  states  will  be  forced 
to  follow.  Federal  intervention  in  this  area  appears 
undesirable,  and  it  may  be  possible  for  the  states  to 
forestall  it  by  adopting  a  uniform  act  such  as  has  been 
proposed  by  the  National  Conference  of  Commission- 
ers on  Uniform  State  Laws. 

Suggested  Modifications 

The  California  corporate  franchise  tax  rate  should 
be  increased  from  the  present  5.5  percent  of  net  in- 


come to  either  6  or  6.5  percent ;  a  6-percent  rate  would 
j'ield  an  additional  $40  million  annually  by  the  early 
1970 's,  while  the  6.5-percent  rate  would  produce  at 
that  time  approximately  $80  million  annually  in  excess 
of  the  yield  at  the  present  rate. 

Regardless  of  whether  the  new  rate  is  set  at  6  per- 
cent or  at  6.5  percent,  the  change  should  be  made  in  2 
steps,  spread  over  two  fiscal  years. 

The  rate  change  should  be  made  promptly  since  the 
effect  of  the  1963  amendments  is  such  that  a  reduction 
of  the  tax  burden  will  occur  in  spite  of  a  rate  increase 
made  at  this  time. 

The  franchise  tax  should  be  measured  by  the  net 
income  of  the  year  for  which  the  tax  is  paid  rather 
than  by  the  net  income  of  the  preceding  year.  Coni 
meneing  corporations  should  continue  to  prepay  th 
minimum  tax  of  $100  and  at  the  close  of  the  fira 
business  year  should  pay  a  tax  measured  by  the  n« 
income  of  that  year.  Corporations  dissolving  or  witl 
drawing  from  the  state  should  be  required  to  pay 
tax  measured  by   net  income  down  to  the  date  of  dia 
solution  or  withdrawal. 

California  should  adopt  the  Uniform  Division  ol 
Income  for  Tax  Purposes  Act  to  forestall  federal  in 
tervention  in  the  field  of  allocation  of  income  of  multi 
state  businesses. 

SCOPE  OF  STATE  CORPORATE 
TAXATION 

At  present  38  states  impose  either  a  corporate  in 
come  tax  on  a  corporation  franchise  tax  measured  b; 
net  income.  For  purposes  of  analysis,  the  distinctioi 
between  these  taxes  will  largely  be  ignored.  The  firs 
modern  experience  with  corporate  taxation  was  witl 
the  federal  exise  tax  of  1909,  while  the  first  state  ta: 
on  corporate  income  was  levied  by  Wisconsin  in  191||| 
Table  1  shows  the  dates  of  original  enactment  for  th, 
states  which  levy  either  form  of  tax,  and  reveals  tha, 
California  became  the  14th  state  to  place  a  tax  of  somll, 
sort  on  corporate  excess  when  it  instituted  the  ban 
and  corporation  franchise  tax  in  1929.  Table  1  als 
shows  that  California  is  one  of  the  six  states  to  hava, 
adopted  both  a  franchise  tax  based  on  net  income  an' 
a  complementary  net  income  tax.  The  other  states  ar 
Idaho,  Minnesota,  Oregon,  Pennsylvania,  and  Utah. 

Corporate  income  tax  states  tend  also  to  be  person' 
income  tax  states,  suggesting  a  tendency  to  rely  o 
income  taxation  per  se  as  a  source  of  state  revem 
rather  than  to  emphasize  taxation  on  either  the  co: 
porate  or  personal  sectors  alone.  At  present,  only  fot 
states,  namely,  Connecticut,  New  Jersey,  Pennsy 
vania,  and  Rhode  Island,  exact  taxes  on  corpora' 
but  not  on  personal  income.  New  Hamphire  and  We: 
Virginia  are  the  only  two  which  tax  personal  and  n' 
corporate  income. 
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DATES  OF  ADOPTION   OF 


Table  1 
STATE   CORPORATE   NET- 


INCOME  TAXES 


Franchise  Tax 

Franchise  Tax 

Direct 

Measured 

Direct 

Measured 

Income 

by  Net 

Income 

by  Net 

Tax 

Income 

Tax 

Income 

Hawaii    _ 

1901 

1911 

Vermont 

1931 

Wisconsin     

Alabama 

1933 

Mississippi    

19121 

Arizona 

1933 

Connecticut 



1915 

Kansas 

1933 

Virginia    

1915 

Minnesota    

1933 

1933 

Missouri 

1917 

New  Mexico   _ 

1933 

Montana 

1917 

1934 

New  York 

1917 

Louisiana 

1934 

North  Dakota  _ 

1919 

Pennsylvania  _ 

1951 

1935 

Massachusetts   _ 



1920 

South   Dakota 

1935  2 

North  Carolina 

1921 

Kentucky 

1936 

South  Carolina 

1922 

Colorado 

1937 

Tennessee 



1923 

Maryland   

1937 

Arkansas    

1929 

District    of 

California 

1935 

1929 

Columbia 

1939 

1947  3 

Georgia 

1929 

Rhode  Island  _. 

1947 

Oregon    

1955 

1929 

Alaska  

1949 

Idaho     

1931 

1959 

Delaware   

1958 

Oklahoma 

1931 

New  Jersey 

1958 

Utah    

1959 

1931 

Indiana 

1963 

NOTES:    »  Held  in  1921  to  apply  to  corporations. 
"  Repealed  in  1943. 

3  There  is  some  doubt  as  to  whether  the  1947   law  creates  a  doublebarreled  tax  Le.,  a  franchise  tax  as  well  as  a  di- 
rect income  tax. 

SOURCE:  Adapted  from  Penniman  and  Heller,  State  Income  Tax  Administration,  pp.  7-8  (1959),  as  reprinted  In  State 
Taxation  of  Interstate  Commerce,  report  of  the  special  subcommittee  on  State  Taxation  of  Interstate  Commerce  of 
the  Committee  on  the  Judiciary  of  the  House  of  Representatives,  Vol.  1,  pp.  95  (1964). 


Several  states,  notably  Illinois,  Michigan,  Ohio, 
Texas  and  Washington,  do  not  exact  a  corporate  in- 
come tax  as  such,  but  employ  franchise  taxes  on  some 
other  base,  such  as  gross  receipts,  long-term  equity, 
or  some  form  of  capital  stock.  Delaware,  Missouri, 
North  Carolina,  Oregon,  and  Pennsylvania  employ 
sf])arate  taxes  of  this  tj'pe  in  addition  to  their  taxes 
01  i  net  income. 

At  levels  other  than  state  or  federal,  corporate  in- 
come taxes  are  imposed  by  St.  Louis  and  Kansas  City, 
ilissouri,  by  eight  cities  and  one  county  in  Kentucky, 
three  Michigan  cities,  and  most  of  the  larger  cities  in 
'Ohio.  These  are  mostly  at  very  low  rates  (in  no  ease 
more  than  1^  percent),  do  not  overlap  similar  state 
taxes  extensively,  and  are  accompanied  by  taxes  on 
'5alaries,  wages,  and  unincorporated  businesses  thus 
maintaining  the  overall  income  emphasis  rather  than 
1  corporation  tax  concentration. 

jfafe  Corporafion  Tax  Rafes 

I  The  original  Wisconsin  tax,  in  embracing  the 
1 '  ability-to-pay ' '  principle,  involved  a  graduated  rate 
itrueture  in  an  attempt  to  make  the  tax  somewhat 
orogressive  and  not  to  overtax  the  small  or  individu- 
illy  owned  concern.  This  procedure  has  not,  in  gen- 
■ral,  been  followed  by  states  subsequently  adopting  a 
•orporatiou  income  tax,  since  today  only  eight  states 
'iiiploy  graduated  rate  structures  while  the  remaining 
!0  states  use  a  flat  rate.  With  states  employing  a  flat 
■ate,  the  range  is  between  1.75  and  10.5  percent,  while 
he  maximum  rate  for  the  progressive  tax  states  ranges 
|rom  5  percent  in  Mississippi  to  Alaska's  18  percent 
if  federal  tax  liability,  which  is  an  effective  rate  of 


9.8  percent  on  income  over  $25,000.  The  maximum 
rate  is  reached  as  early  as  $6,000  in  Wisconsin  and 
Arizona,  but  is  only  attained  at  $25,000  in  Alaska, 
Hawaii,  and  Kentucky.  Table  2  depicts  frequency  dis- 
tributions for  the  percentage  rates  for  1952  and  1964. 
The  current  range  compares  with  2  and  8  percent  for 
1952,  the  most  common  rates  being  4  and  5  percent  in 

Table  2 

FREQUENCY  DISTRIBUTION   FOR  CORPORATE 

INCOME  TAX   RATES,  1952  AND  1964 

Numier  of  states 


Rate  (percent) 

January 

1,  1952 

January  1,  1964 

1.75 

— 

1 

2.0 

4 

2 

3.0 

4 

2 

3.5 

_ 

1 

3.75 

1 

_ 

4.0 

5 

6 

4.5 

2 

1 

4.6 

1 

5.0 

6 

11 

5.2 

1 

0 

5.5 

2 

3 

6.0 

4 

5 

6.3 

1 

6.765 

1 

1 

7.0 

2 

8.0 

2 

9.36 

1 

10.0 

1 

0 

10.23 

1 

10.5 

_ 

1 

NOTE:  Includes  District  of  Columbia, 

Alaska 

,  and  Hawaii. 

SOURCE:  Table  1. 

both  periods.  California  employed  a  4-percent  rate  in 
1952,  to  rank  near  the  middle,  and  presently  has  a 
rate  of  5.5  percent,  which  is  slightly  above  average. 
The  important  qualifications  must  be  added.  First,  this 
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group  is  only  composed  of  those  states  employing  a 
corporate  tax  on  net  income,  and  second,  some  of  these 
states  allow  deduction  of  federal  taxes,  and  some  do 
not.  Deductibility  of  state  and  federal  taxes  will  be 
discussed  shortly.  Since  California  does  not  allow  de- 
ductibility, its  relative  position  must  be  adjudged  as  a 
somewhat  liigher  tax  state  than  appears  on  the  sur- 
face. 

Table  3  gives  a  comparison  of  rates  in  1952  and  1963 
for  the  current  corporate  tax  states,  together  with 
provisions  related  to  the  law.  Because  of  the  impor- 

i  tance  of  the  allowance  of  a  deduction  for  federal  in- 
come tax  in  determining  the  state  tax  liability,  these 

I  are  also  shown.  From  this  table,  trends  iu  rates  over 
the  last  decade  may  easily  be  discerned. 

In  addition  to  Delaware,  New  Jersey,  and  Indiana, 
the  3  states  which  adopted  corporate  net  income  taxes 
for  the  first  time  during  this  period,  20  states  have 
legislated  rate  increases,  4  have  shown  decreases,  and 
rates  for  11  states  have  remained  unchanged.  These 
figures  depict  a  general  upward  trend  iu  the  pattern 
of  corporation  tax  rates,  but  they  understate  the  pic- 
ture, since  Georgia  and  Hawaii,  2  of  the  4  states 
which  showed  nominal  rate  decreases,  eliminated  the 
deductibility  of  federal  taxes,  thus  causing  the  effec- 
tive rate  to  remain  about  steady  or  to  increase  slightly. 
Of  the  2  other  states  showing  rate  declines,  Oregon 

'showed  a  reduction  from  8  to  6  percent,  which  in  the 
absence  of  federal  tax  deductibility  is  still  one  of  the 
highest,  and  Mississippi  decreased  the  top  rate  in  its 
progressive  scale,  with  furtlier  declines  scheduled  for 
future  years.  This  woidd  appear  to  be  an  attempt  to 
attract  industry  to  a  somewhat  depressed  and  non- 
industrialized  state.  In  other  states,  such  as  Montana 
and  Colorado,  rate  increases  have  been  augmented  by 
elimination  of  the  federal  tax  deduction,  thus  increas- 
ing the  effective  rate  more  than  the  rate  increase  alone 
«<inld  imply.  Counting  the  3  states  which  introduced 
•  iiiliorate  taxation  since  19.52  as  states  embracing  rate 
increases,  25  states  show  increases  while  only  2  show 
ledines,  with  11  remaining  stead.y.  California's 
?liange  to  a  5.5-percent  rate  represents  a  374-percent 


increase  over  the  previous  rate  of  4-pereent;  thus  is  a 
moderate  movement  among  those  states  showing  an  in- 
crease. The  range  includes  Tennessee's  shift  from  3.75 
to  4  percent,  which  is  only  a  6.7  percent  increase,  and 
the  jump  in  Minnesota  rates  from  6.3  to  10.23  percent, 
an  increase  of  well  over  50  percent.  Several  other 
states  show  increases  of  50  percent  or  more. 

Accurately  assessing  the  impact  of  these  rates  is 
made  more  difficult  by  the  wide  variation  in  deduc- 
tions, exemptions,  credits,  and  other  facets  of  each 
individual  tax  structure.  Several  of  these  aspects  will 
be  treated  independently  later  in  this  section.  Con- 
cerning the  main  item,  federal  tax  deductibility,  there 
is  a  tendency  for  higher  tax  states  not  to  allow  this 
deduction.  This  is  generally  true  also  for  many  other 
deductions,  exemptions,  and  credits,  a  fact  which 
serves  to  widen  the  range  of  effective  corporate  tax 
rates  iu  use  among  the  various  states.  In  addi- 
tion, the  last  decade  has  been  marked  by  a  lessening 
of  the  degree  to  which  rate-reducing  provisions  are 
included  in  state  tax  structures,  a  characteristic  which 
tends  to  emphasize  further  the  upward  trend  in  cor- 
porate tax  rates. 

Revenue  Significance 

Although  dollar  collections  have  increased  consid- 
erabl.y,  due  both  to  the  trend  toward  higher  rates  and 
the  growth  of  the  American  economy,  the  relative 
revenue  importance  of  corporate  taxation  has  ex- 
hibited a  slightly  declining  trend  since  1952,  and,  in 
fact,  since  the  1920 's.  Viewing  all  states  aggregately, 
corporate  income  tax  collections  have  almost  kept  pace 
with  total  revenues,  but,  considering  the  additional 
states  which  have  adopted  it,  the  tax  appears  to  be  of 
decreasing  relative  importance. 

Table  4  shows  state  revenue  derived  from  corporate 
income  taxation  annually  since  1952.  Also  shown  are 
figures  for  total  tax  collections  for  both  net  income 
states  and  for  all  states,  general  revenue  for  all  states, 
and  corporate  income  tax  as  a  percent  of  these  factors. 
Corporate  net  income  tax  as  a  percent  of  total  tax 
collections  for  all  .states  shows  a  very  slight  decline. 


Table  4 
REVENUE   FROM    STATE   CORPORATE    INCOM 
YEARS,   1952-1962   (IN    MILLIONS  C 

19.-i2 

•  IiMicral    rcvenup — all    .states    ij)13,42y 

Tax   collpctions — all  states   9,857 

Tax   collectiou.s — corporate  income  tax   states 6,705 

Xct-income    tax    1,751 

''orporate  net-income  tax ^38 

•  'orporate  net-income  tax  as  percent  of  general  revenue 6.2 

I'lirporate  net-income  tax  as  percent  of  total  tax  collection 8.5 

I  'orporate  net-income  tax  as  percent  of  tax  collections 12.5 

in  corporate  income  tax  states 

1958 

IJcneral    revenue — all    states    $21,772 

Tax   collections — all   states   14,919 

Tax  collettion.s — corporate  income  tax  states 10,019 

Xi't-income    tax    2,.562 

'orporate    net-income   tax    1,018 

•  'I'rporate  net-income  tax  as  percent  of  general  revenue •*-7 

Corporate  net-income  tax  as  percent  of  total  tax  collections C>-^ 

Corporate  net-income  tax  as  percent  of  tax   collections 10.2 

in  corporate  income  tax  states 


TAXATION,  SELECTED 

DOLLARS) 

lil.-p.'^ 

1954 

1955 

1956 

1957 

$14,511 

$14,299 

$16,194 

$18,389 

$20,382 

10,.522 

11,089 

11,597 

13,375 

14,.531 

7,089 

7,611 

7,833 

9,270 

9,935 

1,779 

1.776 

1.831 

2.264 

2,.547 

810 

772 

737 

890 

984 

5.6 

5.0 

4.6 

4.8 

4.8 

7.7 

7.0 

6.4 

6.7 

6.8 

11.4 

10.1 

9.4 

9.0 

9.9 

1959 

1960 

1961 

1962 

$24,448 

$27,363 

$28,693 

$31,157 

15,848 

18,036 

19,057 

20,561 

11,115 

12,699 

13,570 

14,.579 

2,765 

3,389 

3,581 

4,036 

1,001 

1,180 

1.266 

1..S0S 

4.1 

4.3 

4.4 

4.2 

fi.3 

6.5 

6.6 

6.4 

9.0 

9.3 

9.3 

9.0 
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ranging  between  8.5  and  6.3  percent,  but  the  figure.s 
are  extremely  uniform  after  1955.  The  same  tax  figure 
as  a  percent  of  total  collections  in  just  the  states  em- 
bracing a  net  income  tax  shows  a  slight  reduction  for 
the  same  period,  with  the  figures  varying  between  12.5 
percent  and  9.0  percent.  The  declining  concentration 
on  corporate  taxation  and  general  movement  toward 
balanced  tax  systems  is  further  emphasized  by  the 
fact  that  this  figure  was  around  20  percent  in  the 
1920  's.  Of  course,  this  type  of  tax  was  then  employed 
by  decidedly  fewer  states,  so  total  net  income  tax  col- 
lections were  then,  as  they  are  now,  only  approxi- 
mately 6  percent  of  all  collections.  It  is  safe  to  con- 
clude that,  while  revenue  importance  of  corporate 
taxation  is  declining  slightly,  it  is  nonetheless  a  rea- 
sonably stable  source  of  revenue  for  those  states  which 
employ  it. 

California,  in  a  sense,  has  not  conformed  to  this  pat- 
tern. As  Table  5  shows,  prior  to  1959  California  was 
very  close  to  the  average  among  states  which  taxes 
corporations,  in  terms  of  the  percent  of  its  total  tax 
revenues    accounted    for    by    corporate    taxation.    It 


ranked  3  to  4  percent  points  higher,  of  course,  than 
the  nationwide  average,  which  includes  those  states 
having  no  direct  tax  on  corporate  net  income.  After 
1959,  however,  the  rate  change  from  4  to  5.5  percent 
caused  total  corporate  tax  collections  in  California  to 
increase  to  about  12  percent  of  all  collections,  while 
the  average  for  all  states  taxing  corporate  net  income 
has  remained  around  9  percent.  Certainly  the  fact 
that  the  growth  rate  of  California's  economy  has  com- 
fortably exceeded  the  national  average  during  the  last 
decade  has  also  been  a  factor  in  the  lack  of  decline  in 
relative  importance  of  corporate  tax  revenue  in  the 
state.  Table  5  shows  the  individual  state  figures  for 
the  ratio  of  corporate  tax  revenue  to  total  tax  revenue 
for  selected  states  and  years.  In  general,  California's 
standing  is  similar  to  that  of  comparable  industrial 
states. 

Sfate  in  Relafion  to  Federal  Corporate  Taxation 

Compared  to  the  federal  corporate  income  tax,  the 
burden  of  the  various  state  taxes  is,  of  course,  moder- 
ate. Among  the  states  which  taxed  corporate  income 


Average 

Average  of 

1949 

47-48-49 

1960 

1961 

1962 

60-61-62  ratio 

11.3 

9.9 

4.1 

3.5 

3.0 

3.5 

10.1 

10.1 

11.3 

12.2 

12.3 

11.9 

1G.3 

14.9 

12.9 

12.3 

12.2 

1".-. 

10.6 

8.8 

8.3 

9.2 

6.4 

5.0 

5.9 

5.7 

4.9 

5.5 

10.8 

12.4 

11.3 

9.7 

8.7 

9.9 

3.2 

3.5 

3.1 

3.3 

7.6 

6.8 

5.9 

6.8 

21. .5 

22.4 

13.1 

13.4 

12.8 

13.1 

19.4 

18.1 

11.2 

11.5 

10.5 

11.1 

20.4 

18.7 

10.8 

10.5 

10.1 

10.5 

•_'1.;h 

17.7 

i;i.8 

12.S 

n.s 

12.8 

17.3 

12.0 

10.9 

8.3 

8.4 

9.2 

24..'! 

23.0 

13.9 

12.9 

11.7 

12.8 

Table  5 

REVENUE   FROM   CORPORATE   INCOME  TAXES  RELATIVE  TO  TOTAL  TAX   REVENUE 

FOR   SELECTED   STATES  AND  YEARS 


1947         1948 

Arizona     ^-^  H-^ 

California     - 10-2  9.9 

Connecticut    14.1  14.2 

Delaware    

Maryland   4.6  3.9 

Minnesota    12.8  13.5 

Missouri 

New  .Jersey 

New  York   21.9  23.8 

North  Carolina 16.8  18.1 

Oregon    16-5  19.3 

Pennsylvania l"-6  1°" 

Vir-inia 9-9  H-''^ 

Wimonsin  '::::__ 20.7  24.0 

NOTE :  Data  for  Massachusetts  not  available. 

SOURCE:  U.S.  Bureau  of  the  Census,  Department  of  Commerce,  Compendium  of  State 

during  the  1959-1961  period,  yields  averaged  8.2  per- 
cent of  federal  corporate  tax  collections,  and  ranged 
between  1.5  percent  in  Iowa  and  15.4  percent  in  North 
Carolina.  California,  as  Table  6  shows,  was  among 
the  states  with  the  heaviest  burden,  ranking  seventh 
among  the  37  states  (including  the  District  of  Cohim- 
bia)  which  employed  corporate  income  taxes  during 
the  period. 

These  data  are  drawn  from  Tax  Overlapping  in  the 
United  States,  1964  by  the  Advisory  Commission  on 
Intergovernmental  Relations  which  discusses  a  recent 
study  by  I.  M.  Labovitz  of  federal  revenues  and  expen- 
ditures in  the  United  States.  The  ratios  shows  in  Table 
6  have  been  derived  from  the  Labovitz  study,  which 
allocates  50  percent  of  federal  corporate  income  tax 
by  retail  sales  and  the  other  50  percent  on  the  basis 
of  dividends  received  by  residents  of  any  particular 
state. 1  Implicit  in  this  technique  is  the  assumption 
that  half  of  the  corporate  income  tax  is  shifted  and 
half  of  the  incidence  remains  with  the  owners,  or 


Guvernmcnt  Finances,  Table  5,  for  years  1947,  1948,  1949,  1960,  1961,  and  1962. 

shareholders.  This  procedure  is  probably  more  accu- 
rate than  that  of  simply  allocating  the  federal  net 
income  tax  to  the  state  where  the  federal  tax  return 
of  the  corporation  was  filed.  Since  a  corporation  or- 
dinarily files  only  a  single  federal  tax  return  at  its 
headquarters,  which  may  be  in  a  state  in  which  a  very 
small  portion  of  the  actual  business  for  that  firm  is 
transacted,  an  extreme  amount  of  distortion  and  inac- 
curacy ill  presenting  the  burden  pattern  of  the  tax  may 
result  from  the  latter  technique.  This  is  true  no  matter 
how  much  of  the  burden  of  the  corporate  income  tax 
is  shifted  either  forward  to  the  consumer  or  backward 
to  the  resource  supplier,  a  knotty  problem  for  which 
economic  theory  supplies  no  clear-cut  answers.  Cor- 
porations which  do  business  in  and  derive  income 
from  more  than  one  state  generate  difficult  problems 


1 1.  M.  Labovitz,  Federal  Revenue  and  Expenditures  in  the  Several 
States,  (Washington,  D.C. :  Library  of  Congress  Legislative 
Reference  Service,  September,  1962)  and  Advisory  Commis- 
sion on  Intergovernmental  Relations,  Tax  Overlapping  in  the 
United  States,  1964,  (Washington,  D.C:  Government  Print- 
ing Office,   1964),  Chapter   9. 
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Table  6 

STATE  CORPORATION    INCOME  TAX   COLLECTIONS— AS  A   PERCENT  OF 

FEDERAL   CORPORATION    INCOME  TAX   COLLECTIONS,  1959-61 

Frequency  Distribution 

5  to  10  percent 

Arkansas 9.3 

Colorado   7.3 

Connecticut    6.0 

Dist.  of  Col.   —  6.4 

Georgia 8.3 

Idaho 9.9 

Kentucky    9.4 

Louisiana    7.8 

Mar.vland    5.7 

Montana   6.2 

New  York 8.9 

Oldahoma    7.1 

Rhode  Island  __  7.7 

Tennessee 8.2 

Utah    8.0 

Virginia 8.3 


Under  5  percent 

.\!a!i,iniM 

4.7 

Arizona   

4.6 

Delaware     

4.0 

Iowa 

1.5 

Kansas    

4.4 

Massachusetts 

4.1  1 

Missouri    

2.1 

New  Jersey 

3.1 

New  Mexico   __ 

3.2  2 

No.   Dakota 

3.3 

Vermont    

4.9 

10  to  15  percent 

15  percent  and  over 

Alaska 12.6 

No.  Carolina  —  15.4 

California 11.3 

Hawaii    10.8 

Minnesota 10.1 

Mississippi 14.0 

Oregon    12.3 

Pennsylvania    __  10.0 

So.  Carolina  .__  14.2 

Wisconsin   13.1 

Number  of 
States  


11 


16 


NOTES:  ,        .   .  ,  •  .1 

'SUte  collections  do  not  include  corporation  excise  ta.\ps  and  surtaxes  measured  in  part  by  net  uicome  and  m  part  uy 
corporation  excess,  which  are  classified  as  licenses.  ,  j  „, 

=  Since  state  income  tax  collections  include  both  the  individual  and  the  corporate  tax,  the  compulation  is  based  on  icaerai 
and  state  collections  from  both  taxes. 
ROl-RfE:  See  text. 


of  income  allocation  for  purposes  of  corporate  taxa- 
tion, which  are  discussed  in  a  separate  section  of  this 
report. 

If  total  state  corporation  tax  collections  are  com- 
pared with  federal  corporate  income  tax  collections, 
the  percentage  figures  decrease  considerably.  In  1963, 
aggregate  state  collections  amounted  to  approximately 
7  percent  of  total  federal  collections,  as  Table  7  shows. 
This  is  equivalent  to  about  3^  percent  when  measured 
in  terms  of  the  federal  tax  inasmuch  as  state  income 
taxes  are  deductible  on  the  federal  return.  Allowing 
for  deductibility  of  federal  taxes,  on  state  returns  in 
some  states,  the  average  net  burden  of  tlie  state  income 
taxes  on  corporations  was  in  that  year  equivalent  to 
about  a  2  percent  federal  income  tax.  This  figure,  of 
course,  varies  rather  markedly  from  state  to  state  and 
should  be  used  only  as  an  aggregate  comparison. 

Comparison  of  Specific  Provisions 

In  State  Taxation  of  Interstate  Commerce,  a  report 
of  a  special  subcommittee  of  the  Judiciary  Committee 

Table  7 

FEDERAL   AND   STATE  CORPORATION    INCOME 

TAX   COLLECTIONS,  1953-63 


(In  millions) 


Year  Federal 

19.53  $21,238 

1954  21,101 

1955  17,861 

19.56  20,8.S0 

119.57  21,167 

■1958  20,074 

1 1959 17,309 

1960  21,494 

1961  20,955 

1962 20,523 

11963 21..579 


Sltate 

Percent  of 
A  moil ti  f  jrdernl 


$810 

772 

737 

S90 

984 

981 

1,001 

1,180 

1,266 

1,308 

1..507 


3.81 
3.66 
4.13 
4.26 
4.65 
4.89 
5.78 
5.49 
6.04 
6.37 
(i.OS 


of  the  House  of  Representatives,  a  comparative  anal- 
ysis is  made  of  17  major  provisions  of  the  Internal 
Revrmie  Code  and  state  income  tax  laws.^  The  results 
are  useful  both  for  interstate  comparison  and  for  con- 
formity analysis  as  far  as  California  is  concerned.  The 
study  uses  three  considerations  for  including  a  given 
provision  :  A  substantial  number  of  firms  are  affected  ; 
policy  differences  exist  between  federal  and  state  law ; 
and  significant  revenue  consequences  are  involved. 
Although  the  material  is  somewhat  simplified,  due  to 
the  necessity  of  treating  every  corporate  income  tax 
state,  a  much  more  complete  treatment  of  the  total 
state'  situation  is  given  than  is  necessary  here.  How- 
ever, for  purposes  of  the  present  study,  the  subcom- 
mittee's finding  relative  to  California's  individual 
position  are  of  interest. 

Table  8  lists  the  provisions  examined  together  with 
a  very  brief  resume  of  the  federal  rule  and  the  degree 
to  which  the  California  law  conforms  to  the  Internal 
Revenue  Code.  Table  9  shows,  for  purposes  of  inter- 
state comparison,  the  applicability  and  conformity  of 
the  main  provisions  in  each  of  the  various  income  tax 

It  is  apparent  that  the  California  Bank  and  Cor- 
poration Tax  Law,  while  not  conforming  exactly  to 
the  Internal  Revenue  Code,  embodies  provisions  which 
in  general  are  qnite  similar.  In  reference  to  exemp- 
tions, deductions,  and  other  provisions  of  the  law,  the 
California  structure  is  reasonably  strict,  a  previously 
mentioned  characteristic  of  the  high-tax  states.  Also, 
where  federal  compliance  is  not  found,  a  revenue  loss 
would  in  most  cases  result  if  the  California  Bank  and 
Corporation  Tax  Law  were  brought  into  agreement 
with  the  Internal  Revenue  Code. 


SOURCE:  U.S.  Bureau  of  the  Census,  Historical  Summary  of  Governmental  Finances 
in  the  United  States,  1057  Census  of  Governments,  Vol.  IV,  No.  3;  Govern- 
mental Finances  in  1962,  October  1963;  and  State  Tax  Collections  in  1963, 
.August  1963. 


2  Special 


16 


Senate  Fact  Finding  Committee  on  Revenue  ant)  Taxation 


Table  8 

COMPARISON    BETWEEN    INTERNAL   REVENUE  CODE  AND  CALIFORNIA   BANK   AND  CORPORATION 
TAX  LAW   FOR  SELECTED  MAJOR  PROVISIONS   (AS  OF  JANUARY  1,  1964) 


Provision 

Federal  treatment 

State  treatment 

Interest  on  governmental  obligations 

Federal  obligations 

Exemption  for  limited  number  of  U.S.  obliga- 
tions 

Wholly  taxable  under  franchise  tax,  but 
exempt  under  income  tax 

Obligations  of  taxing  state 

Fully  exempt 

Taxable 

Obligations  of  other  states 

Fully  exempt 

Taxable 

Expenses  related  to  exempt  income 

Deductions  disallowed  fully,  including  costs 
of  tax-exempt  bonds 

Substantially  similar  to  federal 

Deductions  and  credits  for  taxes 

Credits  against  tax 

If  credit  claimed,  then  deduction  may  not  be 
claimed  for  "in  lieu"  tax 

No  credits  allowed 

Deductions  for  federal  taxes 

No  deduction  allowed 

No  deduction  allowed 

Deductions  for  taxes  paid  to  taxing  state 

All  other  taxes  fully  deductible 

No  deduction  allowed 

Deductions  for  taxes  paid  to  other  states 

No  deduction  allowed 

Depreciation 

All  accelerated  and  normal  methods  allowed 
up  to  at  least  amount  of  declining  balance 
method  on  assets  with  3-year  life 

Substantially  similar  to  federal 

Investment  credit 

7  percent  of  qualified  investment  in  other  than 
buildings.   100%  for  over  8  years,  66%% 
for  6-8  and  33H%  for  4-6  years  usable  life 

May  depreciate  separately,  add  to  salvage 
value,  or  deduct  after  useful  life 

Depletion 

Limited    to    50%    of    taxable    income    from 
property  various  rates,  up  to  27H%  for  oil 
and  gas  wells 

Substantially  similar  to  federal 

Intangible  drilling  expenses 

Costs  of  drilling  and  development  are  deduct- 
ible 

Follows  federal  law 

Exploration  and  development  expenses 

Up  to  SIOO.OOO  deductible  for  mineral  explora- 
tion unlimited  deductibility  of  mine-devel- 
opment expenses 

$75,000  exploration  deduction  imUmited  devel- 
opment 

Research  and  experimentation  expenses 

Expenses  fuUy  deductible,   but  expenses  for 
acquisition  of  depreciable  research  property 
excluded 

Follows  federal  law 

Installment  method  of  accounting 

Installment  sales  income  may  be  treated  rat- 
ably if  no  more  than  30%  down  paj-meut 

Substantially  similar  to  federal 

Intercorporate  dividends 

85  percent  of  dividends  received  are  deductible 

Deduction  to  extent  the  issuing  corporation  is 
taxed  in  California 

Treatment  of  capital  gains  and  losses 

Property  held   for   6   months  in   long   term. 
Special  treatment  accorded  sales  of  depre- 
ciable property 

No  distinction  drawn  between  capital  and 
ordinarj'  gains  and  losses 

Basis  for  property  held  at  time  of  income  tax 
adoption 

Basis  for  gain  is  higher  of  market  value  or  de- 
preciated cost  basis  for  loss  is  depreciate  cost 

Same  basis  used  by  federal  government 

Net  operating  loss  carrjover 

Net  operating  loss  may  be  carried  back  for 
3  years  and  forward  for  5  years 

No  allowance  for  loss  to  be  carried  back  or 
forward 

Charitable  contributions 

Amount  not  to  exceed  5  percent  of  net  income, 
with   2-year   carryover   allowed   for   larger 
contributions 

Same  allowance  rules,  but  no  carryover 

Payments  to  employees'  trusts 

Deductions  allowed  for  payment  to  pension  or 
profit-sharing  trusts  of  certain  standards, 
unlimited  carryover 

Substantially  similar  to  federal 

Corporate  reorganizations  and  liquidation 

Tax  free   treatment   of  reorganization   stock 
transfers  and  liquidation  asset  sales 

Substantially  similar  to  federal 

1 
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Table  9 
ITEMS  OF   EXPENDITURE  WHICH    MAY   BE   DEDUCTED  OR   EXEMPTED  FROM   GROSS  INCOME 


Interest  on 

federal 
obligations 


Interest  on 

obligations 

of  taxing 

state 


Interest  on 

obligations 

of  other 

states 


Expenses 

related  to 

exempt 

income 


Deduction 

for  taxes 

to  other 

states* 


Allow  20- 
percent 
federal 
bonus  de- 
preciation 


Allow 

federal 

depletion 


Deduction 
for  inter- 
corporate 
dividends 


Capital 

gains  taxed 
capital 
losses 

deductible 

(in  some 

ratio) 


Percentage 
allowance 

for 
charitable 
contri- 
butions 


Federal 

California 

Alabama 

Alaska 

Arizona 

Arkansas 

Colorado 

Connecticut 

Delaware 

Georgia 

Hawaii 

Idaho 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maryland 

Massachusetts 

Minnesota 

Mississippi 

Missouri 

Montana 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Utah 

Vermont 

Virginia _ 

Wisconsin 

District  of  Columbia 


X 
X 
X 

X 

X 
X 

1 

X 

X 
X 
X 
X 
X 


X 
X 


X 
X 
X 

1 

X 
X 
X 


X 
X 
X 


X 
X 
X 
X 


X 
X 
X 


X 
X 


X 
X 


X 


X 
X 


X 
X 
X 


X 
X 


X 


X 


X 


X 


X 


X 


X 
X 
X 
X 


X 


X 


X 
X 


X 
X 
X 
X 


X 
X 
X 
X 


X 

X 
X 


X 
X 
X 

6 

X 


X 


X 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 


X 
X 
X 


X 
X 


X 
X 


X 

X 
X 
X 
X 
X 
X 
X 
X 

X 
X 


X 
X 
X 
X 
X 


X 
X 
X 


X 

X 


X 


X 


X 

10 

X 

10 

X 
X 


X 


X 
X 
X 


X 
X 


X 


5 
5 

11 

5 
5 

11 

5 
5 
5 
5 
5 
0 
5 
5 
5 
5 
5 
5 

15 

10 
5 
0 
5 
5 
5 
5 

20 
5 
5 
5 
5 

11 
5 

All 
0 
5 
5 

11 

15 


NOTES: 

1  Interest  is  taxed  by  the  franchise  taxes  of  these  states  but  exempt  under  the  Income  tax. 
-  Partial  exemption  or  deduction  allowed. 

2  No  specilic  provisions  except  disailowing  of  expenses  for  purchase  of  tax-exempt  securities. 

*  States  wliicli  allow  deductions  for  federal  taxes  and  taxes  of  the  taxing  state  are  shown  on  Table  3-3  with  rate  provisions. 

^  Deduction  allowed  for  franchise  but  not  net  Income  taxes. 

"  Follow  federal  rule  of  85  percent  deduction. 

'  Deduction  dependent  on  tax  status  of  paying  corporation. 

^  No  distinction  between  capital  and  ordinary  gains  and  losses. 

®  Gains  and  losses  fully  recognized  with  offset  of  losses  against  gains  required. 
^°  Various  specific  provisions. 
^  Limited  to  local  donees. 

SOUHCE:  State  Taxation  of  Interstate  Commerce.  A  Report  of  the  Sliedal  Subcommittee  on  Stale  Taxation  of  Interstate  Commerce  of  the  Judiciary  Committee  of  the  House 
of  Representatives,  U.S.  Government  Printing  Office,   1964.  Volume  1,   pp.  257-272. 


DESCRIPTION  OF  CALIFORNIA  BANK 
AND  CORPORATION  TAX  LAW 

The  Bank  and  Corporation  Tax  Law  (Part  11,  Cali- 
fornia Revenue  and  Taxation  Code)  is  the  result  of 
,  the  merger  and  codification  in  1951  of  the  Bank  and 
!  Corporation  Franchise  Tax  Act  (originally  enacted 
1  in  1929)  and  the  Corporation  Income  Tax  Act  (origi- 
[  nally  enacted  in  1937).  The  Bank  and  Corporation 
;  Franchise    Tax   Act   was    enacted   pursuant   to   the 


authority  of  Section  16  of  Article  XIII  of  the  Cali- 
fornia Constitution  as  adopted  in  1928.  It  imposed  a 
privilege  tax  on  banks  and  corporations  measured  by 
their  net  income  for  the  preceding  year.  The  Corpora- 
tion Income  Tax  Act  was  enacted  to  complement  the 
franchise  tax  by  obtaining  an  approximately  equiv- 
alent tax  from  those  organizations  which  could  not 
lawfully  be  subjected  to  a  privilege  tax  but  who  could 
be  required  to  pay  a  tax  imposed  directly  upon  their 
net  income. 
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The  Bank  and  Corporation  Tax  Law  as  it  now  exists 
imposes  a  tax  which  maj'  be  described  in  broad  terms 
as  a  tax  based  on  net  income,  and  the  basic  rate  is  5.5 
percent.  However,  the  technical  incidence  of  the  tax 
and  the  rate  incurred  differ  as  to  classes  of  taxpayers. 

The  Franchise  Tax  on  Business  Corporafions 

This  tax  is  imposed  on  corporations  doing  business 
in  the  state,  for  the  privilege  of  exercising  their  cor- 
porate franchise.  The  tax  is  measured  by  the  net  in- 
come of  the  preceding  year.  The  rate  is  5.5  percent 
with  a  minimum  tax  of  $100.^ 

The  Franchise  Tax  on  Banks 

This  tax  is  imposed  on  banks  located  within  the 
limits  of  the  state.  It  is  in  lieu  of  all  other  taxes  and 
licenses,  state,  county  and  local,  except  taxes  on  real 
property.  The  measure  of  the  tax  is  the  net  income 
of  the  preceding  year.  The  rate  is  5.5  percent  plus 
an  additional  percentage  calculated  to  make  up  for 
the  fact  that  banks  pay  no  taxes  on  their  personal 
property.  This  additional  percentage  is  equal  to  the 
percentage  of  net  income  which  business  corpora- 
tions pay  as  personal  property  taxes.  The  maximum 
rate  is  9.5  percent  and  there  is  no  minimum  tax.* 

The  Franchise  Tax  on  Financial  Corporations 

To  avoid  discrimination,  financial  corporations 
(i.e.,  those  in  competition  with  banks)  are  taxed  at 
the  same  rate  as  banks.  However,  since  these  cor- 
porations are  not  exempt  from  per.sonal  property  or 
license  taxes,  they  are  allowed  a  credit  for  such  taxes 
but  their  tax  after  the  credit  must  not  be  less  than 
5.5  percent  of  net  income  or  $100,  whichever  is 
greater." 

The  Franchise  Tax  on  Inacfive  Corporations 

Every  corporation  having  the  right  to  do  business 
in  the  state  (i.e.,  domestic  corporations  and  qualified 
foreign  corporations)  but  not  exercising  its  franchise 
must  pay  an  annual  tax  of  $100.^ 

The  Corporation  Income  Tox 

This  tax  is  imposed  in  those  situations  where  a 
privilege  tax  cannot  be  imposed.  Accordingly,  it  is 
imposed  on  corporations  doing  exclusively  interstate 
business  in  California,  on  associations  having  corpo- 
rate characteristics  but  no  corporate  franchise  (e.g.. 
business  trusts),  and  on  inactive  corporations  that 
receive  net  income  but  are  not  doing  business.  The 
tax  is  a  direct  net  income  tax,  at  a  rate  of  5.5  per- 
cent. The  franchise  tax  and  the  corporation  income 
tax  are  mutually  exclusive,  i.e.,  a  corporation  can- 
not be  liable  for  both  taxes  for  the  same  period.' 

It  is  to  be  noted  that  certain  types  of  income  can 
be  included  in  the  measure  of  the  franchise  tax  but 


•Bank  and  Corporation  Tax  Law,  Part  11,  California  Revenue 
and  Taxation  Code,  §  23151.  Hereafter,  all  section  number 
references  will  be  to  sections  of  the  Bank  and  Corporation 
Tax  Law  unless  otherwise  indicated. 

*  Sec'ions  231S1,  231S2,  23186. 

»  Sections  231  S.3-23185b. 

•Section  231.o3. 

^Sections  23501-23504 


not  in  the  measure  of  the  corporation  income  tax, 
e.g.,  interest  on  obligations  of  the  United  States. 
Since  the  franchise  tax  is  not  a  tax  "on"  income 
but  rather  is  a  privilege  tax  "measured  by"  income, 
there  is  no  constitutional  objection  to  including  such 
income  in  the  tax  base.* 

The  position  of  the  corporation  income  tax  vis-a-vis 
the  franchise  tax  can  be  understood  by  comparing 
it  to  the  relationship  of  the  use  tax  to  the  sales  tax. 
Just  as  the  use  tax  was  devised  to  impose  a  tax 
where,  for  constitutional  reasons,  the  sales  tax  could 
not  be  imposed,  so  the  corporation  income  tax  was 
devised  to  impose  a  tax  where  the  franchise  tax 
could  not  be  imposed. 

Prepaid  Nature  of  the  Franchise  Tax 

The  franchise  tax  is  on  a  prepaid  basis,  i.e.,  the 
tax  for  the  "taxable  year"  is  measured  by  the  net 
income  of  the  preceding  "income  year."  Thus,  for 
the  privilege  of  doing  business  during  calendar  year 
1962,  a  corporation  would  pay,  on  or  before  March  j 
15,  1962.  a  tax  measured  by  its  net  income  for  cal- ' 
endar  year  1961.  Quite  ob^-iously,  it  is  necessary  to 
have  special  provisions  in  the  law  to  deal  with  com- 
mencing corporations  that  do  not  yet  have  a  previous 
year's  income  to  serve  as  a  measure  of  their  tax. 
Special  provisions  are  also  necessary  for  corporations 
that  dissolve  or  withdraw  during  a  year  for  which 
they  have  already  paid  a  tax  for  the  privilege  of 
doing  business  through  the  entire  year.  A  review  of 
the  administrative  difficulties,  inequities  to  taxpayers 
and  revenue  losses  to  the  state  that  result  from  this 
prepaid  feature  and  a  proposal  for  their  elimination 
are  set  forth  in  a  subsequent  section  of  this  report. 

Nef  Income  as  the  Tax  Base 

Net  income  is  determined  under  the  Bank  and 
Corporation  Tax  Law  in  much  the  same  way  as  it 
is  determined  under  the  Federal  Internal  Eevenuc 
Code.  There  are  differences,  however.  The  possibilities 
of  conforming  the  state  law  more  closely  to  the  fed- 
eral law  in  this  respect  is  discussed  in  other  sections 
of  this  report. 

A//ocotion  of  Income 

It  is  to  be  noted  that  the  franchise  tax  is  measured 
by  net  income  from  California  sources  and  the  cor- 
poration income  tax  is  imposed  on  net  income  from 
California  sources.  Thus,  in  the  case  of  a  corporation 
operating  in  California  and  in  other  states  or  foreign 
countries,  it  is  necessary  to  make  an  allocation  iu 
order  to  determine  what  portion  of  its  entire  nel 
income  is  derived  from  or  attributable  to  its  Cali- 
fornia operations.  If  the  operations  within  and  with 
out  the  state  are  completelj-  separate  and  distinci 
each  from  the  other,  then  the  separate  accounting 
records  of  the   corporation  may  be   relied   upon  t( 

"Pacific  Co.  v.  Johnson,  212  Cal.  148,  298  Pac,  489    (1931),  affd 
285  U.S.  480  (1932). 
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make  a  jiroper  allocation.  lu  most  cases,  however, 
there  will  be  a  degree  of  interdependence  between 
the  operations  within  and  without  the  state  which 
is  not  adequately  reflected  in  the  sepai'ate  accounting 
records,  and  an  allocation  formula  must  be  used  to 
obtain  a  reliable  result. 

The  standard  allocation  formula  iised  by  California 
consists  of  the  three  factors  of  property,  payroll  and 
sales.  The  ratio  of  the  taxpayer's  property,  payroll 
and  sales  in  California  to  its  total  property,  payroll 
and  sales  is  applied  to  the  total  net  income  of  the  cor- 
poration from  all  sources  to  detei'mine  the  amount  of 
net  income  attributable  to  California  and  this  becomes 
the  measure  of  the  California  tax. 

This  formula  is  not  specifically  prescribed  by 
statute.  Rather  the  statute  gives  the  Franchise  Tax 
Board  broad  discretion  to  determine  the  allocation 
method  to  be  used.®  The  three-factor  formula  as  de- 
scribed above  has  been  adopted  by  the  board  by  resrula- 
tion  ^^  and  has  successfully  withstood  the  te.st  of  litiga- 
,  tion,  and  the  board  seldom  departs  from  it.  The  board 
.  steadfastly  refuses  to  allow  the  use  of  additional  fac- 
tors and  Mill  allow  a  factor  to  ,be  deleted  from  the 
formula  only  upon  a  strong  showing  that,  because  of 
the  peculiar  nature  of  a  business,  that  factor  does 
not  have  a  significant  influence  on  the  production  of 
income. 

The  formula  of  property,  payroll  and  sales  is  in 
wide  use  among  the  other  states,  but  there  is  never- 
theless  a   notable   lack   of  uniformity   in   allocation 
,  methods.  Other  formulas  are  also  in  use.  Although 
some  states  use  the  same  factors,  they  define  the  fac- 
tors differently.  For  example,  some  states  include  in 
,  the  property  factor  only  property  owned  by  the  tax- 
payer while  other  states  include  rented  property ;  some 
I  states  attribute  sales  to  the  state  from  which  the  goods 
'  are  shipped  while  others  attribute  sales  to  the  state  of 
destination. 

This  lack  of  uniformity  can  lead  to  multiple  taxa- 
tion or  to  partial   escape  from  taxation  and  it  can 
greatly  increase  the  burden  of  compliance  by  those 
!  corporations  having  multistate  operations.  Both  Con- 
I  gress  and  the  Conference  of  Commissioners  on  Uni- 
i  form  State  Laws  have  recenth'  directed  their  atten- 
'tion  to  the  problem.  The  desirabilitv  of  adopting  the 
■  solution  proposed  by  the  latter  organization,  in  order 
to  forestall  precipitant  action  by  the  former,  is  dis- 
cussed in  a  later  section  of  this  report. 

t\Pay merit  of  Tax 

Ij  Prior  to  the  1963  amendments  to  the  Bank  and  Cor- 
poration Tax  Law.  one-half  of  the  tax  was  due  and 
payable  with  the  filing  of  the  return  (March  15  for 
calendar  year  taxpayers)  and  the  other  half  was  due 
and  payable  six  months  thereafter.  Legislation  enacted 
I  in  1963  abolished  the  privilege  of  paying  the  tax  in 
I  installments  and  made  the  tax  payable  in  full  with  the 
filing  of  the  return. 


The  1963  amendments  also  introduced  into  the  law 
the  reqviirement  of  filing  declarations  of  estimated  tax 
and  making  payments  of  estimated  tax.  The  declara- 
tions of  estimated  tax  must  be  filed  and  the  payments 
of  estimated  tax  must  be  made  on  or  before  the  15th 
day  of  the  6th  month  after  the  end  of  the  income 
year  (June  15  for  calendar  year  taxpayers). ^^  The 
amounts  of  estimated  tax  required  to  be  paid  will  be 
increased  over  a  three-year  period  as  follows: 

Percentage  of  estimated 
Income  year  tax  to  he  paid 

1965 20% 

1966 35% 

1967  and  thereafter 50% 

In  order  to  stimulate  compliance  with  the  new  re- 
quirements there  is  a  provision  for  penalties  for  un- 
derestimating tax. ^2  This  provision  was  copied  from 
the  federal  law  on  declarations  of  estimated  tax  by 
corporations.  The  federal  law  requires  declarations  of 
estimated  tax  only  from  corporations  whose  tax  can 
reasonably  be  expected  to  exceed  .$100,000 ;  thus  only 
large  corporations  are  subjected  to  the  requirements. 
The  state  law  excuses  no  one.  Even  the  smallest  cor- 
porations are  required  to  file  the  declarations. 

The  1963  amendments  do  not  increase  the  revenue 
of  the  .state  but  merely  accelerate  the  collection  of  that 
revenue.  The  net  effect  is  to  compress  into  four  fiscal 
years  of  the  state  (1963-64  thru  1966-67)  the  revenue 
which  would  have  otherwise  been  collected  in  five  fiscal 
years  (1963-64  thru  1967-68).  Thus,  they  provided 
only  a  temporary  alleviation  of  the  budgetary  prob- 
lems of  the  state. 

Exempf  Organizations 

The  Bank  and  Corporation  Tax  Law  exempts  from 
tax  certain  types  of  organizations  which  are  not  or- 
ganized and  operated  for  profit  and  no  part  of  the 
earnings  of  which  inure  to  the  benefit  of  any  private 
shareholder  or  individual. ^^  These  are : 

(1)  Labor,  agricultural,  or  horticultural  or- 
ganizations, with  some  exceptions. 

(2)  Fraternal  organizations  providing  insur- 
ance benefits  to  their  members. 

(3)  Nonprofit  cemetery  companies. 

(4)  Nonprofit  religious,  charitable,  scientific 
or  educational  organizations. 

(5)  Nonprofit  business  leagues,  chambers  of 
commerce,  etc. 

(6)  Nonprofit  civic  leagues,  etc. 

(7)  Nonprofit  clubs  which  are  exclusively  for 
pleasure,  recreation,  etc. 

(8)  Nonprofit  corporations  holding  title  to 
property  for  the  benefit  of  an  exempt  corpora- 
tion. 


•Section  25101. 

I  ""Regulation  25101,  Title  18,  Cliapter  3,  Subchapter  3.5,  California 
Administrative  Code. 


"Sections  25441,  25561-25565. 
•2  Sections  25951-25957. 
1=  Sections  23701-23772.5. 


20 


Senate  Pact  Finding  Committee  on  Revenue  and  Taxation 


(9)  Voluntary  employees'  beneficiary  associa- 
tions. 

(10)  Teachers'  retirement  associations. 

(11)  Certain  religious  or  apostolic  organiza- 
tions, provided  the  income  is  reported  by  the 
individual  members. 

(12)  Federal  employees'  beneficiary  associa- 
tions. 

(13)  "Diversified  management  companies" 
registered  under  the  Federal  Investment  Com- 
pany Act  of  1940. 

(14)  Certain  trusts  which  provide  for  the 
payment  of  supplemental  unemployment  com- 
pensation benefits. 

The  foregoing  list  is  almost  the  same  as  the  list 
of  organizations  which  are  exempt  from  federal  in- 
come tax.  There  is  no  federal  exemption  comparable 
to  item  (13),  and  there  are  a  few  federal  exemptions 
which  are  not  included  in  the  California  law. 

To  qualify  for  exemption  an  organization  must 
file  an  exemption  application  with  the  Franchise  Tax 
Board.  Inasmuch  as  the  minimum  franchise  tax  of 
$100  for  the  first  year  of  a  new  organization  must 
be  paid  when  the  corporate  articles  are  filed  with 
the  Secretary  of  State,  it  is  customary  for  a  new 
organization  which  considers  itself  qualified  for  ex- 
empt status  to  file  the  exemption  application  and 
have  it  acted  uj^on  by  the  Franchise  Tax  Board  be- 
fore submitting  the  articles  to  the  Secretary  of  State. 
If  the  board  grants  the  exemption  the  Secretary  of 
State  will  accept  the  articles  for  filing  without  pay- 
ment of  the  $100  tax. 

This  means,  of  course,  that  the  Franchise  Tax 
Board  must  act  ab  initio  in  granting  or  denying  an 
exemption.  By  contrast,  the  Internal  Revenue  Serv- 
ice will  not  entertain  an  exemption  application  until 
the  organization  has  operated  long  enough  (usually 
at  least  one  year)  so  that  the  service  can  reach  its 
decision  upon  an  appraisal  of  the  way  in  which  the 
organization  operates.  Unquestionably  the  federal 
approach  provides  a  greater  safeguard  against  un- 
deserving organizations  gaining   exempt   status. 

The  field  of  charitable  organizations  is  policied 
more  by  the  California  Attorney  General  than  by 
the  Franchise  Tax  Board.  Charitable  organizations 
are  required  to  file  annual  reports  with  the  Attorney 
General  under  the  Uniform  Supervision  of  Trustees 
for  Charitable  Purposes  Act."  If  an  organization  in 
the  corporate  form  fails  to  file  a  report  or  if  its 
report  reveals  that  it  is  not  truly  charitable,  the 
Attorney  General  notifies  the  Franchise  Tax  Board 
and  its  exemption  is  revoked. ^^ 

Corporations  which  have  been  granted  exempt 
.status  are  nevertheless  subject  to  tax  on  their  "un- 
related business  income"  (i.e.,  income  from  a  trade 
or  business  that  is  not  related  to  their  exempt  pur- 
pose)  and  on  rental  income  from  "business  leases" 

••Government  Code  Sections  12580-12595. 
"Section  23703. 


(i.e.,  Adhere  an  indebtedness  has  been  incurred  by 
the  exempt  corporation  to  finance  the  acquisition  of 
the  property).^®  These  provisions  in  the  law  were 
copied  from  the  federal  law  and  there  are  now  no 
differences  between  the  two  laws.  The  provisions  do 
not  apply  to  churches. 

REVENUE  YIELD  OF  CALIFORNIA 
CORPORATION  TAXES 

Viewed  from  a  revenue  standpoint,  the  corpora- 
tion taxes  rank  as  the  third  or  fourth  largest  revenue 
producer  for  the  State  of  California.  The  .sales  and 
use  tax,  is  the  largest;  during  the  11-year  period 
from  1952  through  1962  it  produced  between  32.38 
and  42.31  percent  of  total  California  tax  revenue. 
The  second  ranking  tax  has  been  the  motor  vehicle 
fuel  tax,  which  accounted  for  14.79  to  18.25  percent 
of  tax  revenues  for  the  same  period.  The  dollar 
amounts  ranged  from  $417,693,000  in  1952  to  $813,- 
465,000  in  1963  and  from  $162,076,000  to  $386,215,- 
000  for  the  same  years,  for  the  .sales  and  gasoline 
taxes  respectively.  Table  10  demonstrates  these  fig- 
ures and  other  more  detailed  comparisons  concerning 
corporate  and  personal  income  taxation.  Due  to 
structural  changes  and  more  rapid  growth  of  the 
tax  base,  both  corporation  and  personal  income  taxes 
have  grown  at  a  faster  rate  during  the  last  decade 
and  will  probably  exceed  the  fuel  tax  in  revenue 
production  in  the  near  future.  Figure  1  shows  this 
recent  growth  of  the  California  corporate  taxes  as 
well  as  the  relative  importance  of  the  tax  for  all 
states. 

Prior  to  the  1959  structural  changes  and  rate  in- 
creases in  both  the  bank  and  corporation  tax  and 
the  personal  income  tax,  the  corporate  impost  gen- 
erated greater  yield,  providing  an  annual  average 
of  $25  million  more  than  the  personal  sector.  This 
is  shown  in  Table  10.  From  1952  to  1963  corporation 
taxes  comprised  between  9.85  and  12.57  percent  of 
total  tax  revenues,  as  compared  with  a  range  of  7.90 
and  12.92  percent  for  the  personal  income  tax.  Al- 
though the  upper  limit  is  higher  for  the  personal 
income  tax,  this  was  achieved  only  after  the  1959 
rate  and  structural  changes.  The  averages  for  the 
period  were  10.99  percent  of  total  revenue  for  cor- 
porate taxes  and  9.65  percent  for  personal.  This 
means  that  corporation  taxes,  in  the  12-year  period 
cited,  accounted  for  approximately  1.34  percent  more 
of  total  taxes  than  did  personal  taxes.  As  Table  10 
also  shows,  total  tax  collections  have  ranged  from 
$1,034  to  $2,502  billion  over  this  interval. 

California,  although  it  is  a  high-tax  state,  does  not 
seem  to  have  taxed  either  corporations  or  individuals 
excessively,  either  from  a  comparative  or  absolute 
standpoint.  Relatively  speaking,  California  presents 
one  of  the  prime  examples  of  a  balanced  tax  struc- 
ture, obtaining  revenue  from  many  diversified 
sources.  The  dollar  yields  of  the  corporate  and  per- 
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Table  10 

SELECTED  ACTUAL   DOLLAR   AND   PERCENTAGE   FIGURES  CONCERNING  THE 

CALIFORNIA  STATE  TAX  STRUCTURE,  1952-1963 


J952 

Total  tax  revenue 1,033,883,357 

Total  revenue— General  Fund 709,237,188 

Total  revenue — Franchise  Tax  Board 211,030,926 

Total  sales  and  use  tax 417,693.000 

Total  motor  vehicle  fuel  tax lf;L'.07{^rinii 

Total  personal  income  tax 90,904,281 

Total  corporate  tax   120.126,645 

Corporate  income  tax 1,115,642 

Bank  and  corporation  franchise  tax 119,011.003 

Personal  income  tax  as  percent 

of  all  taxes 8.79 

Bank  and  corporation  franchise  tax 

as  percent  of  all  taxes 11.62 

Personal  income  tax  as  percent 

of  General  Fund 12.8 

Bank  and  corporation  franchise  tax 

as  percent  of  General  Fund 17.0 

1958 

Total  tax  revenue 1,642,299,090 

Total   revenue — General  Fund   1,073,001,077 

Total  revenue — Franchise  Tax  Board 322,868,154 

Total  sales  and  use  tax 605,2.38,000 

Total  motor  vehicle  fuel  tax 302,671,000 

Total   personal   income  tax 149,2fi9,.3.37 

Total  corporate  tax   173,598,817 

Corporate  income  tax 1,792,425 

Bank  and  corporation  franchise  tax 171,806,392 

Personal  income  tax  as  percent 

of  all  taxes 9.09 

Bank  and  corporation  franchise  tax 

as  percent  of  all  taxes 10.57 

Personal  income  tax  as  percent 

of  General  Fund 13.9 

Bank  and  corporation  franchise  tax 

as  percent  of  General  Fund 16.2 


sonal  taxes  are  extremely  similar,  a  fact  which  might 
not  hold  much  significance  for  a  .state  less  heavily 
populated  and  less  industrialized  than  California ;  but 
for  California  this  indicates,  at  least  on  the  surface, 
that  neither  businesses  nor  individuals  are  being  over- 
taxed relative  to  each  other.  Concerning  the  more 
important  absolute  level  of  taxation,  the  healthy 
growth  rate  of  the  state  may  be  cited  as  evidence 
that  the  general  tax  structure  is  not  excessively  bur- 
densome. 

To  depict  further  the  revenue  position  of  the  bank 
and  corporation  tax,  the  per  capita  burdens  of  the  tax 
for  each  of  the  last  12  years  for  which  data  are  avail- 
able are  shown  below : 


1953 

1954 

1955 

1956 

1957 

1,102,580,713 

1,116,917,087 

1,302,202,439 

1,.500,109,680 

1.598,106,474 

754,048,528 

772,250,085 

831,899,304 

972,825,001 

1,042.77338 

213,678,864 

221,194,633 

240,399,705 

284,904,296 

310,721,182 

460,110,000 

465,051,000 

492,917,000 

564,225,000 

600,102,000 

1  TD.^Tl  ,00(1 

2-34.39.-.,000 

244,-'->88,000 

273,104,000 

291,382,000 

94,!5.il.424 

96,168,8-33 

106,738,235 

127,815,965 

143,289,963 

119,127,440 

12r,,02.'i.8OO 

133,661,470 

157,088,332 

167,431,219 

1,148,976 

849.200 

885,005 

1,. 326.145 

1,228,869 

117,978,464 

124,176,600 

132,776,465 

155,762,187 

166,202,350 

8.58 

7.90 

8.20 

8.52 

8.97 

10.80 

10.28 

10.26 

10.47 

10.48 

12.5 

12.0 

12.8 

13.1 

13.8 

15.8 

16.2 

16.1 

16.2 

1.5.9 

1959 

1960 

1961 

1962 

1963. 

1, 765,-527,627 

2,077,850,800 

2,194,161,833 

2,314,209,736 

2,502,222,442 

1,170,889,795 

1,451,803,974 

1,-537,347,024 

1,632,442,733 

1,786,037,738 

334,.555,463 

487,319,340 

-541,820,927 

589.903,719 

633,263,003 

631,514,000 

709.648,000 

711.702.000 

749.523,000 

813.465,000 

317,728,000 

336,809,000 

350,819,000 

363,796,000 

386,215,000 

160,552,772 

246,.584,789 

269,102,978 

299,033,797 

322,012,176 

174,002,691 

240,734,551 

272,717,949 

290,869,922 

311,2.50,827 

1,-338,583 

1,-597,545 

1,637,040 

2,479,207 

1,889,335 

172,664,158 

239,138,061 

271,180,909 

288,390,715 

309,361,492 

9.09 

11.87 

12.27 

12.92 

12.87 

9.86 

11.59 

12.43 

12.57 

12.44 

13.7 

1G.9 

17.5 

1S.3 

18.0    J 

14.9 

16.5 

17.7 

17.8 

174 

1952 $107.36 

1903 102.05 

1954 102.72 

1955 105..52 

1956 118.61 


1958 $120.52 

1959 116.37 

1960 1.54.64 

1061 1,58.73 

1962 173.39 


19.57 120.99        1963 179.31 

The  dollar  burden  has  increased  approximately  70 
percent  per  person  while  the  dollar  collections  have 
increased  by  about  2-50  percent  for  the  same  time 
period.  Corporate  taxation  has  furnished  between  17 
and  18  percent  of  General  Fund  revenue,  as  distinct 
from  total  state  revenue,  in  the  last  few  years,  which 
is  approximately  the  same  as  the  share  provided  by 
the  personal  income  tax. 


In  summary,  income  taxation  in  California  is  re 
sponsible  for  approximately  2-5  percent  of  all  state 
revenue,  with  almost  identical  shares  being  paid  by 
the  corporate  and  personal  sectors.  The  corporate  tax 
has  provided  slightly  more  throughout  the  last  dec- 
ade, but  the  revenue  yield  of  the  personal  tax  has 
shown  faster  growth.  Certainly,  both  taxes  hold  an 
important  position  in  the  overall  tax  structure,  and 
may  be  expected  to  continue  to  do  so  in  the  near 
future,  perhaps  even  to  the  extent  of  expanded  rela- 
tive significance  in  the  California  tax  system. 

EXAMINATION  AND  ANALYSIS  OF 
POSSIBLE  RATE  CHANGES 

Consideration  of  a  possible  rate  increase  for  the 
bank  and  corporation  franchise  tax  involves  a  num- 
ber of  important  questions.  The  first  of  these  con- 
cerns the  burden  upon  the  affected  corporations.  How 
heavy  will  be  the  burden  of  the  additional  tax  pay- 
ments as  compared  with  that  of  previous  years! 
What  does  this  amount  to  as  a  percent  of  total  in- 
come? From  a  revenue  standpoint,  what  will  be  the 
yield  to  the  state  for  specific  rate  changes,  and  when 
might  the  increase  take  effect?  The  1963  amendments 
to  the  Bank  and  Corporation  Tax  Law,  in  eliminat- 
ing  installment   payments   and    gradually   requiring 
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repayment  of  up  to  50  percent  of  tlie  estimated  tax 
for  the  following  year,  have  caused  distinct  aberra- 
tions in  the  pattern  of  projected  corporate  tax  col- 
lections over  the  next  few  years.  As  a  result,  a  low 
degree  of  correlation  between  corporation  tax  collec- 
tions and  projected  corporate  income  growth  is 
observed.  Through  judicious  and  well-timed  rate 
change,  could  California  smooth  the  burden  on  cor- 
porations while  simultaneously  raising  more  revenue 
to  help  meet  the  increasing  demand  for  social  goods 
and  services?  If  so,  exactly  what  changes  are  taking 
place  in  the  absolute  and  relative  burden  distribu- 
tions? On  a  more  general  basis,  how  does  the  bank 
and  corporation  franchise  tax  fit  into  the  total 
revenue  structure  during  the  next  decade?  What 
possible  alternatives  are  ojaen  if  it  is  decided  to  adopt 
either  a  pay-as-you-go  fiscal  policy  or  one  involving 
bonded  indebtedness? 

The  logical  first  steiJ  is  an  examination  of  the 
burden  and  the  projected  receipts  pattern  in  the 
absence  of  any  rate  changes.  All  of  the  basic  data, 
from  the  first  trend  projections  to  the  projected  re- 
ceipts after  alternative  rate  increases  are  shown  in 
Table  11.  The  starting  point  for  this  table,  row  1, 
is  simply  a  projection  of  the  trend  indicated  by  col- 
lections for  the  fiscal  years  1951-52  through  1963-64. 
That  is,  these  figures  represent  a  fixed  percent  of 
projected  corporate  income,  line  11,  and  thus  may 
be  taken  to  represent  the  trend  of  corporate  growth, 
since  the  figures  are  very  closely  tied  with  corporate 
income.  From  an  equity  standpoint,  it  is  desirable 
to  have  actual  receipts  as  closely  correlated  as  pos- 
sible to  this  figure,  since  this  will  introduce  year-to- 
year  consistency  into  the  tax  structure,  cause  the 
relative  burden  to  remain  reasonably  steady,  and 
require  that  changes  in  tax  burdens  be  extremely 
sensitive  to  changes  in  corporate  income. 

It  must  be  kept  in  mind  that  the  estimated  future 
receipts  are  uniformly  increasing  along  a  straight-line 
trend  projection.  Naturally,  actual  corporate  tax  re- 
ceipts will  vary,  perhaps  eonsiderabl}%  during  the 
next  decade.  However,  these  variations  around  the 
trend  will  not  make  the  equity  considerations  dis- 
cussed here  any  less  valid.  Various  total  collections 
shown  in  Table  11  will  retain  the  same  relation  to 
corporate  income  regardless  of  fluctuations  in  the 
business  cycle.  The  task  boils  down  to  one  of  predict- 
ing as  accurately  as  possible  the  future  corporate 
growth  pattern,  then,  allowing  for  a  reasonable 
amount  of  deviation  from  this  trend,  structuring  a 
tax  which  is  as  eqiiitable  as  possible  for  the  tax  payer 
and  at  the  same  time  adequate  for  its  share  of  revenue 
requirements. 

To  continue  with  the  data  on  Table  11,  separate 
adjustments  are  shown  in  rows  2,  3,  and  4  for  the  net 
change  through  elimination  of  the  installment  provi- 
sion for  corporations,  both  financial  and  nonfinancial. 
Row  6  shows  the  net  gain  through  the  requirement  of 


prepayment  of  the  estimated   tax  for  the   following 
year.   These  two  factors,  the  installment  elimination 
and  the  prepayment  requirement,  are  analyzed  sep- 
arately   because,    as    explained    elsewhere,    they    are 
separate    provisions    of    the    amendments    passed    in 
1963.  Beginning  in  June,  1965,  with  the  firms  whose 
income   year   ends   December   31,    1964,    corporations 
in  California  will  be  required  to  prepay  20  percent 
of  the  tax  for  1965.  The  following  year,  35  percent 
will   be   prepaid,   and   the   year   after   that   another 
15    percent,    so    that    by    1967-68,    corporations   will 
be  prepaying  50  percent  of  the  tax  based  on  the  cur- 
rent year's   income  and,   since   it  is  a   franchise   or 
privilege  tax,  for  the  following,  or  privilege,  year.  Due 
to  the  facts  that  the  first  prepayment  of  20  percent 
falls  in  diiferent  state  fiscal  years  for  firms  with  dif- 
ferent income  years  (i.e.,  the  first  prepayment  is  due 
in  June  1965,  which  affects  revenue  for  1964-65),  and 
that  a  prepayment  in  one  year  also  affects  the  paj^- 
ment  of  the  remainder  of  the  bill  in  the  next,  varia- 
tions are  caused  in  revenue  receipts  for  five  j^ears, 
1964-65  through  1968-69.  Line  5  shows  total  fiscal 
year  receipts  as  adjusted  to  include  removal  of  install- 
ment payments,   while  line   7   shows  projected   total 
receipts  with  these  changes  plus  the  prepayment  ad- 
justments just  discussed.  Figure  2  graphically  depicts 
these  two  totals  plus  the  basic  projection  which,  as 
mentioned,  may  be  taken  to  represent  the  same  trend 
as  corporate   income   growth.    The   100-million-dollar 
divergence  between  the  trend  projection  and  actual 
collections  for  1963-64  is  caused  entirely  by  the  re- 
moval of  the  installment  provision,  and  may  be  viewed 
simply  as  a  one-shot  gain  for  the  state  as  firms  are  no 
longer  allowed  to  pay  half  of  their  tax  bills  six  months 
after  payment  of  the  first  half.  This  lump-sum  gain 
carries  over  by  a  .small  amount  to  the  1964-65  fiscal 
year,  and  then  the  trend  of  collections  with  install- 
ment removed  parallels  the  basic  trend  projection.  Of 
course,  it  is  above  the  basic  trend  projection,  that  is, 
higher  in  each  year,  because  it  has  now  become  more 
of  a  current  tax,  and  the  overall  trend  of  corporate 
income  is  upward.   Fiscal  year  collections  are  more 
closely  associated  with  earnings  for  that  year,  which 
simply  gives  a  higher  taxable  base. 

On  the  other  hand,  the  upper  line,  which  may  be 
viewed  as  projected  actual  receipts  in  the  absence  of 
any  further  statute  changes,  during  the  years  from 
1964  through  1968  exhibits  variations  which  are 
largely  uncorrelated  %vith  income  growth.  After 
1968-69,  the  prepayment  requirement  does  not  eon- 
tribute  any  additional  revenue  annually  over  the  pro- 
jected collections  with  merely  the  installment  payment 
removed.  This  is  due  to  the  assumption  that  firms 
would  choose  to  base  the  prepayment  on  the  previous 
year's  income,  which  as  explained  in  the  1963  amend- 
ments is  one  of  the  alternatives  open  to  a  corporation 
making  the  payment.  In  fact,  from  the  state  revenue 
standpoint  this  is  the  most  conservative  alternative  of 
those  open.  In  actuality,  the  effect  may  be  similar  to 
that  obtained  by  eliminating  the  installment  feature, 
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Fig.  2 


PROJECTED  EFFECT  OF  INSTALLMENT  AND  PREPAYMENT  PROVISIONS 
On   California   Corporate  Tax   Collections 
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but  it  remains  to  be  seen  how  firms  will  react  to  the  in  most  years  would  decrease  as  shown  by  Table  12, 

new  provisions.  which  is  projected  graphically  on  Figure  4.  On  the 

In  observing  the  movement  of  the  projected  coUee-  surface  this  is  an  unusual  result,  but  the  prime  reason 

tions  from  1963-64  to  1967-68,  it  is  interesting  to  is   obviously   the   sharp    increase    in   collections    for 

note  that  not  only  is  the  relative,  or  percent  burden  1963-64  caused  by  the  elimination  of  the  instaUment 

decreasing  constantly,  but  dollar  collections  are  lower  payment.  In  that  year  this  creates  a  very  high  base 

in  two  years,  1964-65  and  1967-68.  than  in  the  fiscal  for  percentage  comparisons  in  the  next  few  years, 

year  previous  to  each.  This  is  in  spite  of  the  projected  Thus,    in   a   sense   these   figures   concerning   burden 

growth  in  corporate  income.  The  actual  changes  are  changes  are  somewhat  misleading,  or  at  least  depend- 

shown  in  Ficrure  3  ^^^  o'^  *^®  choice  of  a  beginning  or  base  year.  In 

At  this  point  consider  an  increase  in  the  tax  rate.  ^"«^^"  f  "^'^'  ^ow^ever,  the  level  of  corporation  taxes 

Lines  8,  9,  and  10  of  Table  11  summarize  the  effects  of  ^'^''"^^  ^^^  ^^^^^^^  fiscal  year  is  a  given  fact.  ^  ery  few 

an  increase  of  one-fourth  of  1  percent  to  .5J  percent,  ^^^  expect  state  taxes  to  decrease  from  year  to  year, 

effective  for  returns  to  be  filed  on  or  after  March  15,  ^^'l^'ch  many  individual  tax  bills  would  do  in  1964-65 

1966.  and  then  an  identical  increase  in  1968.  The  as-  and  1967-68,  despite  the  two-step  increase  to  6  per- 

sumption  is  made  that  all  prepajTnents  which  apply  cent.  Even  though  the  projected  absolute  dollar  re- 

to  this  period  will  be  made  in  accordance  with  the  ceipts  exhibit  a  slightly  upward  trend  during  the  next 

new  rate  structure.  Thus,  the  first  collections  at  the  three  or  four  years,  the  average  firm  would  find  itself 

new  rate  would  be  made  in  June  1965  with  the  pre-  paying  fewer  taxes  per  dollar  of  income  from  fiscal 

pajTnent  for  1966  by  firms  whose  income  year  coin-  year   1967-68   forward.   In   other  words,   the  burden 

cides  with  the  calendar  year.   Figure  3  presents  a  after  1967-68  would  generally  be  lighter,  even  though 

graphic  portrayal  of  this  increase  and  also  of  a  similar  the  tax  rate  is  increased  to  6  percent,  than  it  will  be 

two-step  increase  to  6|  percent,  both  as  compared  with  in  the  years  196.3-64  to  1966^67. 

projected  collections  under  the  current  statute  and  Another  logical  consideration,  and  one  which  would  , 
with  the  basic  trend  projection.  It  is  apparent  that,  increase  the  burden  only  slightly,  is  a  full  percentage  j 
in  addition  to  raising  more  revenue,  projected  collec-  ])oint  increase  in  the  corporate  tax  rate  to  6i'2  per- ' 
tions  with  either  rate  increase  will  correspond  more  cent  of  net  income.  Line  10  on  Table  11,  and  also 
closely  to  corporate  income  growth  than  do  collections  figures  3  and  4  summarize  revenue  and  burden  pro- 
without  the  increase.  In  other  words,  fluctuations  in  jections  corresponding  to  a  two-step  increase  of  one- 
year-to-year  burden  distribution  are  lessened  consid-  half  of  1  percent  in  1966  and  one-half  of  1  percent 
erably  through  the  proper  use  and  timing  of  a  rate  in  1968.  This  is  identical  to  the  previously  discussed 
increase  in  addition  to  the  fact  that  over  the  next  few  two-step  increase  to  6  percent  except  at  double  the 
years  absolute  burdens  are  not  increased,  and  in  fact  rates.  The  final  decision  concerning  a  rate  change  is 

Table  12 

SELECTED  COMPARISONS   INVOLVING   BURDEN   OF  CALIFORNIA  CORPORATION   TAXES 

Calendar  year  Calendar  Fiscal  collrctwns     t^ame  as  column  3         ^  a  me  as  column  3 

colJections  as  collections  as  as  percent  of  icith  two-step  with  two-step 

Fiscal  percent  of  percent  of  previous  calendar         rate  increase  increase  to 

or  calendar  precious  calendar         same  calendar  year  income  to  6  percent  6 i  percent 

l/ear  year  income  year  income  (G-month  lag)  (projected)  (projected) 

19.51-.52 4.711  .0..3.59  4.623 

19.52-53   -',..324  4.828  .5.216 

1953-54 .5.0.56  4.991  4.964 

19.54-.55 .5.380  4.340  5..3.56 

1955-56 5.211  4.948  4.967 

1956-.57 5.290  5.362  5.026 

19.57-58 5.111  5.301  5.283 

19.58-.59 5.822  5.076  5.492 

19.59-60 7..545  7.794  6.625 

1960-61 7.677  7.2C5  7.7.54 

1961-62 8.232  7.706  7.820 

1962-63 7.837  __  7.840 

1963-64 ..  10..34O  10.340  10.340 

1964-65 --  __  9.144  9.194  9.245 

19C.5-66 —  __  9.091  9.4.33  9.775 

196(i-67 __  _.  8.821  9.274  9.727 

1967-68 ,  __  8.178  8.857  9.536 

1968-69 ._  __  8.075  8.819  9.563 

1969-70 __  __  8.000  8.727  9.455 

1970-71 _  __  7.995  8.741  9.487 

1971-72 __  __  7.948  8.670  9.393 

1972-73 __  __  7.987  8.713  9.439 

197.3-74 .^  __  7.9S3  8.708  9.434 

NOTE:  Columns  1  and  2  and  data  through  1963  for  column  3  aie  strictly  historical  data.  Columns  4  and  5  and  from  1964  forward  for  column  3  are  figures  based  on  projected 
eilimates  for  income  and  colieclions. 
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Fig.  3 


PROJECTED    CALIFORNIA    CORPORATE    TAX    COLLECTIONS    UNDER 
VARIOUS  RATE  ASSUMPTIONS 
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Fig.  4 
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of  course  primarily  dictated  through  revenue  needs. 
Using  the  projected  figures  for  corporate  growth, 
and  keeping  the  structure  of  the  tax  relatively  static, 
each  one-fourth  of  1  percent  increase  in  the  tax  will 
yield  18.5  to  19  million  dollars  during  the  late  1960 's, 
increasing  to  20  or  20.5  million  dollars  in  the  early 
1970 's.  Put  another  waj',  a  1-percent  change  in  the 
corporate  tax  rate  will  increase  annual  state  tax 
receipts  by  approxmiately  $75  million  in  the  near 
future,  and  this  figure  will  expand  to  over  $80  mil- 
lion toward  the  end  of  the  10-year  projection. 

Throughout  this  discussion  the  rate  changes  have 
been  treated  as  two-step  increases.  This  procedure 
seems  advisable  for  several  reasons.  Due  to  the  1963 
amendments,  and  as  figures  2  and  4  testify,  both 
dollar  collections  and  burden  of  the  tax  exhibit  very 
uneven  time  profiles  over  the  next  few  years.  A  large 
one-step  rate  increase  would  serve  to  make  these 
movements  even  more  erratic.  While  not  extremely 
serious,  this  would  have  the  disadvantage  of  provid- 
ing inconsistency  from  the  viewpoints  of  both  the 
state  and  taxpaying  firms.  Firms  would  experience 
random  fluctuation  in  yearly  tax  bills  which  could 
possibly  dictate  more  conservative  expenditure  and 
investment  policies,  while  the  state  would  encountei- 
variations  in  receipts  which  would  hamper  consistent 
fiscal  planning  and  place  undue  strain  on  other  taxes 
and  sources  of  revenue.  From  a  planning  standpoint 
it  would  be  much  more  desirable  for  firms  to  be 
able  consistently  to  predict  tax  bills  from  year  to 
year,  and  for  the  state  to  have  a  source  of  funds 
whose  yield  increases  predictably.  In  short,  the  in- 
stallment elimination  in  1963-64  effectively  provided 
a  considerable  rate  increase,  and  to  impose  another 
large  one-step  increase  might  well  prove  detrimental 
to  corporate  planning  and  investment  incentives.  The 
two-step  increase  would  serve  to  maintain  receipts 
at  somewhere  near  the  same  level  and  smooth  out 
the  burden  while  at  the  same  time  arranging  to  pro- 
vide an  adequate  share  of  future  revenue  to  Cali- 
fornia through  corporate  taxation. 

Concerning  the  bank  and  corporation  franchise  tax 
and  corporate  income  tax  relative  to  the  overall 
structure,  these  rate  change  possibilities  furnish  the 
necessary  tools  to  give  corporate  taxes  an  increasing, 
decreasing,  or  relatively  steady  position  of  importance 
in  a  program  involving  either  bonded  indebted- 
ness or  pay-as-you-go  philosophies.  Certainly  previ- 
ously discussed  arguments  concerning  the  structure 
of  the  tax  would  apply  in  attaching  the  proper  per- 
spective to  this  proposition.  Specific  reference  is  made 
to  effects  of  structure  adjustments,  which  appear 
somewhat  inflexible  from  a  revenue  standpoint.  Any 
major  revenue  change  must  be  made  through  rate 
adjustments,  in  light  of  California's  relatively  strict 
corporate  tax  structure. 

From  a  percentage  standpoint,  the  two-step  rate 
change  to  6I/2  percent  would  increase  corporate  tax 
revenues  by  15  to  16   percent  above   the  level  pro- 


jected in  the  absence  of  rate  changes.  If  all  taxes 
were  to  be  increased  proportionally  in  order  to  cover 
the  estimated  current  deficit,  each  tax  would  have 
to  be  increased  by  11  to  13  percent  to  eliminate  the 
fiscal  gap  over  the  next  three  or  four  years.  These 
figures  increase  to  25  percent  or  more  by  the  latter 
years  included  in  these  projections.  It  is  apparent, 
however,  that  the  rate  increases  discussed  here  are 
sufficient  to  maintain  the  relative  share  of  corporate 
taxation  over  the  next  three  to  five  years,  and  pos- 
sibly even  to  increase  its  proportion  slightlj'. 

CONFORMITY  OF  STATE  LAW  TO 
FEDERAL  LAW 

From  the  inception  in  1929  of  the  franchise  tax 
measured  by  net  income,  the  California  law  has  con- 
formed rather  closely  to  the  federal  tax  law  in  tlie 
determination  of  net  income.  As  the  federal  law  has 
changed  from  time  to  time,  the  California  Legislature 
has  enacted  amendments  to  preserve  this  conformity. 
Complete  conformity  has  never  been  achieved,  how- 
ever. A  considerable  number  of  differences  continue 
to  exist  today. 

In  1959  the  Senate  Fact  Finding  Committee  on  Rev- 
enue and  Taxation  made  a  thorough  study  of  the 
conformity  (luestion  with  respect  to  both  the  Bank 
and  Corporation  Tax  Law  and  the  Personal  Income 
Tax  Law."  The  committee  reported  that  conformity 
was  deemed  desirable  because  it  would  eliminate  dual 
computations  by  the  taxpayer  in  preparing  federal 
and  California  returns  and  would  increase  enforce- 
ment efficiency  by  enabling  the  Franchise  Tax  Board 
to  make  greater  use  of  the  audits  made  by  the  Internal 
Revenue  Service.-'^ 

The  report  described  three  possible  methods  of 
achieving  conformity,  namely  by  providing  in  tlie 
state  law  that  taxable  income  shall  be  as  computed 
under  the  provisions  of  the  Internal  Revenue  Code 
(with  a  few  adjustments),  by  fixing  the  state  tax  as 
a  percentage  of  the  federal  tax,  and  by  adopting  the 
federal  amendments  into  the  state  law  through  specific 
legislation.^"  The  third  method  was  held  to  be  the 
best,  because  the  otlier  two  would  mean  the  abdication 
of  legislative  power  by  the  state  and  might  prove  in- 
sensitive to  economic  conditions  and  revenue  needs  of 
the  state. 

Conforming  the  Bank  and  Corporation  Tax  Law  to 
the  Internal  Revenue  Code  presents  more  serious  prob- 
lems than  conforming  the  Personal  Income  Tax  Law. 
The  chief  difliculty  is  that  incorporating  some  of  the 
Internal  Revenue  Code  provisions  into  the  state  law 
would  obfuscate,  if  not  invalidate,  the  present 
method  of  taxing  banks.  For  example,  if  operating 
loss  carryback  were  to  enter  into  the  computation  of 

"  Report  of  the  Senate  Pact  Finding  Committee  on  Revenue  and 
Taxation,  Conformity  of  California  Personal  Income  and 
Bank  and  Corporation  Franchise  Taxes  until  the  Federal 
Internal  Revenue  Code,  Senate  State  of  California,   1961. 

^»Ibid..  p.  7. 

'»7i<irf.  (These  suggiKtions  are  more  fully  disou.ssed  on  pp.  S-14, 
nnd  the  '^nncInsion,s  reflected  throughout  the  entire  study  as 
specific  statutory  recommendations  are  made  therein. ) 
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the  net  income  of  general  corporations  it  would  in- 
tniduce  errors  into  the  bank-rate  computation.  (Such 
errors,  however,  would  appear  to  favor  the  banks. 
They  would  mean  that  the  denominator  in  the  bank- 
rate  formula  was  higher  than  it  sliould  have  been  and, 
accordingly,  the  bank  rate  was  lower  than  it  should 
have  been.  It  would  seem,  therefore,  that  no  taxpayer 
would  have  a  standing  to  challenge  the  law  on  this 
ground.)  If  the  1958  federal  amendment  authorizing 
corporations  to  elect  to  be  taxed  as  partnerships  could 
be  availed  of  bj'  banks  it  would  thwart  tlie  whole 
principal  of  the  augmented  bank  rate ;  yet  if  it  were 
denied  to  banks  and  allowed  to  general  corporations, 
this  would  very  possibly  be  an  unconstitutional  dis- 
crimination. 

If  conformity  of  the  Bank  and  Corporation  Tax 
Law  presents  greater  problems  than  conformity  of  the 
Personal  Income  Tax  Law,  it  also  present  less  com- 
pelling advantages.  Generally  speaking,  corporations, 
with  their  staflEs  of  trained  personnel,  are  better  able 
to  cope  with  complex  tax  returns  than  are  individuals. 
All  corporations  doing  busines  within  and  without  tlie 
state  would  have  to  prepare  the  allocation  schedules 
in  any  event.  The  prepaid  feature  of  the  state  law, 
with  the  tax  for  one  year  being  based  on  the  income 
of  the  preceding  year,  would  also  necessitate  supple- 


mentary computations  in  many  cases.  Every  corpo- 
ration would  have  to  continue  to  report  the  personal 
property  tax  information  which  the  Franchise  Tax 
Board  requires  in  order  to  compute  the  bank  rate. 
All  of  these  things  mean  that  conformity  would  not 
be  nearly  the  boon  to  corporations  that  it  would  be  to 
individuals. 

There  follows  a  list  of  the  specific  differences  now 
existing  between  the  state  and  federal  provisions.** 
Although  the  list  is  long,  many  of  the  differences  are 
technical  in  nature  and  do  not  create  any  serious 
problems  in  taxpayer  compliance.  The  important  dif- 
ferences are  these :  the  state  law  does  not  give  pref- 
erential treatment  to  capital  gains,  does  not  allow 
operating  losses  to  be  carried  back  or  forward  to  other 
years,  and  does  not  give  certain  small  business  corpo- 
rations the  option  to  be  taxed  as  partnerships.  Chang- 
ing tlie  first  two  of  these  provisions,  and  possibly  the 
third  as  well,  would  cause  a  serious  revenue  loss  to 
the  state.  Changing  the  latter  two  might  jeopardize 
the  present  method  of  taxing  banks,  as  previously 
pointed  out.  It  may  be  concluded,  therefore,  that  the 
state  law  now  conforms  to  the  federal  law  as  com- 
pletely as  is  practicable. 

'-'"  "Bank  and  Corporation  Franchise  Tax  Law — Internal  Revenue 
Code  Comparison,"  prepared  by  the  State  Franchise  Tax 
Board,  August,  1964. 


IRC 
11 

12 
21 


BANK  AND  CORPORATION   TAX   LAW— INTERNAL    REVENUE  CODE  COMPARISON 

(Differences  in  effective  dates  not  noted) 

State 

23151,23181, 

23501  Contains  federal  rate.  State  rates  are  different. 

Cross-references  only. 

23058,  24251  Federal  law  applies  to  rate  changes.  State  law  applies  where  the  law  "applicable 
to  the  computation  of  taxes"  is  different.  Effective  date  of  rate  changes  generally 
specified. 


32 


Federal  allows  a  credit  for  taxes  withheld  on  foreign  corporations.  No  withhold- 
ing under  state  law. 


33 

38,  46,  47 
and  48 


30 
63 

79 


24302 


Federal  law  allows  a  credit  for  taxes  impo.sed  by  foreign  countries  and  United 
States  possessions. 

Federal  allows  a  tax  credit  up  to  7  percent  for  investments  in  certain  depreciable 
property.  State  regulations  provide  for  options  to  maintain  same  depreciable  J 
ba.sis,  but  no  credit.  ' 

Cross-reference  only. 

Federal  tax  is  based  on  "taxable"  income.  State  tax  on  "net"  income. 


^il 


Federal  law  permits  lump-sum  amounts  received  under  insurance  contracts  other 
than  life  to  be  taxed  over  a  three-year  period.  Also  permits  lump-sum  proceeds 
to  be  received  as  an  annuity.  State  law  provides  proceeds  are  not  taxable  until 
consideration  is  recovered,  thereafter  all  is  taxable. 
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IliC  state 

'^-^  Federal  law  permits  certain  prizes  and  awards  to  be  received  tax-free.  Little  if 

any  ajiplication  in  the  case  of  eorporations. 

^J  Federal  law  requires  dealers  in  tax-exempt  municipal   bonds  to  amortize  the 

premiums  on  tax-exempt  securities.  Not  necessary  under  state  law  as  the  interest 
on  the  bonds  is  taxable. 

''^^  Federal  law  exempts  income  except  interest  on  obligations  issued  by  a  joint-stock 

land  bank.  No  specific  provision,  but  controlled  by  federal  law  (12  U.S.C.  931). 

"i^  Reciuires  domestic  corporations  receiving  dividends  from  a  foreign  corporation 

which  claim  a  foreign  tax  credit  to  increase  (gross-up)  their  income  by  amount 
of  foreign  taxes  paid.  Foreign  tax  credit  not  allowed ;  therefore  provision  is  not 
applicable. 

[  101  (a)  (1)  24304,  24305       Federal  law  permits  insurance  policies  to  be  transferred  tax-free  to  a  corporation 

j  in  which  the  insured  is  a  shareholder  or  officer.  State  law  also  permits  transfer 

i  of  endowment  or  annuity  contracts. 

102  Federal  law  specifically  exempts  from  income  property  acquired  by  gift,  bequest, 
I  devise  or  inheritance.  No  specific  state  provision. 

i 

103  Federal  law  exempts  interest  on  certain  governmental  obligations.  Section  24272 

specifically  taxes  such  interest. 

110  Federal  law  provides  that  if  a  lessee  corporation  is  obligated  to  pay  federal 

income  tax  with  respect  to  rentals,  tax  is  not  included  in  gross  income.  Exclusion 
I  is  for  federal  taxes.  No  comparable  state  provision. 

l^'i  Permits  corporation  to  exclude  expenses  attributable  to  sports  program  con- 

t  ducted  for  the  Red  Cross.  No  comparable  state  provision. 

'i 

!  115  Federal  law  exempts  income  derived  from  any  public  utility  operated  by  a  state, 

etc.,  or  from  the  exercise  of  any  governmental  function.  No  comparable  state 
provision.  Controlled  by  general  law. 

?  ■^-'-^  Federal  law  excludes  from  income  contributions  to  capital.  Same  result  reached 

I  under  case  law. 
I 

1 121  Cross-references. 
j 

'-^^2(e)  Federal  specifies  conditions  under  which  expenses  in  connection  with  legislation 

and  traveling,  etc.,  expenses  are  deductible.  No  state  provision. 

1*^3  24344  State  law  contains  special  rules  which  may  limit  the  interest  deduction. 

'j-^^'^  Difference  in  language,  but  deduction  generally  same  because  taxes  are  allowed 

j  as  business  expenses.  However  Section  164(e)  allows  a  corporation  a  deduction 

for  taxes  it  pays  on  behalf  of  its  shareholders.  No  comparable  state  provision. 

^^■^(^^)  Federal  law  denies  a  deduction  for  wagering  losses.  Probably  does  not  apply  to 

I  corporations. 

;  165(f),  (g)  Federal  limits  capital  loss  deduction.  No  limit  under  state  law. 

-'^^^(h)  Federal  allows  certain  disaster  losses  to  be  claimed  in  the  prior  year. 

j  165  ( i )  Cross-references. 
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IRC  State 

166  Federal  treats  bad-debt  losses  on  securities  as  capital  losses.  State  allows  unlim- 

ited deduction.  State  requires  consistency  in  claiming  partial  worthlessness  of 
a  debt;  federal  does  not. 

167(e)(2) 

and  (f)  Federal  permits  taxpayers  to  change  depreciation  methods  without  prior  ap- 

proval, notwithstanding  a  prior  agreement  not  to  change  and  disregard  amounts 
as  salvage  value  up  to  10  percent  of  the  basis  of  the  property  with  respect  to 
"Sections  1245  and  1250  property."  Sections  1245  and  1250  are  not  applicable 
under  this  law. 

170(b)  Federal  law  permits  excess  charitable  contributions  to  be  carried  forward  five 

years. 

170(e)  Special  rule  regarding  "Section  1245"  property.  See  Section  167(e)(2). 

170  (i)  Cross-references. 

171(e)  (1)  Relates  to  partially  taxable  bonds.  No  bonds  are  partially  taxed  under  state  law. 

172  Net  operating  loss  deduction.  Not  added  to  state  law.  Carry  back  of  losses  to 

state  law  would  jeopardize  the  financial  rate. 

175  24369  Federal  law  restricts  deduction  for  soil  and  water  conservation  expenditures  to 

25  percent  of  farming  gross  income.  No  state  limitation. 

176  Permits  a  domestic  corporation  to  deduct  payments  where  it  has  entered  into  an 

agreement  to  extend  social  security  benefits  to  citizens  employed  by  its  foreign 
subsidiaries.  Deduction  is  for  the  "burden  of  the  payment." 

181  Allows  a  deduction  for  any  unused  investment  credit. 

182  Allows  a  deduction  for  expenditures  incurred  by  farmers  for  clearing  land. 

242  Allows  a  deduction  for  certain  partially  tax-exempt  interest.  Interest  is  taxable  ! 

under  franchise  tax,  but  is  exempt  under  Corporation  Income  Tax  Law.  i 

243-247  24402  Allows  a  deduction  for  dividends  received.  Section  24402  of  state  law  relates  i 

to  dividends;  diiferent  concept. 

263(a)(1)(B)  Allows  a  deduction  for  expenses  incurred  by  farmers  for  clearing  land.  See  , 

Section  182.  i 


263(b)  Relates  to  certain  expenditures  for  advertising  and   goodwill  if  claimed  for 

purpose  of  computing  excess  profits  tax  credit.  Not  applicable. 

264(a)(3) 

and  (c)  Prohibits  an  interest  deduction  if  amount  equal  to  surrender  value  of  insurance  j 

premium  is  borrowed  under  a  systematic  plan. 

265  24425  Relates  to  amounts  allocable  to  tax-exempt  income.  See  Section  24425. 

268  Federal  law  disallows  expenses  incurred  in  connection  with  an  unharvested  crop 

State  law  contains  no  comparable  provisions,  but  taxes  gain  as  ordinary  income.  ! 

272  Relates  to  the   disposal  of   coal   and   iron   ores   under   certain   contracts.   See 

Section  268. 

273  Federal  law  disallows  a  deduction  for  shrinkage  in  value  of  a  life  or  terminable  i 

interest. 
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IRC  State 

274  Disallows  certain  entertainment,  travel,  etc.,  expenses. 

275  Disallows  deduction  for  certain  taxes. 

281  Contains  special  rules  relating  to  terminal  railroad  corporations.  Insofar  as  is 

known  such  corporations  are  not  operating  in  this  state. 

301(b)(1)(C)  Special  rule  relating  to  certain  corporate  distributees  of  foreign  corporations. 

301(d)(3) 

and  (e)  Relates  to  certain  corporate  distributees  of  foreign  corporations  and  personal 

service  corporations. 

301(f)  Relates  to  distributions  of  antitrust  stock  to  corporations  (Christiana  Corpora- 

tion— DuPont  distribution) . 

301  ( g )  Cross-reference. 

302  24455  Relates  to  distributions  in  redemption  of  stock.  Section  24455  contains  similar 

provisions. 

304  Relates  to  the  redemption  of  stock  through  use  of  related  corporations. 

305(e)  Cross-reference. 

312(h)  Relates  to  earnings  and  profits  of  personal  service  corporations. 

312(j)  Increases  earnings  and  profits  of  corporation  in  case  of  distribution  of  proceeds 

of  loan  insured  by  the  United  States. 

312 (k)  Relates  to  distribution  of  General  Motors  stock  b,y  DuPont  Corporation. 

312 (i)  Relates  to  earnings  and  profits  of  foreign  investment  companies. 

:  316(b)  Special  rules  relating  to  dividends  paid  by  certain  insurance  companies  and 

personal  holding  companies. 

318(b)  Cross-reference. 

331(c)  Cross-reference. 

333(g)  Special  rule  permitting  corporations  which  will  be  classified  as  personal  holding 

companies  to  liquidate  on  favorable  tax  terms. 

'  337(d)  Special    rule    relating   to   liquidation   distributions   made    to    certain    minority 

shareholders. 
I 
1 338  Cross-reference. 

341-342  Collapsible  corporation  provisions.  No  special  treatment  under  state  law.  (Per- 

sonal income  tax  only) 

:  351  (d)  Cross-references. 

1 

1356(f)  Cross-references. 

363  Cross-reference. 

368  24562-24563       Federal  definition  of  a  "B"  reorganization  is  broader  than  state's. 


IRC 

State 

381 

382 

391-395 

404(a)(2) 

421(a)(2) 

421(a)(3) 

24621 

443(b) 

24636 

443(d) 

P.L.  86-459 

453(d) 

24670 
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Relates  to  carryover  of  items  or  tax  attributes  from  a  corporation  transferring 
its  property  to  another  corporation  in  liquidation  or  reorganization. 

Contains  special  limitations  on  carryover  of  net  operating  losses. 

Special  rules  relating  to  effective  dates  of  corporate  reorganization  provisions. 

Permits  a  deduction  for  contributions  to  employee  medical  benefit  plans. 

See  Section  24435.  Change  in  language  to  conform  to  1964  Revenue  Act  required. 

See  Section  24621.  Some  technical  differences. 

See  Section  24636.  Special  provisions  in  state  law  to  adjust  for  financial  offset. 

Cross-references. 

Dealer  Reserve  Income  Adjustment  Act  of  1960. 

See  Section  24670.  Special  state  provisions  required  because  franchise  tax  is 
a  prepaid  tax. 

454(c)  Special  provisions  relating  to  United  States  savings  bonds.  Not  required  for 

franchise  tax  purposes  as  interest  is  included  in  the  measure  of  the  tax. 

456  Permits  prepaid  dues  of  certain  membership  organization  to  be  reported  as 

earned. 

461(e)  Disallows  as  a  deduction  interest  paid  by  a  savings  and  loan  association  or 

mutual  savings  to  the  extent  paid  or  credited  for  a  period  of  more  than  12 
months.  To  be  allowed  as  a  deduction  for  proper  year  instead  of  year  paid 
or  credited. 

Cross-reference. 

Exempts  corporations  organized  under  act  of  Congress,  if  exempt  from  federal 
income  taxes. 

See  Section  23701d.  Federal  law  specifically  precludes  charitable,  etc.,  organi- 
zations from  participating  in  political  campaigns.  ; 

Federal  law  exempts  labor,  agricultural,  or  horticultural  organizations.  State 
law  exempts  same  organizations  unless  they  are  cooperatives. 

Federal  law  exempts  benevolent  life  insurance  companies  of  a  purely  local  char- 
acter, mutual  ditch  or  irrigation  companies,  etc. 

Exempts  credit  unions.  State  taxed  under  state  law,  but  are  allowed  to  deduct 
income  from  business  done  with  members. 

Exempts  certain  small  mutual  insurance  companies. 

Exempts  corporations  organized  for  the  purpose  of  financing  crop  operations.        ' 

Federal  law  disallows  a  charitable  deduction  if  made  to  an  organization  while 
denied  an  exemption  for  having  engaged  in  a  "prohibited  transaction". 


'±ii(.j.; 

501(c)(1) 

501(c)(3) 

23701d 

501(c)(5) 

23701a 

501(e) (12) 

501(c) (14) 

501(e) (15) 

501(c) (16) 

503  (r,),  (f) 

Taxes  on  Business  Income 


35 


BANK   AND  CORPORATION   TAX    LAW— INTERNAL    REVENUE  CODE   COMPARISON— Continued 

(Differences  in  effective  dates  not  noted) 


24404-24406 


IRC  State 

512(b)(6) 

513(b) 

514 
515 
521-522 

526 

531-537 

541-547 

551-558 

561-565  24402 

581-584 

591-595 

601 

611-613, except 


613(c) 

614 
615 

621 
'631 

,632 

I 

1732 

801-842 


24834 


24837 


Relates  to  the  net  operating  loss  deduction. 

Federal  law  provides  that  unrelated  business  tax  imposed  on  trusts  includes  any 
trade  or  business  carried  on  by  the  trust  or  a  partnership  of  which  it  is  a  mem- 
ber. 

See  Sections  23734a  to  23735b.  Some  difference  in  language. 

Allows  a  credit  for  foreign  taxes  paid  by  taxable  exempt  organizations. 

Relates  to  federal  treatment  of  farmers'  cooperatives.  Tax  treatment  differs 
under  state  law,  see  Sections  24404  to  24406,  inclusive. 

Exempt  receipts  of  shipowner 's  protection  and  indemnity  associations. 

Imposes  an  additional  tax  on  corporations  accumulating  surplus  to  avoid  tax. 

Imposes  a  special  tax  rate  on  personal  holding  companies. 

Special  provisions  regarding  foreign  personal  holding  companies. 

Special  rules  relating  to  dividends  eligible  for  the  dividends  paid  deduction. 
State  law  differs,  see  Section  24402. 

Rules  of  application  to  banking  institutions.  Banks  taxed  in  a  different  manner 
under  state  law. 

Special  provisions  relating  to  mutual  savings  banks,  savings  and  loan  associa- 
tions, etc.  Taxed  in  the  same  manner  as  banks  under  state  law. 

Allows  a  special  deduction  for  bank  afBliates. 


Provides  for  the  depletion  deduction.  State  provisions  are  based  on  1939  code 
provisions.  See  Sections  24831  to  24835,  inclusive. 

Relates  to  the  treatment  of  property  in  the  ease  of  oil  and  gas  wells. 

Federal  law  permits  a  deduction  of  up  to  $400,000  incurred  while  exploring  for 
ores  or  minerals.  Under  Section  24837  deduction  is  $75,000  for  year  for  a  maxi- 
mum of  four  years. 

Permits  pajinents  to  encourage  exploration,  development,  and  mining  for  de- 
fense purposes  to  be  excluded  from  gross  income. 

Treats  gain  or  loss  in  the  case  of  dispositions  of  timber,  coal,  or  iron  ores  as  a 
capital  gain.  Capital  gain  provisions  have  not  been  extended  to  Franchise  Tax 
Law. 

Limits  federal  income  tax  to  30  percent  of  the  selling  price  when  oil  or  gas  prop- 
erties are  sold. 

Relates  to  the  basis  of  partnership  property  distributed  in  kind. 

Special  rules  applicable  to  life  insurance  companies.  Life  insurance  companies 
are  not  subject  to  the  franchise  tax. 
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lEC  State 

851-858  Special  roles  applicable  to  regulated  investment  companies  and  real  estate  in- 

vestment tmsts. 

Section  23701m  exempts  diversified  management  companies.  No  provisions  re- 
garding real  estate  investment  trusts. 

861-912  25101  Relates  to  the  determination  of  sources  of  income,  foreign  corporations,  and  in- 

come from  sources  without  the  United  States. 

Section  25101  is  the  franchise  tax  allocation  section.  Provisions,  however,  are 
different. 

921—922  Special  provisions  relating  to  Western  Hemisphere  trade  corporations. 

931-934  Provisions  regarding  income  from  possessions  of  the  United  States. 

941-943  Provisions  regarding  China  Trade  Act  Corporations. 

951-964  Provisions  regarding  income  of  controlled  foreign  corporations. 

970-972  Provisions  regarding  export  trade  corporations. 

1014  Relates  to  the  basis  of  property  acquired  from  a  decedent. 

1016(a)  (2)  Federal  law  specifically  requires  basis  of  property  to  be  reduced  for  depreciation 

while  owned  by  an  exempt  organization. 

1016  (a  I  (3 )  Federal  law  specifically  requires  basis  for  depreciation  while  owned  by  an  exempt 

organization. 

1018  Relates  to  adjustment  of  capital  .structure  in  connection  with  proceedings  under 

the  Bankruptcy  Act  occurring  before  September  22,  1938. 

1020  Relates  to  an  election  in  respect  to  depreciation,  etc.,  allowed  before  1952. 

1021  Provides  that  the  basis  of  annuity  contracts  shall  not  be  less  than  zero.  See  See-  i 

tion  72. 

1022  Permits  basis  of  stock  in  a  foreign  personal  holding  company  to  be  increa.sed  byj 

amount  of  federal  estate  tax.  I 

1023  Cross-reference. 

1036  rb)  Cross-references. 

1037  Permits  certain  United  States  obligations  to  be  exchanged  tax-free.  ! 

1051  24961  Relates  to  the  basis  of  property  acquired  from  an  affiliated  corporation  during 

a  period  of  afiBliation. 

1^5  Relates  to  the  treatment  of  redeemable  ground  rents.  I 

1056  Cross-references. 


1081-1083  24981, 24988       Relates  to  the  basis  of  stock  or  securities  in  cases  involAring  an  order  of  the  S.E.C 

Sections  24981  and  24988  contain  similar  but  less  detailed  rules. 

1111  '  Relates  to  DuPont  distribution.  ( Christiana  Corporation. ) 


t 
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IRC 

1201-1250 

1:311-1315 

1321 

1341-1342 

1346 
1347 

1361 

1371-1377 
1381-1388 


State 


26073c 


24273.5 
24404-24406 


Provisions  relating  to  capital  gains  and  losses.  Capital  gains  and  losses  are  taxed 
in  the  same  manner  as  other  items  of  income  under  state  law. 

Provisions  relating  to  the  mitigation  of  the  eifect  of  limitations  and  other  pro- 
visions. Section  26073c  contains  related  provisions. 

Provisions  relating  to  involuntary  liquidation  of  Lifo  inventories.  Applied  to 
years  ending  before  January  1,  1955. 

Provisions  which  permit  the  tax  to  be  recnrnpnted  wliere  taxpayer  recovers  or 
restores  substantial  amount  held  by  another  or  held  under  claim  of  right. 

Provisions  relating  to  time  for  taxing  recovery  of  unconstitutional  federal  taxes. 

Relates  to  amount  of  tax  imposed  where  claims  were  filed  against  United  States 
before  January  1,  1958,  involving  acquisition  of  property. 

Permits  certain   unincorporated   business   enterprises   to   elect  to   be   taxed   as 
corporations. 

Permits  certain  corporations  to  elect  to  be  treated  for  tax  purposes  somewhat 
as  partnerships. 

Provisions  relating  to  patronage  dividends  declared  or  paid  by  cooperatives. 
State  provisions  are  in  Sections  24404  to  24406,  inclusive  and  24273.5. 


End  of  substantive  taxing  provisions. 


A  SUGGESTED  CHANGE  FOR  TREATMENT 

OF  COMMENCING  AND  DISSOLVING 

CORPORATIONS 

As  previoiisly  pointed  out,  the  franchise  tax  for  a 
'  given  year  is  measured  by  the  net  income  of  the  bank 
I  or  corporation  for  its  preceding  fiscal  or  calendar 
j  year.  Thus  for  the  privilege  of  doing  business  during 
I  the  calendar  year  1965,  a  corporation  must  pay,  on  or 
i  before  March  15,  1965,  a  tax  measured  by  its  net  in- 
;  come  for  the  calendar  year  1964.  The  historical  reason 
for  placing  the  tax  on  this  prepaid  basis  appears  to 
J  have  been  to  avoid  a  loss  of  one  year 's  revenue  to  the 
i  state  when  the  prior  ad  valorem  taxes  on  bank  stock 
I  and  corporate  franchises  (former  Political  Code  Sec- 
'  tions  3664(c)  and  (d))  were  .superseded  by  the  Bank 
,  and  Corporation  Franchise  Tax  Act  of  1929.^1 

Quite  obviously,  it  is  necessary  to  have  special  pro- 
visions in  the  law  to  deal  with  commencing  corpora- 
1  tions  that  do  not  yet  have  a  previous  year 's  income  to 
j  serve  as  a  measure  of  their  tax.  A  prepayment  of  the 
'  $100  minimum  tax  is  made  when  the  corporate  articles 
are  filed  with  the  Secretary  of  State."-  If  the  first  re- 
,  turn  of  the  corporation  covers  a  full  12  months  of 
I  business  operations,  the  income  shown  on  that  return 

:  "See  Spring  Valley  Co.,  Ltd.  v.  Johnson,  7  Cal.  App.  2d  258,  261, 
■  46  P.  2d  294  (1935). 

;  *■  Section  23221. 


is  used  to  measure  the  tax  for  the  first  and  second 
taxable  years  and  the  prepaid  minimum  tax  is  cred- 
ited against  the  tax  for  the  first  taxable  j^ear.  If  re- 
turns are  filed  for  one  or  more  short  periods  before  a 
full  12-month  period  is  completed,  the  income  of  each 
.such  short  period  is  used  as  the  measure  of  the  tax  for 
that  short  period  and  a  prepayment  of  the  tax  for  the 
succeeding  period.-^  In  other  words,  a  corporation 
must  complete  an  accounting  period  consisting  of  a 
full  12  months  of  operations  before  it  will  go  on  a 
fully  prepaid  basis. 

Special  provisions  are  also  necessary  for  corpora- 
tions that  dissolve  or  withdraw  from  the  state  during 
a  year  for  which  they  have  already  paid  a  tax  for  the 
privilege  of  doing  business  through  the  entire  year.^* 
For  example,  if  a  corporation  reporting  on  the  calen- 
dar-year basis  dissolves  on  December  31,  1964,  it  need 
pay  no  tax  for  the  privilege  of  doing  business  in  1965  ; 
therefore  its  1964  income  will  not  be  included  in  the 
measure  of  any  tax.  If  the  corporation  dissolves  on 
February  28,  1965,  it  will  be  entitled  to  an  abatement 
of  ten-twelfths  of  the  tax  for  1965,  measured  by  the 
Income  of  1964.  If  it  dissolves  on  June  30,  1965,  after 
having  paid  (on  March  15,  1965)  a  tax  measured  by 
the  income  of  1964,  it  will  be  entitled  to  a  refund  of 
six-twelfths  of  the  tax  paid  for  1965. 

23  Sections  23222-23222a. 
=■•  Section  23332. 
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Many  pages  of  the  statute  are  devoted  to  these  spe- 
cial, though  not  uncommon  situations.  The  provisions 
are  complex  and  esoteric  and  it  would  seem  to  be  a 
reasonable  assumption  that  many  hours  and  dollars 
are  expended  by  taxpayers  and  by  the  Franchise  Tax 
Board  to  effect  compliance  therewith. 

These  complexities  could  be  dLspelled  by  changing 
the  franchise  tax  from  a  prepaid  to  a  current  basis, 
i.e.,  by  making  the  measure  of  the  tax  for  a  particular 
year  the  income  for  that  year  rather  than  the  preced- 
ing year,  with  the  tax  being  payable  2  months  and 
15  days  after  the  end  of  the  year.  Thus  for  the  priv- 
ilege of  doing  business  during  the  calendar  year  1964, 
a  corporation  would  pay,  on  or  before  March  15,  1965, 
a  tax  measured  by  its  net  income  for  the  calendar  year 
1964. 

Precedent  for  making  such  a  change  is  provided  by 
Xew  York  and  New  Jersey,  which  made  such  changes 
in  1944  and  1958.  respectively.  Nevertheless,  the 
change  should  be  recommended  for  California  only  if 
after  careful  study  it  is  determined  that  it  will  not 
result  either  in  serious  revenue  loss  to  the  state  or  in 
substantial  unfairness  to  taxpayers. 

Disadvantages  of  the  Present  Law 

Some  of  the  drawbacks  of  the  prepaid  feature  of 
the  present  law  are  the  following : 

1.  The  present  law  overtaxes  the  corporation  which 
realizes  high  profits  early  in  its  life  and  has  diminish- 
ing profits  thereafter,  and  it  undertaxes  the  corpora- 
tion which  realizes  little  or  no  profits  at  the  beginning 
but  has  large  profits  near  the  end  of  its  corporate 
life.  It  is  a  reasonable  conclusion  that  many  more 
corporations  are  in  the  latter  category  than  in  the 
former,  and  this  means  that  there  is  an  overall  reve- 
nue lo.ss  to  the  state.^^ 

2.  The  selection  of  an  accounting  period  or  dissolu- 
tion date  can  have  a  pronounced  effect  on  franchise 
tax  liability.  Two  corporations  having  the  same  length 
of  life  and  receiving  the  same  amount  of  income  over 
that  life  can  have  markedly  different  franchise  tax 
liabilities  simply  because  of  differences  in  the  timing 
of  their  commencing  and  dissolving  dates  in  relation 
to  their  taxable  years.  To  illustrate,  let  us  assume  that 
a  corporation  begins  doing  business  on  July  1.  1961 
and  dis.solves  on  June  .30,  1964.  It  earns  net  income 
at  the  rate  of  .$1,000  per  month  in  1961,  .$2,000  per 
month  in  1962  and  $3,000  per  month  in  1963  and 
1964.  If  it  elects  to  report  on  the  basis  of  a  fiscal  j-ear 
ending  June  30,  the  franchise  taxes  which  it  will  pay 
over  its  lifetime  will  be  as  follows : 

yet 

Income  year  Taxable  year  income  Tar 

June  .30, 1962  .Inne  .30, 1962  ?1S.000  |990 

June  .30, 1962  June  .30, 1903  18.000  990 

June  30, 1963  June  .30. 1964  30,000  1.650 


If  the  same  corporation  elects  to  report  on  a  calendar- 
year  basis  its  taxes  will  be  as  follows : 


Total 


$3,630 


1961 

1961 

S6.000 

$.3.30 

1962 

1962 

24,000 

1,.320 

1962 

1963 

24,000 

1,320 

1963 

1964 

36,000 

990 

TotaU 


$3,960 


■For  further  discussion  see  Report  of  the  Senate  Fact  Finding 
Committee  on  Revenue  and  Taxation.  A  Stxidy  of  the  Feasi- 
bility of  Increasing  State  and  Local  Government  Revenues 
from  Selected  Taxes,  1963. 


The  total  taxes  will  be  less  on  the  fiscal  year  basis 
for  the  reason  that  the  income  of  the  first  period  of 
a  fuU  12  months  will  be  a  lower  amount  ($18,000  v. 
$24,000  on  the  calendar-year  basis  j  and  it  is  this 
income  that  will  be  used  twice  as  a  measure  of  the 
tax  in  order  to  put  the  corporation  on  a  prepaid  ba.sis. 
Thus,  if  a  corporation's  income  is  expected  to  rise  as 
time  goes  on,  it  will  pay  less  taxes  by  selecting  an 
accounting  period  which  will  allow  early  completion 
of  a  full  12-month  period.  This  can  be  condemned  as 
a  trap  for  unwary  taxpayers  or  a  loophole  for  clever 
taxpayers,  depending  upon  the  point  of  view. 

Another  loophole  can  be  exploited  by  the  careful 
timing  of  a  dissolution  or  withdrawal.  Since  the  in- 
come of  the  year  in  which  dissolution  or  withdrawal 
occurs  will  escape  taxation  altogether,  there  is  a  mo- 
tive to  dissolve  or  withdraw  promptly  after  the  receipt 
of  a  large  amount  of  income. 

3.  Because  the  time  of  commencement  or  cessation 
of  business  in  relation  to  the  accounting  period  used 
by  the  corporation  can  have  a  critical  effect  on  the 
amount  of  franchise  tax  liability,  it  is  not  uncommon 
for  a  dispute  concerning  the  time  when  business  ac- 
tivity began  or  ended  to  arise  between  the  taxpayer 
and  the  Franchise  Tax  Board.-'  The  statutory  defini- 
tion of  "doing  business"  is  "actively  engaged  in  any 
tran.saction  for  the  purpose  of  financial  or  pecuniary 
gain  or  profit."  ^*  The  definition  is  so  broad  that  opin- 
ions may  differ  as  to  its  application  to  particular  facts. 

4.  If  a  corporation  changes  from  being  subject  to 
franchise  tax  to  being  subject  to  corporation  income 
tax  or  vice  versa  (e.g.,  by  changing  from  doing  some 
intrastate  business  to  doing  exclusively  interstate  busi- 
ness or  vice  versa),  special  adjustments  are  required.^ 

5.  If  a  corporation  commences  or  ceases  doing  busi- 
ness pursuant  to  a  reorganization,  the  normal  rules 
applicable  to  commencing  and  dissolving  corporations 
are  superseded  by  even  more  complicated  rules.'"  To 
make  matters  worse  the  definition  of  "reorganiza- 
tion" for  this  purpose  is  not  the  same  as  for  the  pro- 
visions dealing  with  tax-free  exchanges.^* 

6.  It  has  been  necessary  to  add  special  rules  to  the 
installment  sales  provisions  in  order  to  prevent  the 
unreported  gain  on  such  sales  from  escaping  taxation 

=»  Six-twelfths  of  ?1,9S0. 

"See  annotations  following  Sections  23101,   23153   and   23222  In 

Retenue   Laics  of  California — 1S6S,  State  Board  of   Ekjual- 

ization. 
»  Section  23101. 
»  Sections  23224  and  23504. 
»SecUons  23251-23254  and  23332. 
»>  Compare  Section  23251  with  Section  24562  and  see  San  Joaquin 

Ginning  Co.  v.  McColgan.  20  Cal.  2d  254.  125  P.2d  36  (1942) 

and  Andersen-Carlson  Mfg.  Co.  v.  Franchise  Tax  Board.  132 

Cal.  App.  2d  285,  283  P.2d  278  (1955). 
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■when  a  corporation  dissolves.'-  The  interpretation  of 
these  rules  has  been  a  source  of  dispute  between  tax- 
payers and  the  Franchise  Tax  Board. 

7.  The  prepaid  feature  has  made  it  difficult  to  keep 
the  California  law  in  reasonable  conformity  with  the 
federal  income  tax  law.  For  example,  such  federal  in- 
novations as  the  provisions  for  reporting  installment 
sales  have  had  to  undergo  tortuous  adaptation  in  the 
California  law  (see  Point  6  above). 

Problems  Presented  by  Proposed  Change 

1.  Woitld  the  state  lose  a  year's  revenue  by  con- 
verting the  tax  from  a  prepaid  to  a  current 
basis? 

This  would  not  be  a  necessary  consequence  of  the 
changeover.  If,  for  example,  the  new  law  were  to  be 
effective  for  1965,  the  tax  which  becomes  payable  on 
March  15,  1965,  would  be  a  tax  on  the  privilege  of 
having  done  business  during  1964.  Since  corporations 
would  already  have  paid,  under  the  prior  law,  on 
March  15,  1964  a  tax  for  the  privilege  of  doing  busi- 
ness in  1964,  there  might  be  some  outcry  against 
double  taxation.  However,  the  tax  would  not  be  in- 
valid on  this  ground.  A  similar  argument  was  made, 
and  rejected  by  the  courts  when  the  bank  and  corpora- 
tion franchise  tax  became  applicable  to  public  utility 
corporations  in  1953. '^ 

,  2.  Would  the  change  be  fair  to  corporations  who 
I  commenced  doing  business  under  the  old  law  and 

dissolve  or  withdraw  under  the  new  law? 
Under  the  present  law  a  commencing  corporation 
.pays  two  taxes  measured  by  the  income  of  its  first 
full  j^ear  of  doing  business,  viz.,  the  taxes  for  the  priv- 
ilege of  doing  business  in  the  first  and  second  years. ^^ 
This  doubling-up   is  rectified   when   the   corporation 
(dissolves  or  withdraws  for  it   is  then  excused  from 
ipaying  any  tax  measured  by  its  income  for  the  year 
of  dissolution,  and  if  it  dis.solves  in  the  course  of  the 
year  it  gets  a  prorated  rebate  of  the  tax  paid  for  the 
privilege  of  doing  business  in  that  year  measured  by 
the  income  of  the  previous  year.'^  The  basic  pattern 
;of  the  new  law  w'ould  be  to  tax  corporations  on  their 
■income  up  to  the  date  of  dissolution,  the  same  as  they 
are  taxed  for  federal  income  tax  purposes.  The  ques- 
tion arises  as  to  what  concession,  if  any,  should  be 
made  to  corporations  which  began  doing  business  un- 
ler  the  old  law  and  dissolve  or  withdraw  under  the 
(Qew  law.  Should  such  corporations  receive  some  sort 
,bf  concession  to  offset  the  double  tax  which  was  paid 
Im  their  first  year's  income  under  the  old  law? 

The  question  is  one  of  fairness  rather  than  of  legal 
•ights,  for  it  could  not  be  contended  that  such  a  cor- 
loration  has  a  vested  right  to  the  favorable  tax  treat- 
nent  accorded  to  a  dissolving  corporation  under  the 
|)ld  law.^®  It  may  be  noted  at  this  point  that  little 

FSection  24672. 

I' Southern  California  Edison  Co.  v.  Johnson.  55  Cal.  App.  2d  683, 
131  P.2d   43    (1942)   cf.  Citv  Investments,  Ltd.  v.  Johnson,  6 
Cal.  2d  l.iO,  56  P.2d  939   (1936). 
'Sections  23221-23226. 
■Section  23332. 
I'People  V.  Chapman,  SO  N.T.S.  2d  835   (194S). 


guidance  can  be  obtained  from  the  New  York  and 
New  Jersey  precedents  because  neither  of  those  states 
had  a  doubling-up  provision  under  their  old  laws. 
A  corporation  simply  paid  the  minimum  tax  for  its 
first  year  and  didn't  get  on  a  prepaid  basis  until  the 
second  year.  Therefore,  those  states  didn't  have  to 
deal  with  this  particular  problem  when  they  con- 
verted their  taxes  to  a  current  basis. 

One  solution  to  the  problem  might  be  to  continue 
the  prior  treatment  for  those  corporations  which  be- 
gan doing  business  under  the  old  law  and  dissolve 
under  the  new  law,  i.e.,  waive  the  tax  on  the  income 
for  the  year  of  dissolution  and  allow  a  prorated  re- 
bate of  the  tax  on  the  prior  year's  income  if  dissolu- 
tion occurs  in  the  course  of  the  year.  The  difficulty 
with  this  concession  is  that  it  will  necessitate  retaining 
for  application  to  such  corporations  those  special  pro- 
visions now  in  the  law  which  were  designed  to  pre- 
vent deferred  income  from  escaping  tax  (e.g.,  the  in- 
stallment sale  provision  described  above).  Since  the 
elimination  of  such  complicated  provisions  is  a  main 
objective  of  the  proposed  change,  this  type  of  conces- 
sion cannot  be  recommended. 

A  better  solution  would  be  to  allow  such  a  corpora- 
tion a  credit  against  its  tax  for  the  year  of  dissolu- 
tion in  an  amount  equal  to  the  second  tax  which  it 
paid  on  the  income  of  the  first  full  year  of  operations. 
Such  a  corporation  would  then  be  treated  no  more 
nor  less  favorably  than  corporations  which  commence 
and  dissolve  under  the  new  law.  The  drawback  to  this 
approach  is  that  it  would  necessitate  the  indefinite 
retention  of  records  going  back  to  1929.  This  burden 
might  be  eased  by  allowing  an  optional  credit  in  a 
standard  amount  where  the  corporation  is  unable  to 
verify  the  exact  amount  of  the  second  tax  which  it 
paid  on  the  income  of  its  first  full  year  of  operations. 
This  would  be  akin  to  the  optional  standard  deduc- 
tion which  is  allowed  to  individual  taxpayers  who  are 
disinclined  to  keep  the  records  necessary  to  itemize 
their  deductions. 

If  it  is  considered  desirable  to  make  some  conces- 
sion in  this  area,  then  the  tax  credit  as  described  in 
the  preceding  paragraph  is  worth  exploring.  The 
credit  should  be  limited  to  the  amount  of  tax  due  on 
the  income  of  the  year  of  dissolution  and  any  excess 
should  not  be  refundable.  This  will  prevent  there 
being  a  motivation  to  dissolve  a  corporation  in  a  loss 
year  for  the  sole  purpose  of  getting  a  refund. 

3.  Will  the  projMsed  change  jeopardize  the  inclu- 
sion of  federal  bond  interest  in  the  measure  of 
the  tax? 

One  of  the  chief  reasons  why  California  adopted  a 
privilege  tax  measure  by  net  income  rather  than  a 
direct  net  income  tax  was  to  tax  indirectly  the  inter- 
est income  from  federal  securities  which  it  could  not 
tax  directly.  Changing  the  tax  from  a  prepaid  to  a 
current  basis  would  not  neeesarily  mean  converting  it 
from  a  privih^ge  tax  to  a  direct  net  income  tax.  Its 
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character  as  a  privilege  tax  measured  by  net  income 
could  be  preserved. 

The  New  York  and  New  Jersey  corporation  taxes 
continued  to  be  pri%dlege  taxes  measured  by  net 
income  after  they  were  changed  from  a  prepaid  to  a 
current  basis,  and  federal  bond  interest  has  continued 
to  be  included  in  the  measure.  The  change  could  be 
effected  in  the  same  way  in  California. 

4.  Will  the  proposed  change  deprive  the  Franchise 
Tax  Board  of  any  of  its  power  to  enforce  pay- 
ment of  the  tax? 

The  law  now  provides  for  suspension  or  forfeiture 
of  corporate  powers  for  nonpayment  of  the  tax  '•'■''  and 
this  is  probably  one  of  the  most  important  collection 
weapons  which  the  Franchise  Tax  Board  has.  It  is  a 
natural  concomitant  of  a  privilege  tax  but  it  could 
just  as  well  be  applied  to  a  direct  income  tax,  for  the 
right  to  do  business  in  the  corporate  form  exists  only 
at  the  sufferance  of  the  state  and  could  be  denied  for 
nonpayment  of  any  kind  of  state  tax.  In  anj-  event 
the  conversion  of  the  francliise  tax  to  a  current  basis 
would  not  alter  its  chai-acter  as  a  privilege  tax  (see 
question  3  above). 

The  law  now  also  provides  tliat  a  tax  clearance 
certificate  must  be  obtained  from  the  Franchise  Tax 
Board  and  filed  with  the  Secretary  of  State  before  tlie 
latter  official  can  accept  a  certificate  of  dissolution  or 
withdrawal.^**  In  this  way  the  state  can  retain  juris- 
dictidii  over  a  corjjoiation  until  its  franchise  taxes  are 
fully  paid.  Under  the  new  law  it  will  be  more  difficult 
for  the  Franchise  Tax  Board  to  make  a  quick  deter- 
mination of  whether  all  tax  liability  has  been  satis- 
fied because  a  tax  will  be  due  on  income  down  to  the 
date  of  dissolution  or  withdrawal.  As  a  practical  mat- 
ter, however,  the  board  usually  protects  itself  by 
requiring  an  assumption  of  liability  or  other  security 
before  issuing  a  tax  clearance  certificate.  This  prac- 
tice could  be  continued  and  should  provide  an  ade- 
quate safeguard. 

5.  Will  the  proposed  change  jeopardize  the  present 
method  of  taxing  hanks? 

The  tax  rate  applicable  to  banks  and  financial  cor- 
porations is  the  rate  applicable  to  general  corporations 
(now  5.5  percent)  plus  an  additional  percentage  equal 
to  the  percentage  of  net  income  which  general  corpo- 
rations have  paid  as  personal  property  taxes  in  the 
year  in  question.  The  bank  rate  is  not  finally  deter- 
mined until  December  of  each  year,  after  the  Fran- 
chise Tax  Board  has  compiled  the  data  regarding 
personal  property  tax  payments  of  general  corpora- 
tions (from  Schedule  T  of  Form  100)  and  made  the 
necessary  computations.  Banks  are  required  to  pay  a 
tax  computed  at  the  general  rate  when  filing  their 
returns  and  then  pay  a  second  installment  after  the 
bank  rate  is  announced  to  make  up  the  difference. 
This  means  that  under  present  law  a  bank  using  the 
calendar  year  will  not  complete  the  payment  of  its 

^Section  23S01. 
»  Section  23:!:!4. 


tax  liability  until  late  December  of  the  privilege  year. 
The  conversion  of  the  tax  to  a  current  basis  wiU  have 
no  serious  consequences  in  this  area.  It  wiU  mean  that 
the  tax  for  the  privilege  of  doing  business  in  a  partic- 
ular year  wiU  not  be  fully  paid  by  a  bank  until  some 
11  month,s  after  the  close  of  that  year,  but  this  would 
have  no  bearing  on  the  validity  of  the  tax. 

1963  Legislative  History 

Assembly  Bill  No.  1946  in  the  1963  Regular  Session 
would  liave  effected  this  proposed  change  in  the  fran- 
chise tax.  It  also  provided  for  repeal  of  the  privilege 
of  paying  the  tax  in  two  installments  and  for  esti- 
mated tax  pajinents.  The  bill  failed  to  pass,  largely 
because  it  was  linked  together  in  the  Governor's  tax 
program  witli  the  controversial  proposal  for  personal 
income  tax  withliolding  (A.B.  1944).  The  repeal  of  the 
installment  payment  privilege  and  the  requirement  of 
estimated  tax  payments  were  salvaged  and  enacted 
as  Senate  Bill  No.  o  in  the  1963  First  Extraordinary 
Session, 

The  failure  of  A.B.  1946  to  pass  in  1963  should  not 
be  considered  a  repudiation  of  the  proposal  to  change 
tlie  application  of  the  franchise  tax  to  commencing 
and  witlidrawing  corporations.  Rather,  it  is  fortunate 
that  the  formidable  job  of  drafting  legislation  to  effect 
the  change  has  already  been  done.  A.B.  1946  could 
easily  be  adapted  for  reintroduction  in  the  1965  Reg- 
ular Session. 

It  .slionld  be  mentioned  that  the  credit  problem  pre- 
viously discussed  was  dealt  with  in  A.B.  1946  by  al- 
lowing to  each  taxpayer,  in  the  year  the  proposed 
change  was  to  become  effective,  a  credit  in  an  amount 
equal  to  the  second  tax  which  it  has  paid  on  the 
income  of  its  first  year  of  operations.  The  revenue 
loss  resulting  from  the  allowance  of  this  credit  was 
estimated  by  the  Department  of  Finance  to  be  $65 
million  but  it  would  have  been  offset  by  the  revenue 
gained  from  tlie  requirement  of  estimated  tax  pay- 
ments, and  the  state  would  have  shown  a  net  gain  in 
revenue  collections  for  the  fiscal  year  in  which  these 
changes  were  to  become  effective.  This  opportunity 
of  absorbing  the  revenue  loss  resulting  from  allowance 
of  a  credit  is  no  longer  available,  inasmuch  as  the 
estimated  tax  payment  requirement  did  become  law 
and  the  revenue  pickup  which  it  afforded  is  already 
being  realized. 

Nevertheless,  this  higlily  desirable  structural  re- 
form in  the  law  should  not  be  aborted  because  of  the 
credit  problem.  As  previously  stated,  the  proposed 
change  would  be  legallj^  valid  if  no  credit  were 
allowed  all. 

PROPOSED  ADOPTION   BY  CALIFORNIA 

OF  THE  UNIFORM  DIVISION  OF 

INCOME  FOR  STATE  TAX  PURPOSES  ACT 

During  the  50-odd  years  of  state  taxation  of  net 
income  of  corporations  there  has  been  an  increasing 
awareness  that  the  lack  of  uniformity  in  the  rules 
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for  allocation  of  income  used  by  the  various  states 
can  lead  to  overtaxation  in  some  cases  and  under- 
taxation  in  others  and  can  subject  a  corporation  to 
a  burden  of  compliance  which  is  greatly  out  of  pro- 
portion to  the  tax  collected.  Nevertheless,  almost  no 
perceptible  progress  has  been  made  toward  curing  the 
situation.  Jlark  Twain's  famous  remark  about  the 
weather  could  be  applied  here:  Everyone  talks  about 
lack  of  uniformity  but  no  one  does  am'thing  about  it. 
Now,  however,  there  are  intimations  that  something 
may  be  done  about  the  problem,  something  tlie  states 
may  find  quite  disagreeable. 

In  June  of  last  year  the  Special  Subcommittee  on 
State  Taxation  of  Interstate  Commerce  of  the  Com- 
mittee on  the  Judiciary  of  the  House  of  Representa- 
tives completed   a   three-year   study  of  the   problem 
and  published  its  report.  The  report  is  a  penetrating 
and  exhaustive  treatment,  running  to  GOO  pages  of 
:  text  and  500  pages  of  appendices.  The  tenor  of  the 
i  report  is  that  it  is  uow  time  for  Congress  to  step  in 
I  and  seek  a  solution.  There  can  be  little  doubt  that 
;  Congress  does  have  the  power,  under  the  commerce 
clause  of  the  U.S.  Constitution,  to  lay  down  rules  for 
allocation  of  income  which  the  states  would  have  to 
follow. 

If  federal  intervention  is  to  be  forestalled,  the 
states  must  act  promptly  to  achieve  uniformity  by 
agreement  among  themselves.  The  situation  seems 
.ripe  for  the  same  solution  that  has  been  so  sucess- 
fully  applied  in  many  other  fields  of  law  where  a 
common  set  of  rules  is  advantageous — viz.,  the  adop- 
tion by  the  several  states  of  a  uniform  act. 

In  1959  the  National  Conference  of  Commissioners 
on  Uniform  State  Laws  pronudgated  the  Uniform 
Division  of  Income  for  Tax  Purposes  Act  (herein- 
after called  "the  Uniform  Act").  On  the  whole  it 
is  an  admirable  effort  to  work  out  a  set  of  rules 
which  are  understandable,  easy  of  application  and 
;fair.  For  the  most  part  it  conforms  eloselj-  to  the 
(existing  California  rules. 

!  So  far  the  states  have  been  languid  in  their  ac- 
jceptance  of  the  Uniform  Act.  It  has  been  adopted 
iverbatim  by  Kansas  and  with  minor  variations  by 
Alaska  and  Arkansas.  In  addition,  Indiana,  Oregon, 
iSouth  Carolina  and  Virginia  appear  to  have  adopted 
;wme  of  its  language  in  the  definition  of  the  factors 
;;o  be  used  in  the  formula.  This  slow  progress  is  not 
(.inusual  in  the  adoption  of  uniform  laws.  For  ex- 
jimple,  the  Uniform  Commercial  Code,  which  is  the 
■oride  and  joy  of  the  national  conference,  has  been 
idopted  by  only  29  states  to  date. 


Adoption  of  the  Uniform  Act  bj-  California  would 
undoubtedly  give  it  considerable  impetus,  for  Cali- 
fornia has  long  been  looked  up  to  by  other  states  in 
matters  of  tax  legislation  and  administration.  This 
coupled  with  a  growing  awareness  by  the  states  of 
the  imminence  of  federal  intervention  may  overcome 
the  inertia. 

Although  a  number  of  differences  can  be  found 
between  the  Uniform  Act  and  the  allocation  practices 
presently  followed  by  California,  it  is  only  with  re- 
.spect  to  the  property  factor  that  these  differences 
appear  to  have  significant  revenue  consequences. 
California  practice  excludes  rented  property  from 
the  factor  whereas  the  Uniform  Act  includes  it  (at 
a  value  equal  to  eight  times  the  annual  rental). 
Owned  property  is  included  in  the  factor  by  Cali- 
fornia at  its  tax  basis  or  "book  value"  (i.e.,  original 
cost  less  depreciation)  whereas  the  Uniform  Act  takes 
it  in  at  original  cost. 

The  revenue  effect  of  including  rented  property  in 
the  factor  is  difficult  to  assess.  It  can  be  speculated 
that  it  would  bring  a  number  of  government-owned, 
privately  operated  defense  plants  into  the  numerator 
of  the  fraction  and  thereby  allocate  more  net  income 
to  California ;  but  it  might  also  add  a  number  of 
high-rent  headquarters  office  buildings  in  eastern 
cities  to  the  denominator  and  thereby  decrease  the 
allocation  of  income  to  California.  In  any  event  the 
inclusion  of  rented  property  is  logical  because  it  is 
a  fair  indication  of  the  amount  of  taxpayer  activity 
in  the  state ;  therefore,  California  ought  to  accept 
it.  On  the  other  hand,  using  original  cost  as  the  basis 
for  including  property  in  the  factor  is  difficult  to 
rationalize.  Only  one  state  appears  to  have  adopted 
such  a  rule  on  its  own  initiative,  viz.,  Delaware.  The 
six  other  states  which  have  adopted  it  appear  to  have 
done  so  as  a  part  of  their  adoption  of  all  or  portions 
of  the  Uniform  Act  itself.  By  contrast,  14  states  use 
book  value.  Thus  it  would  seem  that  the  original  cost 
rule  is  an  aberration  in  the  Uniform  Act  which  Cali- 
fornia should  not  feel  constrained  to  follow. 

Of  course,  any  departure  by  California  from  the 
exact  wording  of  the  Uniform  Act  will  tend  to  thwart 
the  goal  of  uniformity.  It  is  probably  impossible, 
however,  to  achieve  complete  agreement  by  all  the 
states  on  all  of  the  details  of  any  uniform  act.  The 
best  that  can  be  hoped  for  is  that  enough  states  will 
adopt  the  Uniform  Act  in  substantially  the  same 
form  so  that  Congress  will  be  persuaded  that  federal 
intervention  is  unnecessary. 


CHAPTER  II 

THE  TAXATION  OF  INSURANCE 
COMPANIES 


SUMMARY 

Tlie  present  pattern  of  California  insurance  taxa- 
tion basically  stems  from  a  constitutional  amend- 
ment adopted  in  1910  which  levied  a  uniform  tax  on 
gross  premiums  received  from  business  done  in  Cali- 
fornia by  both  domestic  and  foreign  companies.  There 
have  been  no  significant  changes  in  state  insurance 
taxation  since  1948  when  the  present  permanent  tax 
rate  of  2.35  percent  became  effective,  together  with 
the  provision  that  insurance  tax  credits  would  be 
limited  to  the  real  property  taxes  paid  on  the  insur- 
ance company's  home  or  principal  office.  In  196.3,  a 
tax  prepayment  schedule  was  adopted  to  become  effec- 
tive over  the  years  1964  to  1967.  During  this  interim 
period  the  tax  rate  has  been  lowered  to  2.33  percent, 
but  is  to  retui-n  automatically  to  2.35  percent  in  1968. 

Recent  extravagant  claims  of  insurance  companies 
to  the  effect  that  they  are  bearing  significantly  heav- 
ier burdens  of  state  taxes  relative  to  their  income 
than  do  banks  or  general  corporations  are  questioned 
herein.^  Eelating  a  gro.ss  receipts  tax  to  an  income 
base  net  of  dividends  to  policyholders  and  comparing 
the  result  with  a  net  income  tax  rate  applicable  to 
other  bxLsiuesses,  as  is  done  in  the  study  underlying 
those  claims,  is  a  conceptual  error  of  the  highest 
order.  Extending  such  a  concept  to  other  indu.stries 
generates  some  absurd  conclusions  concerning  tax 
burdens.  The  study  of  the  California  life  insurance 
industry  introduces  further  biases  into  the  assertion 
that  they  "paid  an  effective  net  income  tax  over  the 
1960-62  period  which  was  approximately  20.1  percent 
of  their  net  income"  by  failing  to  allow  for  the  rela- 
tive ease  of  shifting  gross  receipts  taxes  compared  to 
net  income  taxes,  and  by  failing  to  allow  for  mutual 
insurers  having  a  remarkably  small  income  base  after 
dividends  to  policyholders.  Using  1963  data,  we  find 
a  .state  premiums  tax/income  before  dividends  rela- 
tionship somewhat  less  than  one-half  as  large  as  such 
a  ratio  calculated  with  income  after  dividends. 

Revenues  of  the  state  were  less  by  nearlj^  $5  million 
during  the  fiscal  year  1963-64  as  a  result  of  the  prin- 
cipal office  property  tax  deduction.  In  that  year,  less 
than  one-seventh  of  the  insurance  companies  filing 
taxable  returns  claimed  this  tax  credit.  Abuse  of  the 
apparent  intent  of  the  property  tax  credit  provision  is 
most  obvious  in  the  ease  of  those  insurers  who  rent  a 
significant  proportion  of  the  space  in  the  building  in 
question  to  tenants.  One  insurance  company  receiving 

I  "Taxation  of  the  Life  Insurance  Industry  in  California,"  Associ- 
ation of  California  Life  Insurance  Companies,  Oakland,  Cali- 
fornia, November  1964. 


a  tax  credit  of  nearly  one-half  million  dollars  in  1964 
occupied  only  9  percent  of  the  rental  value  space  of 
the  building  for  which  the  credit  was  taken.  In  addi- 
tion, inequities  among  insurance  companies  are  caused 
by  differences  in  their  "effective"  premiums  tax  rate. 
In  1964,  five  insurers  were  able  to  reduce  their  state 
insurance  tax  rate  to  zero  by  completely  offsetting 
their  insurance  tax. 

A  number  of  alternative  methods  of  eliminating 
abuse  of  the  principal  office  property  tax  credit  and 
improving  equity  within  the  insurance  industry  are 
herein  cf^nsidered.  One  suggestion  is  to  allow  that 
proportion  of  the  property  tax  as  a  credit  which  the 
rental  value  of  the  insurer's  occupancy  constitutes 
of  the  rental  value  of  the  total  property  and  that 
the  deduction  be  limited  to  insurance  companies  now 
qualifying  for  the  deduction,  with  the  proportion  of 
the  tax  bill  deductible  in  the  future  limited  to  the  J 
present  proportion  of  occupancy.  It  is  estimated  that 
such  reform  of  the  insurance  tax  law  would  produce 
$2.3  million  additional  revenue  for  the  state  in  the 
ensuing  fiscal  j^ear  and  in  the  order  of  $25  to  $30 
million  over  the  next  decade. 

The  major  problem  that  the  gross  premiums  tax 
places  on  the  insurance  industry  is  the  avoidance  of 
taxation  by  several  competing  forms  of  insurance. 
Fraternal  life  insurance  companies  and  hospitaliza- ' 
tion  insurance  groups  write  insurance  that  is  competi- ; 
tive  with  commercial  insurance  companies,  both  stock ' 
and  mutual.  It  would  appear  only  equitable  that  all ' 
such  insurance  should  be  taxed  the  same.  The  growth, 
of  self-insurance  would  not  be  so  easy  to  deal  with. 
It  is  conceivable  that  a  technique  could  be  developed, 
to  allow  for  the  measurement  of  the  premium  value  of 
self-insurance  and  that  the  state  premiums  tax  could 
be  applied  against  it,  but  such  a  move  does  not  appear 
plausible  at  the  present  time. 
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TAXES  ON  INSURANCE  COMPANIES 

Origin  of  the  Present  California  Law 

Prior  to  1910  there  had  been  an  evolving  pattern 
of  insurance  taxation  including,  at  different  points  in 
time,  a  variety  of  stamp  taxes,  differential  treatment 
accorded  California  and  non-California  companies  on 
gross  premiums  taxes,  differential  treatment  accorded 
different  types  of  insurance,  and  varying  policies  iu 
regard  to  the  deductibility  of  claims  paid  out  in  the 
calculation  of  premiums  subject  to  tax.  Basically,  the 
present  law  came  into  existence  in  1910  when  a  con- 
stitutional amendment  was  adopted  which  levied  a 
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uniform  tax  on  gross  premiums  received  from  business 
done  in  California  by  both  domestic  and  foreign  com- 
panies. The  tax  rate  was  to  be  determined  by  legisla- 
tive action  and  the  rate  applicable  in  1911  was  li  per- 
cent. Deduction  was  allowed  from  gross  premiums  for 
return  premiums  and  reinsurance,  the  amount  of  any 
California  county  and  municipal  property  taxes  paid 
could  be  offset  against  the  premiums  tax,  and  the  tax 
was  in  lieu  of  all  other  taxes  and  licenses. 

By  1921,  the  tax  rate  had  been  increased  through  a 
series  of  adjustments  to  2.6  percent.  No  further  rate 
changes  were  experienced  until  1944,  nor  were  there 
other  substantial  changes  during  this  period  except 
for  the  removal  of  ocean  marine  insurers  and  title 
companies  from  the  general  structure  of  insurance 
taxation.  In  1942  a  constiutional  amendment  was 
adopted  which  provided  an  annually  decreasing  sched- 
ule of  tax  rates  coupled  with  a  decreasing  scale  of 
percentages  of  total  California  real  property  taxes 
paid  (other  than  those  attributable  to  the  home  or 
principal  office)  which  could  be  used  as  a  deduction 
from  insurance  tax  liabilit.y.  Through  gradual  reduc- 
tion, the  present  constitutionally  set  rate  of  2.35  per- 
cent was  reached  in  1948  together  with  the  allowance 
as  an  offset  of  only  the  real  property  taxes  paid  on 
the  insurance  company's  home  or  principle  office.'' 
Since  1948,  attempts  have  been  made  in  five  differ- 
I  ent  ses.sions  of  the  California  Legislature  to  limit  the 
home-office  deduction.  Bills  to  deal  with  the  problem 
by  amending  the  Revenue  and  Taxation  Code  were 
introduced  in  the  Assembly  in  1955,  1959,  1961,  and 
1963.  The  1964  session  saw  a  similar  proposal  intro- 
duced in  the  Senate.  The  1961  and  1963  Assembly 
bills  and  the  1964  Senate  bill  were  accompanied  by 
parallel  constitutional  amendment  measures. 

In  each  case,  the  proposed  legislation  has  involved 
an  attempt,  not  to  eliminate  the  home  office  deduction, 
but  rather,  to  limit  the  legal  deduction  to  that  portion 
of  the  property  actually  utilized  by  the  taxpaying 
^insurer  for  home-office  operations,  including  adjacent 
land  required  for  convenient  use,  e.g.,  land  used  for 
parking  lots.  In  other  words,  each  of  these  legislative 
measures  has  intended  to  deny  to  insurer  landlords 
the  opporunity  to  deduct  from  the  state  premiums 
tax  local  property  taxes  paid  on  property  that  is  not 
ased  for  home  office  functions  but  for  income-produc- 
ting  commercial  rental  purposes. 

1  The  Assembly  bills  of  1955,  1959,  and  1961  died  in 
Ijommittee.  The  1963  effort  was  returned  by  the  As- 
sembly Committee  on  Revenue  and  Taxation  with  a 
I 'do  pass"  recommendation.  Subsequently,  on  motion 
)f  the  author,  it  was  referred  to  the  Rules  Committee 
loT  assignment  to  an  appropriate  interim  committee. 
iPhe  Rules  Committee  took  no  action.  The  1964  Senate 
i)ill  was  sponsored  by  19  Senators.  Its  companion  con- 

For  a  more  comprehensive  statement  of  the  development  of 
insurance  taxation  in  California  to  1950,  see  Report  of  the 
Senate  Interim  Committee  on  State  and  Local  Taxation,  Part 
3,  "State  and  Local  Taxes  in  California:  A  comparative 
Analysis"  (1951),  pp.  233-241.  Actually  the  present  tempo- 
rary rate  is  2.33  percent,  but  is  to  revert  to  2.35  percent  in 
1968.  See  text  following  on  this  point. 


stitutional  amendment  bore  the  names  of  22  Senators. 
The  Senate  bill  was  sent  to  the  Rules  Committee, 
where  it  was  referred  to  the  Committee  on  Insurance 
and  Financial  Institutions.  It  was  subsequently  re- 
ferred back  to  the  Rules  Committee  for  assignment  to 
an  interim  committee. 

Status  Today  ^ 

California's  laws  concerning  the  taxation  of  insur- 
ance are  to  be  found  in  the  California  Constitution, 
the  Revenue  and  Taxation  Code,  and  the  Insurance 
Code.  The  Constitution  (Article  XIII,  Section  14f  is 
explicit  in  the  details  of  insurance  taxation;  it  sets 
the  rate  for  the  gross  premiums  tax  and  states  the 
voting  requirement  for  any  change  of  that  rate. 
Should  a  change  in  the  tax  rate  be  considered,  the 
Legislature  must  comply  with  paragraph  J  of  Section 
14f,  which  requires  a  favorable  vote  by  two-thirds 
of  all  members  elected  to  each  of  the  two  houses. 

Similar  difficulties  would  be  encountered  should  the 
Legislature  wish  to  eliminate  the  important  deduction 
now  allowed  from  the  gross  premiums  tax  for  the 
home  or  principal  office  real  property  taxes  paid ;  this 
is  embodied  in  Article  XIII,  Section  14f  of  the  Con- 
stitution as  follows: 

"Each  insurer  shall  have  the  right  to  deduct 
from  the  annual  tax  imposed  by  this  section  upon 
such  insurer  in  respect  to  a  particular  year  the 
amount  of  real  estate  taxes  paid  by  it,  in  that 
year,  before,  or  within  30  days  after,  becoming 
delinquent,  on  real  property  owned  by  it  at  the 
time  of  payment,  and  in  which  was  located,  in 
that  year,  its  home  office  or  principal  office  in 
this  state.  Such  real  property  may  consist  of  one 
building  or  of  two  or  more  adjacent  buildings 
in  which  such  an  office  is  located,  the  land  on 
which  they  stand,  and  so  much  of  the  adjacent 
land  as  may  be  required  for  the  convenient  use 
and  occupation  thereof." 

Every  insurer  doing  business  in  the  state  pays  a 
gross  premiums  tax  in  lieu  of  other  licenses  and  taxes, 
except  real  estate,  trust  business  retaliatory  taxes, 
motor  vehicle  fees  and  taxes,  and  ocean  marine  insur- 
ance taxes.  Ocean  marine  insurers  are  subject  to  a  tax 
in  lieu  of  other  taxes  except  real  estate,  retaliatory, 
motor  vehicle,  and  other  insurance  taxes.  Surplus  line 
brokers  are  also  subject  to  a  tax. 

The  tax  is  based  on  gross  premiums,  less  return 
premiums,  received  upon  business  done  in  California, 
other  than  premiums  received  for  reinsurance  and  for 
ocean  marine  insurance.  Ocean  marine  insurers'  tax  is 
based  on  the  portion  of  underwriting  profit  equal  to 
the  ratio  of  California  gross  premiums  to  those  writ- 
ten in  the  entire  United  States.  The  surplus  line 
brokers '  tax  is  based  on  gross  premiums  from  business 


2  The  following  five  paragraphs  are  substantially  taken  from 
Report  of  the  Senate  Fact  Finding  Committee  on  Revenue 
and  Taxation,  "A  Study  of  the  Feasibility  of  Increasing 
State  and  Local  Government  Revenues  from  Selected  Taxes," 
April  1963,  p.  9.  Source  documentation  shown  there  is  not 
included   in  the   material   quoted   here. 
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Table  1 

NUMBER   OF   INSURANCE  TAX  ASSESSMENTS.  GROSS    PREMIUMS  TAX    RATE.  TAXES   ASSESSED  ON 

PREMIUMS,   LOCAL   PROPERTY  TAX  CREDITS   CLAIMED,  TAXES  ASSESSED   ON    UNDERWRITING 

PROFITS,  AND   NET  TAXES  ASSESSED,  1911   TO   1964 


Year  of  assessment 


Number 

Gross 

Taxea 

of 

premrams 

Local  property 

assessed  on 

assess- 

tax rate 

Taxes  assessed 

tax  credits 

underwriting 

Net  taxes 

ments* 

(percent) 

on  premiums'" 

claimed 

profits ' 

asse^ed'' 

1 


.3 


1964 

1963 

1962 

1961 

1960 

1959 

1958 

1957 

1956 

1955 

1954 

1953 

1952 

1951 

1950 

1949 

1948 

1947 

1946 

1945 

1944 

1943 

1942 

1941 

1940 

1939 

1938 

1937 

1936 

1935 

1934 

1933 

1932 

1931 

1930 

1929 

1928 

1927 

1926 

1921-1925. 
1916-1920. 
1911-1915- 

Totals 


826 
815 
809 

767 

736 
711 
716 
'728 
828 

809 
803 
796 
782 
781 

783 
769 
755 
747 
736 

669 
649 
644 
722 
716 

721 
711 

648  i 

648 

677 

691 
618 
613 
600 
606 

642 
596 
557 
519 
520 

1.209 
1.664 
1.490 


2.35 
2.35 
2.35 
2.35 

2.35 
2.35 
2.35 
2.35 
2.35 

2.35 
2.35 
2.35 
2.35 
2.35 

2.35 

2.35 

''2.35 

•'2.40 

>'2.45 

''2.50 

'■2.55 

2.60 

2.60 

2.60 

2.60 
2.60 
2.60 
2.60 
2.60 

2.60 
2.60 
2.60 
2.60 
2.60 

2.60 
2.60 
2.60 
2.60 
2.60 

2.60 
2.00 
'2.00 


•S113.3-32,813 
82.521,529 
75.504.917 
71.235.283 

65,169.948 
58.377,347 
53.461.244 
48,365.723 
44,476.726 

40.810,154 
40.040.521 
35,634,480 
«30.384,576 
26,404.608 

24.045,733 
23.689.427 
21.045,450 
17.947,419 
15.006,118 

14,280,911 
12,448,604 
10,705.855 
10,910.696 
9,765,166 

9,337,235 
9,178.000 
9,152.539 
8,419,953 
8.339,449 

7,426,551 
6,038.675 
6,444,305 
7,265,420 
7,675,738 

7,562,017 
7,043,079 
6.656,275 
6,257,109 
5,624.943 

20.170,810 
7,257.013 
3,893.525 


S4.979.745 
4.766,754 
4,291.305 
3.8M,507 

3,341,844 
3.153.605 
2.714,160 
2.278.623 
2,026,931 

1.7S1.071 
1.601,342 
1,393,689 
1,331,108 
1,266,639 

1,099.147 
915.103 
•■770.733 
''742.767 
1*50,649 

"798.892 
''1.040,342 
1.187,720 
1,327.026 
1.423,682 

1.485,265 
1,522,282 
1.701.221 
2.101.365 
1.585,835 

802,800 
658.425 
551,582 
628,330 
701,657 

531.820 
533.006 
463.857 
775.429 
727,043 

1,460.622 
272.834 
169.848 


Sl.089,307,884 


$65,410,605 


S38.516 
44.475 
42.206 
39.688 

20,307 
13,601 
19.843 
54,234 
83,296 

75.118 

61,743 

83.909 

123.333 

144.753 

96,719 
75.616 
69.962 
99.247 
112,839 

17,528 
12,293 
8,862 
58,012 
42.312 

15.232 

8.451 

8.203 

12,525 

14,859 

15,055 
23,420 
22,233 
16.414 
10.051 


$1,584,855 


$108,391,584 
77.799.250 
71.255,818 
67,420.464 

61.848.411 
55.237,343 
50.766.927 
46.141.334 
42.533,091 

39.104.201 
38.500.922 
34.324.700 
29.176,501 
25.282,722 

23.043.305 
22.849.940 
20.344.679 
17.303.899 
14,468.308 

13,499.547 

11.420.555 

9,526.997 

9.641.682 

8,383,796 

7.867.202 
7.664.169 
7.459.521 
6,331,113 
6,768,473 

6.638,806  I 

5.403,670 

5.914,956 

6.653,504 

6,984,132 

7,030,197 
6.510,073 
6.192.418 
5.4S 1.680 
4.897.900  '■ 

18.710.188 
6.984.179 
3.723.677 


$1,025,482,134 


NOTES: 

*  {°2?^  ""^  imtiil  ascssraents  sbowiog  a  tax  li^ilitT. 

1-  in'2?'"'*"^  assessnjcnu  (except  for  the  period  from  194.5.  rten  the  retaliatonr  tax  law  was  repealed,  thraeb  1959  rten  the  law  was  mstablisfaed) .  Mnaltla  f«r 
'  T    i^^SL "  """""■'E  0'  retuHE,  and  adjustments  of  prior  year  taxes. 

£Si.S?^^  '7  'l!?  '"^  "'  nonffUos  of  returns.  By  consUtutiooal  amoxtaent  adopted  in  1930,  ocean  marine  insurance  was  remored  fron  the  scope  oT  the  gnes 
« I    KSS^'  ■  aAjWed  to  a  5  percent  tax  on  UDderwriting  prcets. 

•  WhS2  IwiH^/i?'  ''''  ^'^^  "'  '»°fil™6  of  retunis  and  adjustments  of  prior-year  taies. 

(?1964 —       ■       ■  '*""*  represents  the  prepayments  the  companies  assesed  themselves,  computed  at  the  rate  of  2.33  percer.t  on  the  premiums  written  in  the  Si^  qorter 

^  in^n'.Ji?  "^"rahte.  companies  writing  disability  insurance  were  assffised  only  once.   In  all  prior  years  such  companies  were  assessed  twice;  one  assesaaent  corotd  their  He 
I  nJr  i      ■    "™,>™»"tr„P«l>aes.  and  one  coTered  their  disability  insurance  business.  In  1P56  there  were  93  such  companies. 
bS?A^  -"'   t       ■       ,  ^"'°  '  """  "i-n  Insurance  Fmid  has  been  subject  to  assessment  by  the  board. 

i«Sf  iw  li?  "'*       f  "'  intended  to  compensau  for  a  gradual  lestriction  of  the  real  estate  tax  offset  pririlege.  In  the  1944  assessment,  the  maiiav 

Z^  .iJ.  ^i?,?  "**    ■  -^  ^^  principal  oBice  in  the  staU  was  75  percent  of  the  company's  1940  offset  on  such  property.  Ibe  next  year  it  w»  55  per- 

I  _J^'     „.,  W«'"..  ■    ..  iO  ..rrcHit,  From  1948  oo,  only  taxes  on  principal  ofSces  hare  been  eligible  for  offset 

Pie  gross  prennms  tax  rate  was  1.50  percent  during  1911  and  1912  and  1.75  percent  in  the  foUowing  two  years. 
SOIBCE:  Aasnal  Report  1963-64.  CaUforma  Sute  Board  of  Equalization.  Table  25A,  p.  .\-54. 
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done  in  the  state  under  authority  of  license,  less  3 
percent  of  return  premiums.  Title  insurers  pay  tax 
on  all  income  from  business  done  in  California  except 
interest  and  dividends,  rents  from  real  property, 
profits  from  sale  of  investments,  and  income  from  in- 
vestments. Each  insurer  may  deduct  California  real 
estate  taxes  paid. 

Insurers  in  rreneral  pay  a  rate  of  2.35  percent,  ex- 
cept on  premiums  from  pension  and  profit-sharing 
plans,  which  are  currently  undergoing  a  change 
(1960,  2.15  percent;  1961,  1.95  percent;  1962,  1.75 
percent;  1963,  1.55  percent;  1964,  1.35  percent;  1965 
and  thereafter,  1  percent).  Ocean  marine  insurers  are 
taxed  at  5  percent,  and  surplus  line  brokers  at  3  per- 
cent. Foreign  insurers  are  subject  to  retaliatory 
taxes. ^  The  reduction  in  rates  on  premiums  from  pen- 
sion and  profit-sharing  plans  was  apparently  adopted 
to  permit  the  insurance  companies  to  compete  with 
banks  and  other  financial  institiitions  in  the  pension 
plan  and  profit-sharing  plan  market. 

In  1963,  the  Legislature  adopted  a  prepayment 
schedule  for  insurance  companies  to  become  effective 
over  the  years  1964  to  1967.  Thus,  for  each  of  four 
years  insurance  companies  pay  an  extra  amount  equal 
to  an  estimated  25  percent  of  their  annual  tax  bill  to 
bring  them  to  a  prepayment  condition.  During  this 
interim  period  the  tax  rate  has  been  lowered  from  2.35 
percent  to  2.33  percent.  The  rate  is  scheduled  to  re- 
turn automatically  to  2.35  percent  in  1968.  Reference 
to  Table  1  shows  that  over  $1  billion  has  been  received 
by  the  state  from  this  revenue  source  since  1911.  Over 
$113  million  was  collected  in  1963-64,  some  $23  mil- 
lion of  this  resulting  from  the  prepayment  feature 
described  above. 

Taxation  of  insurance  premiums  is  expected  to  con- 
tinue being  an  important  and  increasing  source  of 
state  revenues.  Table  2  contains  projected  revenues 
from  this  source  to  the  fiscal  year  1973-74.  The  effects 
of  the  prepayment  legislation  may  be  observed  in  the 
first  three  fiscal  years,  where  estimated  revenues  have 
been  enlarged  by  amounts  increasing  from  $26  million 
to  $30  million.  In  1968-69  the  underlying  normal 
growth  pattern  reasserts  itself. 

Table  2 

PROJECTED  REVENUES  FROM  TAXES  ON 
INSURANCE  PREMIUMS 

(in  thousands) 
Fiscal  Year 

inr>.T-66 $124,000 

19fifi-07 133,000 

1067-68   141,000 

1068-69 126,000 

196(1-70   134,000 

1970-71   142,000 

1971-72 1.51,000 

1972-7."?   160,000 

197.V74   169,000 

SOURCE:  .Joint  Legislative  Budget  Committee  Report,  May  1964,  "A  Projection 
of  State  Revenue  and  Expenditure  for  California  Fiscal  Years  10G4-1S65  to 
1973-1974,"  p.  41.  The  rev-Miue  projection  used  is  that  identified  as  "medium 
revenue,"  and  has  been  adjusted  to  reflect  tlie  IDfiS  prepayment  legislation. 

"  The  constitutionality  of  this  provision  is  currently  being-  re- 
viewed by  the  State  Supreme  Court.  See  p.  28  "State  Board 
of  Equalization  Annual  Report,"  1963-64. 


The  Siafe  Tax  Burden  Borne  by  Insurance  Companies 

The  question  of  interindustry  tax  equity  could  be 
answered  with  some  confidence  if  it  were  possible  to 
determine  that  portion  of  the  tax  payment  in  differ- 
ent industries  which  cannot  be  shifted  and  if  it  were 
possible  to  establish  a  comparable  base  to  which  the 
unshifted  tax  could  be  related.  These  two  qualifica- 
tions present  monumental  problems.  No  doubt  it  is  for 
this  reason  that  within  our  knowledge,  until  recently, 
no  significant  efi^ort  has  been  made  to  measure  the 
burden  of  insurance  taxation,  for  the  purpose  of  com- 
paring it  with  the  burden  on  taxation  borne  by  other 
industries.  Such  a  study  has  now  become  available, 
wherein  a  major  section  "describes  and  analyzes  the 
relative  tax  burdens  in  California  of  the  life  insurance 
industry  and  other  industries,  both  competitors  and 
noncompetitors  .  .  ."*  Widespread  newspaper  cover- 
age was  given  to  the  presented  conclusions :  "  To  sum- 
marize the  findings,  life  insurers  in  California  paid  an 
effective  net  income  tax  over  the  1960-62  period  which 
was  approximately  20.1  percent  of  their  net  income, 
as  opposed  to  the  5.5-percent  general  corporation  tax 
and  the  9.5-percent  bank  and  financial  corporation 
tax,  expressed  on  the  same  basis. ' '  ^ 

It  is  imperative  that  these  truly  remarkable  findings 
be  given  rather  careful  scrutiny  here. 

As  a  point  of  departure  in  this  task,  one  might 
properly  inquire  into  the  reasonableness  of  the  basic 
approach  used,  i.e.,  the  concept  of  relating  gross  re- 
ceipts tax  pa>anents,  as  is  the  case  for  insurance  com- 
panies, to  a  net  income  base  and  comparing  the  burden 
so  determined  to  income  tax  payments  relative  to  a 
net  income  base,  as  is  the  case  for  all  other  corpora- 
tions. To  illustrate  the  startling  biases  underlying  this 
completely  unorthodox  concept,  let  us  speculate  about 
applying  it  to,  say,  the  gasoline  distributors  of  Cali- 
fornia. If  one  were  to  define  their  gross  receipts  tax 
payments  (seven  cents  per  gallon  of  state  tax)  as  the 
numerator  of  a  fraction  and  their  net  income  before 
income  taxes  as  the  denominator,  the  burden  so  cal- 
culated might  well  be  10  to  20  times  larger  than  the 
20.1-percent  average  burden  determined  for  life  in- 
surers in  this  manner.  No  doubt,  most  retail  establish- 
ments in  California,  whose  sales  are  subject  to  sales 
tax,  could  show  a  tax  burden  appreciably  larger  than 
that  of  life  insurers,  using  this  concept,  without  even 
including  their  property  and  income  taxes,  etc.,  in 
the  numerator  of  the  burden  computation  fraction. 
It  would  seem  that  the  argument  of  the  preceding 
paragraph  should  be  sufficiently  compelling  to  obviate 
the  necessity  for  further  concern  with  the  industry 
study.  There  are,  however,  further  points  which 
should  be  made  if  the  reader  should  still  attribute 
some  relevance  to  the  utilized  life  insurance  study 
burden  concept.  First,  the  relative  ease  in  .shifting 
gross  receipts  taxes  as  compared  to  shifting  net  in- 
come taxes  is  not  allowed  for  when  the  comparison 

« Taxation   of   the   Life   Insurance   Industry,    op.    cit.,   p.    4.    The 
comments  which  follow  are  directed  exclusively  to  Part  II. 
5  Ibid.,  p.  IS. 
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of  20.1  percent  versus  9.5  percent  and  5.5  percent  was 
made.  That  the  gross  premiums  tax  can  be  directly 
incorporated  into  the  selling  price  of  insurance  is 
illustrated  by  a  quotation  from  the  study  in  question : 
"The  premium  tax  is  actuarially  susceptible  to  pre- 
mium computation,  to  the  extent  that  the  tax  rate 
remains  constant."®  It  is  beyond  the  scope  of  this 
study  to  examine  the  extent  to  which  taxes  on  corpo- 
rate net  income  can  be  shifted,  but  it  wiU  be  asserted 
here  that  overwhelming  agreement  would  be  found 
among  economists  that  gross  receipts  taxes  are  far 
more  readily  shifted  than  are  taxes  on  net  income. 

Finally,  the  89  life  insurance  companies  included 
in  the  industry  study  (which  do  account  for  about 
90  percent  of  the  business  done  in  the  state)  include 
both  mutuals  and  stock  companies,  with  the  presented 
burden  shown  for  them  as  a  group,  and  with  income 
being  defined  as  "net  gain  from  operations  afier  divi- 
dends to  policyholders.  .  .  .'"  Special  attention  should 
be  given  to  the  stressed  phrase  in  the  preceding  sen- 
tence. Theoretically,  mutuals  in  a  static  situation 
would  pay  out  all  of  their  income  as  dividends,  and  a 
burden  calculated  for  them  using  the  industry  study 
concept  would  be  infinitely  large.  As  a  matter  of  fact, 
the  26  mutual  life  insurance  companies  included  in 
the  industry  study  did  in  1963  pay  out  68.5  percent 
of  their  net  gain  from  operations  (before  taxes),  at- 
tributable to  California,  as  dividends  to  policyholders.* 
Further  exaggerating  the  size  of  the  determined  indus- 


•  Ibid.,  p.  16.  The  author  does,  however,  in  the  following  para- 
graph argue  that  the  tax  is  not  fully  shifted  to  the  premium 
payer :  "Thus,  the  industry  cannot  f uUy  pass  oft  the  premium 
tax  because  its  product  is  highly  substitutable  with  that  of 
other  industry :  higher  insurance  prices  mean  a  shift  in 
consumer  preference  to  other  products." 

'  Ibid.,  p.  90.  Emphasis  is  added.  The  complete  definition  is : 
"  "Net  income'  is  defined  as  net  gain  from  operations  after 
dirtdends  to  policyholders  plus  the  total  of  premium  taxes 
and  federal  taxes  assessed  on  the  insurer  in  the  periods 
under  obser\'ation.  Thus,  burden  data  are  determined  in 
broadly  the  same  fashion  as  the  'gross  profits  before  taxes' 
figures  used  in  conventional  accounting  and  as  the  base 
to  which  the  general  corporation  and  financial  corporation 
franchise  tax  rate  is  applied." 

•These  companies  secured  approximately  two-thirds  of  the  1963 
income  before  dividends  and  taxes,  attributable  to  California, 
of  all  life  insurers. 


try  burden  is  the  fact  that,  in  1963,  for  example,  stock 
companies  paid  out  26.6  percent  of  their  net  gain  from 
operations  (before  taxes),  attributable  to  California, 
as  dividends  to  "participating"  policy  insurance 
buyers. 

To  test  the  assumptions  and  methodology^  of  the  1964 
industry  study,  we  have  examined  the  1963  annual 
financial  reports  of  86  life  insurers  from  the  list  of 
companies  used  in  that  study.*  Data  secured  have  al- 
lowed for  the  computation  of  the  California  premiums 
tax  payment/income  ratio  using  exactly  the  methods 
employed  in  the  life  in.surance  industry  study.  Income 
was  defined  on  two  bases,  however :  one  set  of  compu- 
tations uses  income  before  dividends,  and  the  other 
set  of  computations  uses  income  after  dividends.  Fur- 
ther, stock  and  mutual  companies  were  identified  and 
their  tax  burdens  were  calculated  separately.  The  re- 
sults are  shown  in  Table  3. 

The  significance  of  the  definition  of  the  income 
base  is  apparent  when  one  examines  the  data  con- 
tained in  Table  3.  There,  it  will  be  noted,  the  modal 
tax  burden  class  for  stock  company  life  insurers  is 
"50  and  under  100  percent,"  using  income  after 
dividends  to  policyholders  as  the  income  base,  but 
that  the  modal  class  for  this  group  of  companies  is 
"10  and  under  15  percent,"  using  income  before 
dividends  as  the  income  base. 

Making  the  same  comparison  for  mutual  insurers, 
the  modal  class  declines  from  "25  and  under  30  per- 
cent" to  "5  and  under  10  percent."  It  should  be 
noted  that  Table  3  is  simply  a  frequency  distribution 
and  the  data  included  in  it  are  not  weighted  to  reflect 
the  importance  of  the  insurer.  "Weighting  the  burden 
calculations  by  the  volume  of  California  premiums  re- 
sults in  an  average  of  25.1  percent,  using  an  after- 
dividends  base,  and  an  average  of  11.4  percent,  using 


*  Annual  company  reports  filed  with  the  Insurance  Commissioner, 
State  of  California.  The  industry  study  was  based  on  89 
insurers — three  of  these  were  no  longer  in  existence  because 
of  merger  by  1963. 


Table  3 

CALIFORNIA   INSURANCE  TAX   RELATIVE  TO  CALIFORNIA  INCOME  FOR  86  LIFE   INSURERS, 
USING  TWO  CONCEPTS  OF   INCOME,  FOR  YEAR  1963 

(Percent) 


Tax  income 

intervals 

0  and  under  5 

5  and  under  10 

10  and  under  15 

15  and  under  20 

20  and  under  25 

25  and  under  30 

30  and  under  40 

40  and  under  50 
50  and  under  100 
100  and  above 
Income  Degatire 

Total    


.S'focJt  companies 

Ket  gain  from  operations 

before  lax 


iftitunJ  companies 

Xet  gain  from  operations 

before  tax 


After  dividends     Before  dividends        After  dividends    Before  dividends 


1 
3 
8 
8 
7 
8 
5 
2 
10 
2 
6 


1 

10 

13 

10 

6 

7 

2 

1 

4 

1 

5 


1 
6 
10 
4 
3 
2 


26 


12 

11 

1 
1 
1 


26 


60  60 

Average,  weighted  by  Cal'fornia  premium  yolame: 
SOtlBCK:  Amraal  compiny  rqiorts  Died  with  the  Insanue  CoDunisnoner,  SUte  of  C«liforai»,  1963. 


AU  companies 

yet  gain  from  operations 

before  tax 


After  dividends 

Before  divii 

1 

1 

3 

22 

8 

24 

9 

11 

13 

7 

18 

8 

9 

2 

5 

1 

12 

4 

2 

1 

6 

5 

86 

86 

25.1% 

11.4% 
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a  before-dividends  base.*"  It  must  be  reaffirmed  that 
the  basic  concept  of  relating  a  gross  receipts  tax  to 
an  income  base  is  completely  indefensible  whether 
that  base  is  net  of  dividends  or  not.  The  detailed 
statistics  included  in  Table  3  have  been  developed 
for  the  sole  purpose  of  demonstrating  how  bias  has 
been  compounded  by  bias  in  that  portion  of  the  life 
insurance  study  pertaining  to  the  burden  of  state 
taxes  borne  by  life  insurers  doing  business  in  Cali- 
fornia. 

The  Principal-ofPice  Deducfion  ^^ 

Revenues  of  the  state  were  less  by  $4,979,746  dur- 
ing the  fiscal  year  1963-64  as  a  result  of  the 
principal-office  property  tax  deduction.  It  is  probable 
that  as  much  as  $70  million  will  be  lost  to  the  state 
over  the  next  decade  from  this  tax  concession.*^  De- 
tailed analysis  is  needed  to  allow  for  the  appraisal 
I  of  the  economic  and  fiscal  consequences  of  this  par- 
,  ticular  provision  of  the  Revenue  and  Taxation  Code. 
Before  proceeding  to  an  examination  of  the  inequi- 
ties, abuses,  and  economic  consequences  resulting 
from  the  principal-office  deduction,  reference  should 
be  made  to  its  genesis. 

Prom  1911  to  1947  all  or  some  of  total  real  prop- 
erty tax  payments  made  by  insurance  companies 
were  allowed  as  deductions  from  the  state  premiums 
i  tax.  Since  1947  the  deduction  has  applied  only  to  the 
real  property  tax  levied  against  the  home  or  princi- 
pal office.  It  is  likely  that  the  underlying  rationale  of 
the  legislation  which  confined  the  allowed  offset  to 
taxes  paid  on  the  principal  office  with  the  quid  pro 
quo  of  a  lowered  statutory  rate  stemmed  from  the 
experiences  of  the  1930 's.*^  Because  of  debt  defaults, 
insurance  company  holdings  of  real  property  grew 
in  a  remarkable  manner — evidenced  by  the  fact  that 
local  propei'ty  tax  deductions  nearly  doubled  in  1936. 
In  addition,  fire  and  casualty  companies,  because  of 
the  necessity  of  holding  large  liquid  reserves,  claimed 
discriminatory  treatment  relative  to  life  insurers 
who,  because  of  their  sizeable  property  holdings,  en- 
joyed appreciably  more  tax  credits. 
Another  aspect  of  the  property  tax  credit  rationale 
■  is  the  likelihood  that  California  Legislatures  have 
,  deemed  it  desirable  to  attempt  to  persuade  insurance 
companies  to  become  property  owners  in  California 
and  to  establish  a  home  or  principal  office  here — such 
persuasion  to  take  the  form  of  a  state  rather  than  a 


">  These  averages  exclude  those  companies  with  negative  income. 
It  might  be  noted  that  one  company  with  positive  income 
had  a  tax  burden  in  excess  of  2,000  percent,  using  an  income 
base  after  di\idends,  whicli  percentage  is  reflected  in  the  25.1 
percent  magnitude.  The  statistical  findings  included  in  this 
paragraph  are  directly  comparable  to  those  of  the  industry 
study  shown  in  exhibits  29  and  30,  Taxation  of  the  Life 
Insurance  Industry,  pp.  93-94. 
"  The  material  and  methodology  in  this  and  the  following  section 
draw    heavily    on    an    unpublished    study    completed    by    this 

;  author   for    the   California    Department   of   F'inance   in    1960. 

j  No  effort  will  be  made  to  document  this  source  further. 

,  "  See  Report  of  the  Senate  Fact  Finding  Committee  on  Revenue 
and  Taxation,  "A  Study  of  the  Feasibility  of  Increasing 
State  and  Local  Government  Revenues  from  Selected  Taxes," 
oji.  cit.,  pp.  10-12  where  projected  principal  office  property 
tax   deductions   are   presented    on    the    assumption    of   a    10- 

1  percent  growth  rate  and  on  a  15-percent  growth  rate  to  the 

period   1970-71. 
"See  n.  "h"  Table  1,  supra,  for  the  declining  rates  from  1944-48. 


local  tax  concession.  This  view  is  expressed  succinctly 
as  follows : 

"It  is  an  expression  of  public  policy  to  en- 
courage such  investments  by  insurers  and  the  re- 
sultant employment  of  citizens  of  California  in 
such  home  offices  and  principal  offices  of  insurers. 
The  development  and  maintenance  of  these  prop- 
erties have  contributed  to  the  prosperity  of  the 
communities  and  of  the  state.  As  the  properties 
enjoy  the  benefits  of  local  police,  fire  and  other 
community  services,  it  is  recognized  that  the 
respective  cities  and  counties  should  receive  the 
taxes  on  such  properties. ' '  ** 

Assuming  the  correctness  of  this  interpretation  of 
legislative  intent,  it  is  clear  that  on  occasion  the  re- 
sult of  this  "expression  of  public  policy"  seems  to 
take  the  form  of  subsidizing  office  building  insurer 
landlords. 

To  support  this  view,  reference  might  be  made  to 
evidence  developed  by  the  Department  of  Finance, 
State  of  California,  and  presented  to  the  Legislature 
in  connection  with  Senate  Bill  31  and  Senate  Consti- 
tutional Amendment  1  in  1964.  Data  used  are  from 
insurer  annual  financial  reports  for  the  year  1962. 

1.  A  New  York  insurance  company  occupied  9.0 
percent  of  its  building.  Had  rental  income  of 
$1,958,000.  Had  $1,906,000  in  gross  insurance 
tax.  Offset  property  tax  of  $476,000.  Reduced 
tax  rate  to  1.72  percent. 

2.  A  California  insurance  company  occupied  36.7 
percent  of  its  building.  Had  rental  income  of 
$1,781,000.  Had  $1,005,000  in  gross  insurance 
tax.  Offset  property  tax  of  $293,000.  Reduced 
tax  rate  to  1.66  percent. 

3.  A  Massachusetts  insurance  company  occupied 
11.6  percent  of  its  building.  Had  rental  income 
of  $774,000.  Had  $826,000  in  gross  insurance 
tax.  Offset  property  tax  of  $229,000.  Reduced 
tax  rate  to  1.63  percent. 

4.  A  California  company  owned  by  a  transporta- 
tion company  occupied  only  16.1  percent  of  the 
building.  Had  rental  income  of  $920,000.  Had 
$237,000  in  gross  insurance  tax.  Offset  property 
tax  of  $127,000.  Reduced  its  tax  rate  to  1.08 
percent. 

5.  A  British  insurance  company  occupied  12.7  per- 
cent of  its  building.  Had  rental  income  of  $176,- 
000.  Had  $81,000  in  gross  insurance  tax.  Offset 
property  tax  of  $30,000.  Reduced  tax  rate  to 
1.47  percent. 

6.  An  Ohio  insurance  company  occupied  45.9  per- 
cent of  its  building.  Had  rental  income  of 
$382,000.  Had  $108,000  in  gross  insurance  tax. 
Offset  property  tax  of  $96,000.  Reduced  tax  rate 
to  0.26  percent. 

"Annual   Report   of  the   Insurance   Commissioner   of   California, 
1957,  p.  11. 
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7.  A  California  insurance  company  occupied  7.3 
percent  of  its  building.  Had  rental  income  of 
$737,000.  Had  $63,000  in  gross  insurance.  Off- 
set property  tax  in  excess  of  $63,000.  Paid  no 
insurance  premiums  tax. 

8.  A  British  insurance  company  occupied  2.4  per- 
cent of  its  building.  Had  rental  income  of  $391,- 
000.  Had  $69,000  in  gross  insurance  tax.  Offset 
propertj-  tax  in  excess  of  $69,000.  Paid  no  in- 
surance premiums  tax. 

Case  number  1,  above,  is  the  classic  example  of 
abuse  of  the  intent  of  the  law.  This  company  enjoj's 
nearly  one-tenth  of  the  total  state  losses  resulting 
from  this  tax  loophole.  The  term  loophole  seems  par- 
ticularly appropriate  in  view  of  this  company  at- 
tributing 9  percent  of  the  total  rental  value  of  the 
building  to  its  own  occupancy.  This  situation  is  all 
the  more  remarkable  when  it  is  recognized  that  at  the 
same  time  two  competitive  companies  with  an  even- 
larger  volume  of  insurance  business  rented  the  build- 
ing facilities  housing  their  California  operations  and, 
accordingly^  paid  the  full  state  rate  of  2.35  percent 
on  gross  premiums. 

Actually,  relatively  few  insurance  companies  doing 
business  in  California  benefit  from  this  tax  feature. 
Although  780  insurance  companies  filed  taxable  re- 
turns in  1964,  only  103  of  them  claimed  a  real  prop- 
erty tax  credit  against  their  gross  premiums  tax 
liability.  In  addition,  within  this  group  the  tax  ad- 
vantage is  highly  concentrated.  Table  4  presents  cer- 
tain data  concerning  insurers  using  and  not  using 
the  deduction,  classified  by  gross  tax  liability-.  It  will 
be  noted  there  that  14  of  the  largest  companies  re- 
ceiving 33.4  percent  of  total  taxable  premiums  paid 
in  the  state  enjoyed  45.5  percent  of  the  total  tax 
relief  permitted  under  existing  law.  In  contrast,  677 
companies  receiving  47.9  percent  of  total  taxable  pre- 
miums received  no  tax  concession. 

In  several  previous  analyses  of  the  principal  ofiSce 
deduction  in  California,  the  concept  of  the  "effective 
tax  rate"  has  been  used.  For  example,  in  1960  the 
102  insurers  then  enjoying  the  principal  office  deduc- 
tion paid  premiums  taxes  to  the  state  equalling  on  the 


average  2.08  percent  of  their  total  taxable  premiums. 
Classification  of  such  insurers  by  effective  tax  rate 
then  allowed  for  meaningful  presentation  of  intra- 
industry  inequities  arising  out  of  different  effective 
tax  rates.  This  approach,  believed  here  to  be  im- 
portant, has  been  complicated  bj'  the  fact  that,  as 
has  been  previously  mentioned,  since  1960  premiums 
on  pension  and  profit-sharing  plans  have  been  under- 
going gradual  reduction. 

While  the  statutory  rate  was  2.35  percent  on  cas- 
ualty and  life  premiums  received  in  1963,  certain  pre- 
miums received  by  life  insurers  were  taxed  at  1.55 
percent.  For  life  insurance  companies  as  a  group  the 
gross  tax  rate  (before  the  principal  office  deduction) 
was  2.308  percent  in  1963  as  a  consequence  of  the 
lower  rate  applicable  to  the  pension  and  profit-sharing 
premiums.  To  isolate  the  contribution  of  the  property 
tax  deduction  to  intraindustry  inequities,  it  has  now 
become  necessary  to  calculate  an  effective  statutory 
rate  for  each  life  insurer  to  serve  as  a  base  against 
which  to  measure  deviations  stemming  from  the  prin- 
cipal-office deduction. 

Table  5  contains  data  for  780  insurance  companies 
classified  bj-  percentage  reduction  in  effective  statu- 
tory rate  attributable  to  the  property  tax  deduction. 
It  may  be  observed  there  that  the  group  of  companies 
which  enjoyed  the  largest  average  deduction  is  in  the 
class  which  experienced  a  20-  to  30-percent  reduction 
in  their  effective  statutory  rate  as  a  result  of  the 
principal-office  deduction.  One  of  these  companies  re- 
ceived 5  percent  of  total  life  insurance  net  premiums 
in  the  state  in  1963,  and  its  competitive  advantage 
within  the  industrj'  must  be  obvious.  Actually,  it  is  i 
surprising  that  the  677  companies  not  qualif j'ing  for  ; 
a  reduction  in  their  statutory  rate  do  not  press  for 
legislative  action  to  remove  this  intraindustry  in-  ] 
equitj-.  Most  emphatically,  other  things  being  equal, 
as  renter-tenants  in  the  quarters  which  they  occupy, 
their  "cost  per  unit  sold"  is  higher,  since  they  are 
unable  to  deduct  from  their  state  tax  bill  the  property 
tax  component  included  in  their  rental  expenses. 

Interindustry  inequities  are  generated  by  the  prin- 
cipal-office deduction  in  the  case  of  those  companies 


Table  4 

DISTRIBUTION   OF   INSURANCE   COMPANIES  AND   STATUS  OF   PRINCIPAL  OFFICE    REAL  TAX 
DEDUCTIONS,   BY  GROSS  TAX    LIABILITY  CLASSES,  1963    RETURNS 


Companies  using  deductions 


Gross  tax  liability 
(OOO's  omitted) 

$l,fX)0  and  over 14 


r^K] 

and 

under  1,000 

300 

and 

under  500 

2f)0 

and 

under   3(M) 

1.".0 

and 

under  200 

10f» 

and 

under   1.50 

50 

and 

under  100 

Jnder 

50 

Liability 

Companies  not  using 

before 
deductions 

Deductions 

dedu 

ctiotis 

All 

companies 

umber 

Number 

Liability 

Nu  m  ber 

Gross   liability 

14 

$29,895,466 

.$2,266,330 

6 

$9,928,570 

20 

$39,824,036 

8 

6,015,3&5 

858,485 

5 

3,453,962 

13 

9,469,327 

8 

2,879,093 

280,350 

21 

8,076,161 

29 

10,9.55,254 

13 

3,265,880 

516,544 

20 

4,834,105 

33 

8,099.985 

6 

1,077,762 

152,414 

17 

2,880,898 

23 

3.958,660 

12 

1,528,049 

350,197 

30 

3,705,673 

42 

5,234,322 

18 

1,467,030 

366,857 

63 

4,526,888 

81 

5,993,918 

24 

568,482 

188,569 

515 
677 

5,460.645 

539 
780 

6,029,127 

03 

.$46,697,727 

.$4,979,746 

$42,866,902 

$89,564,629 

Totals 103 

SOCBCE:  Annual  Beport  1963-64.  California  State  Board  of  Equalization,  Table  258,   pp.  A-55-58  and  reports  (Ineluding  properly  tax  bills)  filed  with  the  California  Depart- 
ment of  Insurance  supporting  deductions  claims. 


Taxes  on  Business  Income 
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Table  5 

DISTRIBUTION   OF   INSURANCE  COMPANIES,   BY  PERCENTAGE   REDUCTION   IN   STATUTORY  TAX 
RATE   FROM    PRINCIPAL  OFFICE   DEDUCTION,  1963   RETURNS 

Principal- 

Pcrcoitnije  reihiction  Gross  tax                    office                     Net  tax                     Average 

in  statutory  tax  rate                                             Numier  liahility                 deduction                 liahility                    deduction 

No  reductions 677  $42,8fifi,n02                             -           $42,866,902 

rnder  10 47  30,282,211             $1,533,954             28,748,257                  $32,637 

10  and  under    20 25  9,981,756               1,325,729               8,656,027                    53,029 

20  and  under    30 11  4,151,912               1,010,792               3,141.120                    91,890 

30  and  under    40 7  1,318,910                  416,740                  902,170                    59,534 

40  and  under    .50 3  359,823                  171.747                  188.076                    57,249 

50  and  under    60 1  72,317                    39,166                    33,151                    39,166 

60  and  under    70 -  _                             _                             _                             _ 

70  and  under  80 2  151,880       110,605        41,275        55,302 

80  and  under  90 -  _            _            _            _ 

90  and  under  100 2  115,363                  107,458                      7,905                    53,729 

100    5  263,555                 263,555                           -                   52,711 

Totals 780  $89,564,629            $4,979,746          $84,584,883 

SOUnrE:  Annual  Roport  1963-64.  California  State  Bo.nrd  of  Egualiiatlon,  Table  25B,    pp.  A-55-5S  and  reports   (including  property  tax  bills)   flkd  with  the  California  De- 
partment of  Insurance  supporting  deductions  claimed. 

occupying  less  than  100  percent  of  the  building  desig-  insurance  produced,  experience  an  economic  advantage 

nated   as   their    California   principal   office.    In    1963  from  an  additional  source — their  total  real  operating 

there  were  84  such  cases.  Table  6  contains  data  con-  costs  are  lower  as  producers  of  "units"  of  rental 

cerning  percent  occupancy  by  insurance  companies  space. 

claiming  a  tax  credit.  It  may  be  noted  that  more  than  Though  the  limitations  of  data  make  it  impossible 

one-half  of  the  total  tax  relief  resulting  from  the  to  establish  with  accuracy  the  extent  of  the  economic 

present  provision  of  the  law  is  enjoyed  by  companies  advantage  enjoyed  by  the  84  insurance  company  land- 

with  a  "value  occupancy  rate"  of  less  than  60  per-  lords  over  other  owners  of  commercial  buildings,  some 

cent.  Insurer  purveyors  of  rental  space,  in  addition  crude  relationships  are  apparent.  For  this  group  of 

to  their  lower  total  real  operating  cost  per  dollar  of  companies,    real   property    taxes    amounted   to    18.9 

Table  6 

DISTRIBUTION    OF    INSURANCE   COMPANIES    USING    PRINCIPAL   OFFICE    DEDUCTIONS,   BY   PERCENT  OF  TOTAL 
RENTAL  VALUE   OF   PRINCIPAL  OFFICE   ATTRIBUTABLE  TO   OWN   OCCUPANCY,  1963   RETURNS 

Percent  of  total  rental  valiie  of  Principal-office  deductions                      Rents  received  from  tenants 

principal-office  attrihutahle  Percent                                                            Percent 

to  oxen  occupancy                                             Numier  Amount             of  total                              Amount               of  total 

100    19  $393,956                8.3 

90  and  under  100 12  691,777               14.6                                  $122,683                 1.0 

80  and  under    90 4  414,.593                 8.8                                    387,093                 3.1 

70  and  under    80 5  446,.534                 9.4                                    503,700                 4.0 

60  and  under    70 7  66,2.39                 1.4                                      98,693                   .8 

50  and  under    60 8  375,844                 7.9                                    836,541                 6.6 

40  and  under    50 2  82,760                 1.7                                    163,834                 1.3 

30  and  under    40 8  672,269               14.2                                 2,137,688               16.9 

20  and  under    30 6  232,597                 4.9                                    936,730                 7.4 

10  and  under    20 8  552,353               11.7                                 2,415,198               19 1 

Under  10 12  804,968               17.0                                 5,059,516               40.0 

Adequate  information  unavailable  1 12  245,856                 -                                       837,816                 - 

Totals 103  $4,979,746            100.0                           $13,499,492            100.0 

NOTE:  1  Data  for  these  companies  are  excluded  in  the  computations 

'  SOURCE:  Annual  company  reports  filed  with  the  California  Department  of  Insurance  for  the  year  1963. 

{  percent  of  the  gross  income  from  the  buildings  in  to  the  insurer  commercial  building  owner,  and  if  rent- 

'  question — including  the  rental  value  imputed  by  the  als  were  in  excess  supply,  insurers  could  better  afford 

insurance    companies    to    their    own    occupancy.    It  to  reduce  rents  to  attract  or  hold  tenants  than  their 

i  follows   then,    that   for  two   buildings   in   equal   cir-  non-insurer  competitors. 

cumstances  the  real  cost  of  supplying  rental   units  California  does  not  conform  to  the  common  pattern 

,  in  the  average  insurers'  principal  ofSee  is  about  18.9  among  states  as  regards  the  principal-office  property 

I  percent  less  than  in  a  non-insurance-companj^  struc-  tax  deduction. 

I  ture.  It  is  not  suggested  here  that  these  84  companies  ,,  .               ,,          ,     „         ^  ^         .,  ,            _  ,. 

„„•       ,,    •            .                      .•,.         ^       ,        ,    ,.  Apparently,  only  tour  states — Alabama,  Cah- 

!  enjoy  their  maximum  competitive  advantage  both  as  .  ^^        .  /          '      ^    ,      ,                         ' 

insurers  and  as  landlords,  but  rather  that  they  have  f°™^^'  Florida,  and  Utah-have  the  principal- 

the  opportunity  to  press  for  an  advantage  in  either  oince  concept. 

!  role  to  the  extent  of  the  property  tax  credit.  Certainly,  "Alabama  requires  at  least  50  percent  occu- 

!  one  can  at  least  conclude  that  an  advantage  accrues  pancy  of  space  by  a  foreign  company  before  al- 
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lowing  the  deduction  but  only  minimum  occu- 
pancy for  domestic  insurers. 

Florida  requires  that  it  be  a  regional  office 
serving  three  or  more  states,  if  owned  by  an  out- 
of-state  insurance  company  and  'substantially' 
occupied  by  that  company. 

"Utah  allows  insurance  companies  to  deduct 
the  amount  of  property  taxes  paid  for  general 
state  purposes. ' '  ^^ 

Reform  of  the  Principal-office  Deduction 

A  variety  of  alternatives  present  themselves  in  re- 
gard to  reforming  the  principal-office  deduction  pro- 
vision in  the  insurance  premiums  tax  law.  Such  action 
would  not  only  have  fiscal  significance  from  the  state's 
viewpoint,  but  would  also  reduce  inequities  within  the 
insurance  industry  and  between  insiirance-eompany 
and  nouinsuranee-company  owners  of  commercial 
buildings.  The  problem  is  in  determining  the  best 
course  of  action,  given  the  fact  that  the  existing  provi- 
sion for  property  tax  credits  has  become  inextricably 
bound  up  in  the  past  investment  commitments  of 
numerous  insurance  companies  which  presently  own 
their  principal  California  or  home  office.  It  is  believed 
that  the  following  discussion  and  evaluation  of  alter- 
natives includes  the  more  plausible  methods  of  closing 
this  loophole. 

1.  Eliminate  the  existing -principal  office  deduction 
provision  of  the  law: 

It  is  tempting  to  conclude  that  the  interests  of  jus- 
tice would  be  well  served  by  the  outright  elimination 
of  the  real  property  tax  credit  from  the  insurance 
premiums  tax  law.  This  kind  of  action  would  imme- 
diately produce  annually  more  than  $5  million  of  state 
revenue.  Such  action,  however,  would  pose  a  funda- 
mental question  of  equity  relative  to  the  position  of 
those  insurers  which  have  complied  with  the  apparent 
intent  of  the  law,  i.e.,  those  companies  which  have 
acquired  real  property  as  a  principal  office,  with  the 
proper  expectation  that  the  law  would  not  be  changed, 
and  Avhich  use  these  facilities  mainly  in  connection 
with  their  insurance  operations.  For  example,  31  of 
the  103  companies  paying  local  property  taxes  on  their 
main  California  office  in  1962  attributed  90  percent  or 
more  of  the  total  rental  value  of  their  buildings  for 
their  own  occupancy,  and  certainly  cannot  be  charged 
with  violating  the  spirit  of  the  law.  Granted  that  in- 
vestors rarely  have  guarantees  against  tax  law  changes 
adversely  affecting  the  profitability  of  their  earning 
assets,  it  is  that  group  of  insurers  which  have  complied 
with  the  intent  of  the  law  which  can  most  appropri- 
ately argue  for  the  status  quo}^ 

"Document  prepared  by  the  Department  of  Finance,  State  of 
California,  in  connection  with  S.B.  31  and  S.C.A.  1,  First 
Extraordinary  Session  of  the  State  Legislature,  1964,  pp.  7-8. 

"It  is  recognized  that  the  implied  rejection  here  of  complete 
elimination  of  the  principal  office  deduction  is  contrary  to 
the  recommendation  made  in  the  Report  of  the  Senate  Fact 
Finding  Committee  on  Revenue  and  Taxation,  "A  Study  of 
the  Feasibility  of  Increasing  State  and  Local  Government 
Revenues  from  Selected  Taxes,"  op.  cit.,  p.  7,  where  it  is 
stated :  "The  deduction  for  principal-  or  home-office  real 
property  taxes  allowed  insurance  companies  as  an  offset 
against  the  gross  premiums  tax  should  be  eliminated.  No 
(jiwt  pro  quo  downward  adjustment  of  the  tax  rate  should 
b**  given." 


2.  Lower  nominal  rates  and  eliminate  property  tax 
credits  : 

By  inference  at  least,  the  Board  of  Equalization  on 
several  occasions  has  recommended  in  its  annual  re- 
ports the  replacement  of  the  principal-office  deduction 
with  a  compensating  reduction  in  the  statutory  tax 
rate.  It  is  true  that  a  tax  rate  of  approximately  2.25 
percent,  and  no  property  tax  credits,  would  have  pro- 
duced the  same  amount  of  revenue  to  the  state  in  1964. 
It  seems  that  the  pertinent  question  in  connection  with 
the  proposal  of  a  quid  pro  quo  in  securing  the  elim- 
ination of  the  principal-office  deduction  is  whether  the 
interests  of  the  state  are  being  properly  protected  if 
tax  relief  were  granted  677  insurance  companies  to 
eliminate  the  favored  position  enjoyed  by  103  com- 
panies. At  a  time  when  taxes  in  other  areas  are  being 
examined  with  the  view  in  mind  of  securing  additional 
revenue,  it  seems  quite  inappropriate  to  consider  a 
rate  reduction  for  an  industry  which  has  been  re- 
markably sheltered  from  extension  of  taxation  over 
the  last  many  years. 

3.  Allow  deduction  when  percent  space  occupancy 
exceeds  a  certain  minimum,: 

The  Florida  law  allows  principal-office  local  tax 
credits  when  the  insurer  occupies  the  major  part  of 
the  physical  space  in  the  building  in  question.  If  Cali- 
fornia were  to  move  in  this  direction,  the  revenue  gain 
to  the  state  is  obvious  and  it  would  correct  some  of  the 
more  gross  abuses  of  the  intent  of  the  law.  To  illus- 
trate the  point,  if  the  principal-office  deduction  were 
granted  only  when  occupancy  exceeded  60  percent, 
the  revenue  gain  to  the  state  in  1964  would  have  been 
of  the  order  of  $3  million  and  some  44  of  the  103 
companies  using  the  local  property  tax  credit  would 
have  been  denied  this  privilege. 

It  appears  that  such  a  proposal  has  several  weak- 
nesses. First  (if  removing  interindustry  inequities  is 
considered  to  be  important),  is  the  fact  that  a  physical 
space  criterion  does  not  reflect  the  fact  that  in  a  multi- 
story office  building  there  are  appreciable  differences 
in  the  rental  value  of  ground-floor  facilities,  for  ex- 
ample, over  equal  space  on  the  15th  floor.  An  insurer 
by  judiciously  choosing  his  location  within  the  build- 
ing, and  still  meeting  the  space  criterion,  could  con- 
tinue to  enjoy  a  significant  competitive  advantage 
over  non-insurance-company  office  building  owners  in 
bidding  for  tenants.  Second,  the  cutting  edge  of  a 
specific  percentage  space  criterion  would  encourage  a 
variety  of  devious  space  allocation  techniques  by  those 
insurance  companies  whose  normal  space  requirements 
even  approach  the  crucial  figure.  At  least,  a  real  in- 
equity would  exist  as  between  two  companies  one 
which  fell  just  below  the  "magic"  figure  and  the  other 
just  slightly  more  "favorably"  situated.  Finally,  an 
administrative  problem  presents  itself  in  measuring 
space  (and  even  in  its  definition,  as  regards  "useful" 
space)  and  periodic  remeasurement  when  expansion 
or  contraction  of  the  insurer's  space  requirements  oc- 
curred. 
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4.  Allow  a  percent  of  deductioii  that  insurer  oc- 
cupancy constitutes  of  total  space: 

A  refinement  in  the  alternative  just  discussed  •would 
be  to  allow  as  an  insurance  tax  credit  that  proportion 
of  the  local  property  tax  which  insurer  occupancy 
constitutes  of  the  total  space  in  the  home  or  principal 
office.  A  change  in  the  law  to  contain  this  provision 
would  do  much  to  remove  present  inequities  and 
abuses,  would  be  free  from  any  of  the  shortcomings 
of  the  previously  discussed  "minimum  space  cri- 
terion." and  would  have  considerable  fiscal  signifi- 
cance for  the  state.  Ou  the  latter  point,  it  is  estimated 
that  the  state  would  have  received  an  additional  $2.3 
million  in  1964.  if  such  a  provision  had  been  in  the 
.Eevenue  and  Taxation  Code  at  that  time.  Certainly, 
equity  would  be  increased  between  investors  in  rental 
property  and  insurance  companies  that  sell  rental 
space  in  their  principal  office.  The  major  criticism  re- 
jmaining  would  be  the  insurance  premiums  tax  advan- 
itage  vis  a  vis  other  insurers  that  would  continue  to 
accrue  to  those  insurers  owning  rather  than  renting 
Itheir  major  California  facilities. 

;  Despite  the  administrative  problems  and  equity  con- 
'siderations  which  a  "graduated"  property  tax  deduc- 
tion would  generate,  the  Legislature  might  again 
;Consider  the  position  taken  in  a  1964  California 
iSenate  bill : 

"On  and  after  the  operative  date  ...  no  in- 
surer shall  be  allowed  am-  deduction  pursuant  to 
this  section  except  as  to  real  estate  taxes  on  real 
property  owned  by  it  on  that  date  in  or  ou  which, 
prior  to  that  date,  was  located  its  home  or  prin- 
cipal office.  Further,  on  and  after  that  date,  any 
deduction  allowed  in  accordance  with  such  excep- 
tion shall  be  allowed  only  as  to  the  amoi^nt  of 
taxes  allocable  to  that  portion  of  the  property 
which,  prior  to  that  date,  was  actually  occupied 
by  the  insurer  as  its  home  or  principal  office  for 
the  transaction  of  its  business.  Where  only  a  por- 
tion of  the  property  is  actually  so  occupied,  the 
maximum  amount  of  the  deduction  shall  not  ex- 
ceed the  proportion  which  the  rental  value  of 
such  portion  bears  to  the  rental  value  of  the  en- 
tire property,  as  determined  pursuant  to  the  rules 
and  regulations  of  the  Insurance  Commission."  ^" 

1  It  will  be  noted  that  the  language  of  the  bill  limits 
pe  tax  credit  to  those  companies  using  it,  as  of  some 
uture  effective  date,  and  freezes  the  proportion  of  the 
Iroperty  tax  payment  deductible  as  of  that  date.  If 
jiis  alternative  were  enacted  into  law,  it  would  seem 
icsirable  to  establish  a  prior  effective  date,  say, 
January  1,  1965,  to  prevent  an  acceleration  of  in- 
jirance-company  building  acquisition  or   occupancy 

Senate   BiU  Xo.    31,  amended  in   Senate  March   21,   1964.   Cali- 
fornia Legislature,  1964  First  Extraordinary  Session,  pp.  2-3. 


expansion  in  order  to  qualify  under  the  "grand- 
father" clause,  with  resulting  fiscal  implications  for 
the  state. 

It  has  been  previously  stated  that  estimated  addi- 
tional state  revenue  received  in  1964—65  would  have 
been  $2.3  million  larger  if  the  concept  presented  in  this 
section  had  been  applicable.  Eighty-four  companies 
would  have  paid  additional  tax.  For  most  of  them  the 
increase  in  tax  would  have  been  practically  negligible. 
Detail  is  presented  in  Table  7  for  the  20  companies 
which  would  have  experienced  the  largest  additional 
tax  payment.^*  These  companies  would  have  been  re- 
sponsible for  85  percent  of  the  estimated  total  addi- 
tional tax.  In  fact,  the  "top"  seven  companies  would 
have  paid  more  than  one-half  of  that  total. 

An  important  end  result  of  this  alternative  would 
be  to  capture  for  the  state  a  significant  amount  of 
revenue,  the  loss  of  which  has,  heretofore,  effectively 
subsidized  one  segment  of  the  insurance  industr.y  in 
California.  Coupled  with  this  is  the  fact  that  a  reason- 
able balance  of  the  interest  of  all  the  affected  parties 
is  secured.  Present  statutory  provisions  for  the  prin- 
cipal-office deduction  resiilt  in  gross  inequities  and 
abuses  of  the  intent  of  the  law.  The  case  for  closing 
this  loophole  is  compelling. 

The  Insurance  Industry  cjnd  State  Taxation 

The  major  problem  that  the  gross  premiums  tax 
places  on  the  insurance  industry  is  the  avoidance  of 
taxation  by  .several  competing  forms  of  insurance. 
Fraternal  life  insurance  companies  and  hospitaliza- 
tion insurance  groups  write  insurance  that  is  competi- 
tive with  commercial  insurance  companies,  both  stock 
and  mutual.  It  would  appear  onh^  equitable  that  all 
such  insurance  should  be  taxed  the  same.  The  growth 
of  self-insurance  would  not  be  so  easy  to  deal  with. 
It  is  conceivable  that  a  technique  could  be  developed 
to  allow  for  the  measurement  of  the  premium  value  of 
self -insurance  and  that  the  state  premiums  tax  could 
be  applied  against  it,  but  such  a  move  does  not  appear 
plausible  at  the  present  time. 

Considerable  agreement  can  be  expressed  with  a 
statement  of  the  nature  of  one  aspect  of  the  life  in- 
surance industry's  competitive  problems: 

"Another  major  development  affecting  the  life 
insurance  industry  and  state  tax  revenues  as  well 
is  the  growth  of  self-insured  pension  programs 
and  employee  benefit  plans  which  often  compete 
directly  with  the  service  offered  by  the  insurance 
companies  but  which  are  not  subject  to  the  same 
tax  obligations.  If  these  exempt  institutions  paid 
premium  taxes  at  the  effective  rates  paid  bj'  the 
life   companies,   the   State  of   California   would 


IS  The  estimated  additional  tax  is  calculated  by  computing  the 
ratio  of  rental  income  from  tenants  to  total  rental  income, 
including-  the  imputed  value  of  the  insurer's  own  occupancy, 
and  applying  this  ratio  to  the  property  tax  credit — the  result 
l)eing  the  reduction  in  allowed  property  tax  credit,  i.e., 
increase  in  premiums  tax. 


52 


Senate  Pact  Finding  Committee  on  Revenue  and  Taxation 


have  available  an  additional  $17  million  in  tax 
revenues  in  1963  alone.  This  tax  exemption  places 
the  life  companies  at  a  disadvantage  in  the  areas 
of  competition  and  suggests  the  State  of  Califor- 
nia maj^  be  overlooking  an  important  source  of 
tax  revenue  as  well  as  eroding  the  present  pre- 
mium tax  base. 


'  19 


These,  and  similar  considerations,  may  compel  a  com- 
plete revision  of  the  basis  for  insurance  taxation  at 
some  point  in  the  future.  The  fundamental  problems 
complicating  such  a  revision  include  defining  an 
equitable  tax  base  (say,  net  income),  defining  taxable 
insurance  activity,  and,  in  fact,  defining  insurance 
itself. 


'  Taxation  of  the  Life  Insurance  Industry  in  California  op.  cit., 
p.  15. 


Table  7 

TWENTY   INSURANCE  COMPANIES  EXPERIENCING   LARGEST   INCREASE  IN   INSURANCE   PREMIUMS  NET  TAX, 
IF   DEDUCTION   LIMITED  TO  PERCENT  OCCUPANCY  OF   PRINCIPAL  OFFICE,  1963  RETURNS 


Gross  income 

Home  office  from  tenants  in 

Insurance  company                           Location  principal  office 

Equitable  Life  Assurance 

Society  of  tlie  United  States New  Tort  $1,911,977 

.John  Hancock  Mutual  Life  Insurance  Co.__Massachusetts  814,276 

Pacific  Mutual  Life  Insurance  Co California  1,161,334 

Travelers  Insurance  Co Connecticut  514,162 

Pacific  National  Life  Assurance  Co California  860,097 

Prudential  Insurance  Co.  of  America New  Jersey  413,108 

Continental  Casualty  Co Illinois  379,004 

Continental  Insurance  Co New  York  244,813 

Western  and  Southern  Life  Insuramce  Co. — Ohio  276,413 

Commercial  Union  Assurance  Co.  Ltd England  393,816 

Continental  Assurance  Co Illinois  382,407 

Pacific  Employers  Insurance  Co California  102,426 

Olympic  Insurance  Co California  698,186 

Industrial  Indemnity  Co California  225,281 

Civil  Service  Employees  Insurance  Co California  167,079 

National  Automobile  and  Casualty 

Insurance  Co.   California  198,652 

Hartford  Fire  Insurance  Co Connecticut  120,912 

Commercial  Union  Insurance  Co. 

of  New  York New  York  195,038 

Mutual  of  Omaha  Insurance  Co Nebraska  222,848 

State  Compensation   Insurance   Fund California  111,024 

Total 

1  Based  on  1962  data. 

SOUBCE:  Annual  company  reports  flied  with  the  Insurance  Commissioner,  State  of  California,  and  Table  25B, 
Annual  Report  1963-64,  California  State  Board  of  Equalization. 


Amount  of 

principal 

Company  occupancy 

office 

based  on  attrib- 

deduction 

Addititional 

uted  rental  income 

June  30,  19i;^ 

tax 

9% 

$447,826 

S    407,249 

10^ 

248,955 

224,060 

36 

286,842 

ia3,579 

51 

257,246 

126,050 

15 

138,319 

117,.571 

77 

348,539 

80,164 

15 

90,243 

76,707 

30 

105,766 

74,036 

35 

103,340 

67,171 

2 

64,260 

62,975 

8 

64,124 

58,333 

34 

78.349 

51,710 

9 

49,879 

45,390 

29 

59,072 

41,941 

23 

52,761 

40,626 

25 

54.165 

40,624 

44 

69,176 

38,739 

3 

39,166 

37,991 

4 

36,273 

34,822 

80 

167,257 

33,451 

—$1,991,119 

pp.  A-55  58. 
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SUMMARY 

Unique  Characferisfics  of  Death-Giff  Transfer  Taxes:  to  each  beneficiary,  heir,  or  successor  is  taxed  pro- 
There  are  a  number  of  reasons  why  the  death  and  gressively  according  to  the  relationship  of  the  bene- 
gift— transfer— taxes  are  considered  separately  from  ficiary  to  the  decedent  and  according  to  the  amount 
income  taxes.  First,  there  is  no  market  transaction  by  received.  Basically  this  rests  on  the  idea  that  capital 
which  the  value  of  the  exchange— in  whatever  form—  °^  property  does  not  belong  to  the  decedent  alone, 
may   be   measured.   Second,   much   of   the   property  ^^^  is  in  fact  family  property, 
transferred  is  from  a  person  to  beneficiaries  who  had  incidence  and  Burden:  Incidence: 
the  use  of  the  property  as  a  family  prior  to  receiving  .  .,,...         ,..,  „ 
possession  of  it.  Thus,  the  transfer  does  not,  in  many              ^^  ^^  operational  definition,  the  incidence  of  a  tax, 
instances,  represent  an  improvement  in  the  real  or  ^^  *^^  t«^°i  f  "^^'^  ^^^«'  concerns  the  individual  or 
economic  well-being  of  the  recipients.  Many  states,  °^°"P  °^  individuals  whose  money  income  w  reduced 
in  their  law,  consider  property  to  be  in  fact,  if  not  ^^  ^^^^  ^"'^■ 

in  law,  a  family  affair.  Third,  transfer  tax  receipts  ^^^^^  the  aggregate  death  tax  receipts  for  the  state 
vary  widelv  from  year  to  vear.  Since  the  income  tax  ^ould  remain  the  same  under  an  estate  tax  as  they 
allows  no  averaging  of  irregular  incomes  from  year  ^^e  under  the  present  inlieritance  tax,  there  is  no  un- 
to year  serious  complications  could  arise  for  all  eon-  plication  here  that  the  two  types  of  death  taxes  would 
earned.  Fourth,  it  is  doubtful  that  the  courts  would  develop  the  same  tax  liability  from  each  individual 
find  it  legal  to  tax  gifts  and  testamentary  transfers  as  ^^t^*^-  '^^^  ^  illustrated  below. 

income.    The   major   problem   would   probably   arise  Assume  a  decedent  leaves  an  estate  that  has  a 

where  the  recipient  of  a  transfer  is  both  the  donee  and  net  taxable  value  of  $300,000  equally  to  three 

a  prospective  donor.  heirs :  a  minor  child,  a  niece,  and  a  stranger.  Un- 

der the  California  inheritance  tax,  the  tax  im- 
Deafh-Giff  Tax  Relationship:  position  would  be  based  on  the  relationship  of 

The  efSeacy  of  a  death  tax  is  increased  by  the  im-  the  heir  to  the  decedent,  and  on  the  amount  re- 

position of  a  gift  tax.  For  instance,  if  a  gift  tax  is  reived  by  each  heir.  Under  the  proposed  estate 

not  imposed,  a  person  knowing  that  he  wUl  die  often  ^ax  the  tax  revenue  would  be  computed  only  on 

.£,£,.        ^.  X    X    ,.•    ,-  •  the  net  taxable  estate  value  without  regard  to  the 

gnes  a  gift  of  his  entire  property  to  his  heirs,  succes-  ^^^^^^  ^^^^-^^^  by  each  heir  or  without  regard 

sors,  and  beneficiaries.  This  is  often  termed  a  gift  in  ^^  t^g  relationship  of  the  heir  to  the  decedent, 

anticipation  of  death.  If  a  gift  tax  is  not  imposed,  the  i  r,     t 

death    tax    may    be    completely    and    legally    avoided  Beneficiary  Estate  Tax  Burden  Tax  Burden 

simply  by  having  an  estate  gradually  turned  over  to  Minor  Child  $6,420  $3,010 

the  heirs,  successors,  and  beneficiaries  prior  to  death.  Niece 6,420  7,900 

It  is  even  possible  using  certain  legal  devices  for  the  Stranger    %,42.0  ^^'^^^ 

individual  making  the  gifts  to  retain  control  of  part  $19,260  $26,155 

or  all  of  the  income  or  property  until  such  time  as  m       ^i  •         r,     u  i.        ^  j    mv    *     „.:i„_  *i,„  „„+„+^ 

.„      .     1,     J        J.      mi,         •   /•    ^1.  X      -.,  .,  Two  thmgs  should  be  noted.  J?'ir5f,  under  the  estate 

be  ac  uaUy  does  die.  The  point  is  that  without  the  ^^^  ^^^  ^^^  .^  ^^^^  ^       U    ^  ,U  ^^-^^  Under 

,?ift  tax  the  death  tax  may  be  completely  avoided.  ^^^  inheritance  tax  system  the  tax  would  be  borne 

3eof/i  Tax:  Estate  vs.  Inheritance  Principle:  more  heavily  by  collateral  heirs  and  strangers  than 

,    An  estate  tax  is  a  lew  on  the  corpus  of  a  decedent's  ^.y  the  minor  child.   Second    the  gross  tax  on  the 

estate.  The  tax  is  assessed  before  distribution  is  made.  ^'^^\l  T°^'i  ?^  ^^f  ^^^"''  ^^\  "'*f "  .  *^  ^f  '* 

vh^  «c+„+„  +o     •       *  ii,    4        i       i;  ii.  J.  would   be    under   the    equivalent   inheritance    tax — 

ine  estate  tax  is  a  tax  on  the  transfer  of  the  amount  »»"ui>j-    "<=    u  ^ 

lif  the  decedent's  estate.  The  relationship  of  the  trans-  equivalence  being  measured  by  statewide  annual  rev- 
'eror  to  the  transferee  is  of  no  consequence  to  the  enue  productivity.  The  gross  tax  on  each  estate  would 
issessment  since  only  the  value  of  the  transfer  is  differ  according  to  whether  the  estate  tax  rates  or 
measured.  As  a  result,  a  child  and  a  stranger  might  inheritance  tax  rates  were  used.  All  beneficiaries, 
oay  the  same  tax  no  matter  what  the  respective  re-  heirs,  or  successors  who  were  members  of  the  immed- 
.ationship  of  the  individual  to  the  transferor.  iate  family  would  pay  a  heavier  burden  under  the 
I  The  general  philosophy  in  California  has  long  been  estate  tax  than  under  the  inheritance  tax.  All  col- 
hat  an  individual  on  his  death  should  be  able  to  pro-  lateral  relatives  and  strangers  would  pay  a  heavier 
nde  for  his  immediate  family  for  whom  he  can  no  tax  burden  under  the  inheritance  tax,  while  collateral 
onger  care.  This  principle  is  incorporated  in  the  in-  relatives  or  strangers  would  pay  a  lighter  burden 
leritance  tax.  It  maintains  that  the  transfer  bequest  under  the  estate  tax  than  under  the  inheritance  tax. 
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The  economic  and  financial  significance  of  the  estate 
tax  versus  the  inheritance  tax  is  nil,  since  the  gross 
state  revenue  would  remain  the  same  under  either 
system  studied.  It  is  noted,  however,  that  the  social 
and  personal  significance  of  the  estate  tax  is  great  as 
measured  hy  the  incidence  and  burden  of  the  respec- 
tive taxes. 

Integration  of  Inheritance  and  Gift  Taxation: 

The  failure  to  integrate  the  inheritance  and  gift 
tax  is  the  basic  cause  of  tax  avoidance  and  inequity.^ 
The  easiest  way  to  solve  this  problem  is  simply  inte- 
gration of  the  gift  and  inheritance  taxes  where  the 
beneficiary-taxpayer  would  have  one  set  of  rates,  ex- 
emptions, deductions,  and  exclusions,  and  where  the 
receipts  to  each  beneficiary-taxpayer  would  be  cumu- 
lative over  his  lifetime. 

Modification  of  California  Inheritance — Gift  Tax  Sfrucfure: 

There  are  two  points  of  paramount  importance  in 
considering  California  death-gift  taxation.  First,  the 
inheritance  tax  principle  is  definitely  preferable  to  the 
estate-tax  principle  in  death  taxation.  Second,  there 
exists  in  California  death-gift  taxation  a  dual  stand- 
ard for  taxing  which  frustrates  both  the  social  and 
fiscal  objectives  of  transfer  taxation.  The  dual  stand- 
ard is  in  the  fact  that  transfers  of  identical  amount 
of  money  or  property  to  the  same  class  of  benefi- 
ciaries will  pay  a  higher  inheritance  tax  if  transferred 
directly  than  if  transferred  via  trust.  Use  of  the  trust 
device,  instead  of  direct  testamentary  transfer,  pro- 
vides all  of  the  advantages  of  direct  transfer  yet 
establishes  a  lower  tax  basis  for  taxing  the  transfer. 
This  point  is  discussed  at  some  length  in  the  body 
of  the  report. 

The  basic  aims  of  the  following  possibilities  are  to 
eliminate  this  dual  standard  in  California  Inheritance- 
Gift  Taxation  and  to  create  a  more  equitable  and  more 
uniform  overall  tax  structure. 

Suggestions : 

1.  It  is  suggested  that  the  exercise  of  a  power  of 
appointment  be  taxed. 

'  Due,  John  F.,  Public  Finance,  Irwin  Co.  1963.  p.  334. 


2.  It  is  suggested  that  the  right  to  the  income 
from  a  property  held  in  trust  be  held  to  be  an 
indication  of  an  ownership  interest  in  that 
property.  Each  transfer  of  the  right  to  the  in- 
come from  a  property  in  trust  is  to  be  held  to 
indicate  a  transfer  of  ownership  and,  therefore, 
subject  to  the  Inheritance  and  Gift  Tax  laws. 
The  amount  of  the  tax  would  be  based,  in  each 
case,  on  the  value  of  the  property  at  the  time 
of  each  transfer. 

3.  It  is  suggested  that  the  Inheritance  and  Gift 
Tax  structures  be  integrated  to  provide  for  a 
single  set  of  rates,  exemptions,  exclusions  and 
deductions  for  each  beneficiary. 

4.  It  is  suggested  that  the  annual  Gift  tax  ex- 
elusion  be  reduced  from  $4,000  to  $3,000. 

5.  It  is  suggested  that  the  rates  on  Class  A  bene- 
ficiaries be  increased. 

6.  It  is  suggested  that  the  Insurance  exclusion  be-j 
eliminated. 

7.  The  Community  Property  Exclusion  could  be 
modified  to  make  it  apply  only  to  property 
acquired  as  community  property  in  California. 

8.  The  discount  for  prompt  payment  could  be 
eliminated  and  payment  of  the  tax  might  be 
required  within  15  months. 

9.  A  legal  set  of  standards  for  valuation  of  closed 
corporations  could  be  established. 

10.  The  Charity  Exemption  could  be  modified  so 
that  the  donor  or  testator,  or  the  family  or  serv- 
ants or  employees  of  the  donor  or  testator,  can 
not  be  managers,  directors,  or  employees  of  the 
charity  or  foundation  or  in  any  way  receive 
monetary  remuneration  from  the  charity  or 
foundation  to  which  they  provide  monies. 

These  suggestions  might  be  considered  as  a  pack- 
age. If  adopted  as  a  package  they  would  develop 
an  estimated  revenue  of  $15,000,000  the  first  year; 
$1,000,000  the  second  year;  and  a  minimum  of  $40,- 
000,000  beginning  with  the  third  year.  The  revenue 
variation  is  because  of  a  delay  in  receipts  as  a  result 
of  eliminating  the  discount  for  prompt  payment  of 
taxes  due. 


CHAPTER  I 

DEFINITION,  PHILOSOPHY,  AND  LEGAL  BASES  OF  THE 
CALIFORNIA  INHERITANCE  AND  GIFT  TAXES 


Transfer  vs.  Income  Taxation: 

Death  and  gift  taxes  are  usually  known  as  Trans- 
fer taxes.  They  are  imposed  upon  a  transfer  of 
wealth  where  the  recipient  of  the  transfer  has  presum- 
ably done  nothing  to  earn  the  income  or  the  wealth 
received.  Transfer  taxes  are  usually  distinguished 
from  income  taxes  inasmuch  as  the  latter  are  imposed 
upon  "earned"  monies  or  wealth  received  by  an  in- 
dividual. Income  taxes  fall  upon  wages,  salaries,  and 
other  forms  of  income  earned  by  an  individual  where 
presumably  the  recipient  has  done  something  for 
the  person  who  pays  him  his  income.  On  the  other 
hand,  in  the  case  of  transfer  taxation  such  as  death 
or  gift  taxation,  quite  often  all  that  the  individual 
who  receives  the  wealth  has  done  is  to  be  the  relative 
or  friend  of  the  person  who  died  or  who  gave  the 
gift. 

•Transfer  Taxation: 

Economists  normally  look  at  a  tax  on  transfers  of 
money  as  a  type  of  capital  levy.  A  person  giving  prop- 
erty to  his  heir,  sucee.ssor,  or  beneficiary  via  a  will 
(testamentary  disposition),  or  a  gift,  is  giving  capital. 
Taxes  levied  on  this  transfer  tend  to  diminish  the 
amount  of  capital  available  to  the  recipient.  Assume, 
■for  example,  that  the  item  being  transferred  at 
death  or  as  a  gift  was  an  operating  business.  The 
capital  levy — transfer  tax — would  probably  require 
me  of  the  four  following  options : 

,    1.  Part  or  all  of  the  business  be  sold  to  pay  the  tax. 
I   2.  The  business  be  mortgaged  to  pay  the  tax. 

3.  Monies  accumulated  for  investment  be  used  to 
pay  the  tax. 

4.  Outside  or  personal  monies  be  found  to  pay  the 
tax. 

In  language  of  attorneys,  however,  this  kind  of  tax 
3  often  described  as  an  excise  imposed  upon  the  oc- 
lasion  of  a  change  in  the  legal  relationship  of  prop- 
'rty.  Transfer  or  death  taxes  may  be  termed  indirect 
axes  imposed  upon  the  transfer  of  property.^ 

asis  for  Transfer  Taxaiion: 
Arguments  in  favor  of  transfer  taxation  are  usually 
^ased  upon   social   rather   than   fiscal   grounds   and 
ften  refer  primarily  to  transfers  at  death.  Advocates 
f  heavy  death  taxes  believe  that  great  inequality  of 

Knowlton  vs.  Moore,  178  US  41 ;  20  Sc  Ct.  747  ;  44  L  ED  969. 
Also,    Lowndes,    Charles   B.    and    Kramer,    Robert,    Federal 

I  Estate  and  Gift  Taxes,  St.  Paul,  Minnesota,  West  Publica- 
tion Company,  19  62,  p.  1. 


wealth  is  undesirable  per  se,  and  is  especially  unde- 
sirable if  created  by  the  institution  of  inheritance. 
John  M.  Keynes,  for  example,  in  his  General  Theory 
of  Employment  Interest  and  Money,  on  pages  372- 
374  declares  that  there  are  certain  justifications  for 
inequality  of  income  which  do  not  apply  to  inequality 
of  inheritance.  He  felt  that  there  was  social,  psycho- 
logical, and  economic  justification  for  the  inequality 
of  income  and  wealth  although  he  did  not  believe  that 
the  degree  to  which  that  inequality  then  existed,  was 
justified.  This  distinction  between  the  treatment  of 
wealth  acquired  by  inheritance  as  distinct  from  that 
acquired  by  personal  efforts  underlies  the  theories  of 
such  eminent  economists  as  Pigou,  Dalton  and  others. 

The  question  of  inheritance  is  also  linked  to  that  of 
incentives  by  Dr.  Howard  Ellis  who  notes  on  Page 
127  of  his  Financing  American  Prosperity,  that  in- 
herited wealth  is  the  underlying  cause  of  most  misgiv- 
ings regarding  the  advantages  of  competition.  He 
argues  that  wealth  obtained  through  inheritance  is 
not  part  of  a  truly  competitive  sj'stem  and  maintains 
that  most  economists  past  and  present  believe  that  it 
should  be  reduced  to  small  proportions  bj'  inheritance 
and  gift  taxes. 

Another  example  is  that  succession  or  transfer  taxes 
are  justified  primarily  on  the  ground  that  they  tend 
to  promote  equality  of  opportunity  and  that  they  ob- 
tain revenue  in  a  manner  that  has  little  effect  on  the 
personal  activities  of  individuals.  An  individual  is 
likely  to  be  less  affected  by  a  tax  which  will  be  levied 
only  after  his  interest  in  the  property  ceases,  than  by 
a  tax  which  will  affect  his  own  economic  power  and 
economic  incentives.^ 

This,  again,  is  the  distinction  between  the  transfer 
tax  and  the  income  tax.  To  the  extent  that  a  large  in- 
come is  an  indication  of  socially  useful  skills — e.g., 
in  the  management  of  production,  handling  of  capital, 
development  of  resources,  etc. — such  incomes  will  tend 
to  increase  productivity.  There  is  no  such  presump- 
tion in  the  case  of  the  heirs  of  an  individual. 

Death  taxation  can  be  framed  in  the  form  of  privi- 
lege, benefit,  transfer  of  property,  or  even  income  tax- 
ation. The  case  can  be  made  for : 

1.  Taxation  of  the   donors'   or   deceased   persons' 
right  to  transfer. 

2.  Taxation  of  the  estate  or  gift  on  an  ad  valorem 
basis. 


•  This  point  is  discussed  more  fully  below  In  the  consideration  of 
tax  Incidence. 
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3.  Taxation  of  the  recipient  on  the  basis  of  his  tax- 
able capacity — relation  to  the  decedent  and 
amount  received. 

In  short,  there  are  a  number  of  reasons  why  the 
death  and  gift — transfer  taxes — are  considered  sepa- 
rately from  income  taxes.*  First,  there  is  no  market 
transaction  by  which  the  value  of  the  exchange — in 
whatever  form — may  be  measured.  Second,  much  of 
the  property  transferred  is  from  a  person  to  bene- 
ficiaries who  had  use  of  the  property,  as  a  family, 
prior  to  receiving  the  money.  Thus,  the  transfer  does 
not  represent  an  improvement  in  the  real  or  economic 
well-being  of  the  recipients.  Many  states,  by  their  law, 
consider  property  to  be  in  fact  if  not  in  law,  a  family 
affair.  Third,  transfer  tax  receipts  are  widely  varying 
from  year  to  year.  Since  the  income  tax  allows  no 
averaging  of  irregular  incomes  from  year  to  year, 
serious  inequities  could  arise.  Fourth,  it  is  doubtful 
that  the  courts  would  find  it  legal  to  tax  gifts  and 
testamentary  transfers  as  income. 

Thus  the  problem  in  transfer  taxation  is  to  devise 
a  uniform  tax  that  treats  all  persons  in  the  same  way, 
and  to  devise  an  equitable  tax.  The  equity  of  the  tax 
is  measured  in  accord  with  some  defensible  index  of 
taxpaying  ability.^ 

In  principle,  the  transfer  tax  is  a  tax  on  the  prop- 
ertied class  of  the  nation :  those  who  have  property 
to  pass  on  to  others;  or  those  who  have  received 
property  from  others.  As  we  have  suggested  above, 
the  advantages  of  transfer  taxation  tend  to  he  social 
rather  than  fiscal.''  Transfer  taxation  fosters  equality 
of  opportunity.  Wealth  conferred  by  gift  and  bequest 
provides  advantages.  It  is  in  this  area  of  the  social 
versus  the  fiscal  objectives  of  the  tax  that  consider- 
able difficulty  is  encountered  in  attempting  to  de- 
termine whether  the  present  transfer  taxation  laws 
contain  loopholes.  The  social  objectives  as  well  as  the 
fiscal  objectives  of  the  tax  are  largely  not  met  because 
of  the  possibility  of  charity  exemptions,  trust  arrange- 
ments, etc.  Professors  Rolph  and  Break  note:  "Many 
foundations  owe  their  origins  to  wealthy  people  who 
wished  to  avoid  the  substantial  tax  liabilities  that 
would  otherwise  fall  upon  their  estates.  A  rich  man 
without  one  is  becoming  as  rare  as  a  rich  man  without 
a  Cadillac. ' '  "^  Trusts  are  arrangements  whereby  a  tax 
is  avoided  for  wealthy  persons  who  set  up  trusts. 

*  cf.  the  standard  discussions  of  this  subject :  Kendrick,  M.  Slade, 

Public  Finance,  Houghton  Mifflin,  1951,  chapter  i4  ;  Rolph, 
Earl  R.,   Breaic.   George  F.,  Public  Finance,  Ronald  Press, 
1961,   Chapter   12;   Due,  John  F.,   Government  Finance,  Ir- 
win Co.,  1963,  chapter  19. 
•Rolph,  Earl  R.,  and  Break,  George  F.,  op.  cit.,  p.  26S. 

•  The  problems  ot  regarding  the  tax  as  primarily  a  fiscal  levj- 

encounters  several  inherent  obstacles.  First,  any  transfer  tax 
has  a  relatively  small  base  and  a  widely  fluctuating  collec- 
tion pattern  ;  second,  the  tax  must,  by  definition,  apply  to  a 
base  which  involves  no  market  transaction  thus  no  auto- 
matic valuation  is  possible :  third,  the  transaction  may  oc- 
cur either  during  life  or  at  death  ;  fourth,  the  property  trans- 
fers are  not  always  clear  cut  and  may  involve "  partial 
transfers  of  property  or  of  interests;  fifth,  since  death  is 
regarded  as  inevitable,  considerable  lifetime  manipulation 
will  ocur  in  an  attempt  to  minimize  the  transfer  tax  ap- 
plicable at  death. 
'Rolph,  Earl  R.,  and  Break,  George  F.,  op.  cit.,  p.  264. 


Trusts  are  a  major  device  whereby  both  the  social 
and  fiscal  objectives  of  the  transfer  tax  may  be 
avoided.* 

The  important  issues  here,  however,  involve  neither 
the  fiscal  integrity  of  the  transfer  tax ;  the  percentage 
of  governmental  revenues  developed  by  the  transfer 
tax ;  or  whether  the  scope  of  the  taxation  of  transfers 
might  become  so  broad  as  to  disturb  economic  condi- 
tions. The  query  here  is  whether  the  tax  is  a  uniform, 
equitable  imposition  on  the  population,  and  whether 
it  in  fact  meets  its  stipulated  social  objectives. 

VTill  transfer  taxation  become  an  effective  instru- 
ment in  fiscal  policy?  Should  rates  on  transfers  be 
progressive  as  the  amount  of  the  receipt  increases! 
Should  the  tax  be  levied  on  the  aggregate  transfer 
of  the  corpus  of  the  estate  (an  estate  tax)  or  on  the 
receipt  of  a  share  of  the  estate  by  each  individual 
beneficiary  (an  inheritance  tax)  ?  Should  the  rates 
on  distant  relatives  and  strangers  be  higher  than  on 
the  immediate  family?  The  central  issue  then  involv- 
ing transfer  taxation  at  the  present  time  concerns  not 
the  fiscal  effectiveness  of  the  tax,  but  whether  the  tax 
is  in  fact  meeting  its  social  objectives.  A  secondary 
question  is  whether  the  focus  of  the  tax  should  be 
shifted  from  the  social  to  the  fiscal  area  more  precisely. 
The  third  point  is  whether  an  estate  principle  or  an 
inheritance  principle  is  appropriate  for  transfer  tax- 
ation. 

Death — Gift  Tax  Relationship: 

The  oldest  and  perhaps  most  widely  used  transfer 
taxes  in  the  United  States  are  those  imposed  at  the 
time  of  death.  The  provisions  of  most  of  these  transfer 
taxes  can  usually  be  divided  into  two  parts.  First. 
those  provisions  which  deal  with  the  main  subject 
matter  of  the  tax.  Second,  those  provisions  which  are 
used  to  tax  transactions  which  if  not  taxed  would 
permit  the  taxpayer  an  easy  way  of  avoiding  a  tax 
payment.  An  example  may  be  helpful.  A  commonly 
used  type  of  tax  in  California  and  in  the  United 
States  is  the  death  tax.  This  is  an  attempt  to  tax  the 
property  of  the  decedent  or  the  amount  received  by 
the  individual  beneficiaries.  This  would  be  a  type  of 
tax  described  above  as  the  first  provision  of  transfer 
taxation,  that  is,  a  tax  aimed  at  the  main  object  of 
taxation. 

However,  it  increases  the  efficacy  of  a  death  tax  to 
impose  a  gift  tax.*  For  instance,  if  a  gift  tax  is  not 
imposed,  a  person  knowing  that  he  will  die  often 
makes  a  gift  of  his  entire  property  to  his  heirs,  suc- 
cessors and  beneficiaries.  This  is  often  termed  a  gift 
in  anticipation  of  death.  If  a  gift  tax  is  not  imposed, 
the  death  tax  may  be  completely  and  legally  avoided 
simply  by  having  an  estate  gradually  turned  over  to 


«  Smith,  Dan  Throop,  Federal  Tax  Reform,  McGraw  Hill,  1961. 

pp.  286-2S7,  infra. 
'  Professor  Due  notes  that  a  basic  avenue  of  avoidance  and  In- 
equity arises  from  the  treatment  of  gifts  with  no  real  inte- 
gration of  death  and  gift  taxes ;  Due,  John  F.,  op.  cit.,  p.  »"■ 
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the  heirs,  successors  and  beneficiaries  prior  to  death. 
It  is  even  possible  using  certain  legal  devices  for  the 
individual  making  the  gifts  to  retain  control  of  part 
or  all  of  the  property  until  such  time  as  he  actually 
does  die.  The  point  is  that  without  the  gift  tax,  the 
death  tax  may  be  completely  avoided. 

A  basic  method  of  avoiding  the  death  tax,  and  a 
fundamental  area  of  inequity  in  the  death-gift  taxa- 
tion area,  stems  from  the  lack  of  integration  of  death 
and  gift  taxes.  There  are  a  number  of  sources  of  sav- 
ings when  the  gift  tax  is  separate  from  the  death  tax. 
Oftentimes  the  gift  tax  rates  are  lower  than  the  death 
tax  rates.  The  usual  rationale  for  this  is  that  the 
gift  tax  is  paid  at  an  earlier  date  than  is  the  death 
tax.  However,  even  if  the  death  and  gift  tax  rates 
are  the  same  there  is  a  saving.  The  first  element  of 
saving  is  that  the  gift  tax  schedule  establishes  a  dual 
base  for  taxation.  This  is  discussed  more  fully  in  the 
section  on  Tax  Incidence,  below. 

The  second  point  is  that  if  the  transfer  tax  is  to  be 
progressive,  the  separate  inheritance  and  gift  tax 
lessen  the  progression  by  simply  dividing  the  aggre- 
gate taxable  transfers  into  two  separate  taxable  enti- 
ties. Since  death  and  gift  taxes  are  levied  separately, 
with  separate  exemptions,  deductions,  and  exclusions, 
the  gift  part  of  the  property  transfer  will  divide  the 
property  into  two  segments  for  taxation  purposes ;  the 
part  subject  to  gift  taxation,  and  the  part  subject  to 
inheritance  taxation. 

The  final  points  are  that  additional  exemptions  are 
gained  using  the  gift  transfer  and  that  the  amount 
of  the  gift  tax  paid  is  directly  removed  from  the 
death  and  gift  tax  base  completely.  Thus,  the  separ- 
ate death  and  gift  tax  structures  represent  a  direct 
limitation  on  the  social  and  the  fiscal  objectives  of 
the  transfer  or  death  taxes. 

Before  continuing  it  becomes  necessary  to  define 
three  terms :  avoidance,  evasion  and  loophole.  The  term 
avoidance  is  usually  used  to  cover  transactions  which 
are  legal  or  lawful  according  to  the  letter  of  the  law, 
but  which  enable  a  taxpayer  to  avoid  paying  any  part 
or  all  of  the  tax  for  which  he  would  otherwise  be 
liable.  For  instance,  if  a  death  tax  but  no  gift  tax 
exists  in  a  particular  state  or  country,  the  taxpayer 

^  may  avoid  all  or  part  of  the  death  tax  by  using  a 

I  gift  transfer. 

'  The  term  evasion  is  used  to  describe  transactions 
which  are  illegal  according  to  the  letter  of  the  law  and 
which  depend  for  their  success  entirely  on  their  re- 
maining a  secret,  that  is,  remaining  concealed  from 
the  taxing  authority. 

I  The  term  loophole  is  at  best  a  rather  difficult  one.  It 
is  used  here  to  describe  an  area  related  to  the  basic 
problem  of  tax  avoidance.  Such  discussion,  however, 

I  oftentimes  leads  to  a  very  complicated  series  of  ques- 
tions in  which  it  is  difficult  to  distinguish  whether  the 
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term  loophole  is  used  with  reference  to  the  idea  of 
avoidance  or  the  idea  of  evasion.  Perhaps  an  example 
would  be  helpful.  A  trust  is  a  device  or  transfer 
wherebj'  an  individual  is  permitted  to  set  aside  cer- 
tain monies  during  his  lifetime  in  trust  for  his  suc- 
cessor, beneficiary  or  heirs.  At  the  death  of  one  gen- 
eration the  income  from  the  trust  then  passes  to  an- 
other generation  and  at  the  termination  of  that  time 
the  trust  them  passes  to  some  designated  recipient. 
No  tax  is  assessed  on  the  final  transfer.  Nor  is  the 
estate  revalued.  This  constitutes  a  loophole  in  a  death 
tax  law  in  the  sense  that  it  is  a  method  of  avoiding 
taxes  on  property. 

Esfate  Taxafion: 

An  estate  tax  is  a  levy  on  the  corpus  of  a  decedent 's 
estate.  The  tax  is  assessed  before  distribution  is  made. 
The  estate  tax  is  a  tax  on  the  transfer  of  the  gross 
amount  of  the  decedent's  estate.^"  The  relationship  of 
the  transferor  to  the  transferee  is  one  of  no  conse- 
quence to  the  assessment  since  only  the  gross  value 
of  the  transfer  is  measured.  As  a  result,  a  child  and 
a  stranger  receiving  equal  shares  might  pay  the  same 
tax  no  matter  what  relationship  they  bear  to  the  trans- 
feror.^^ 

Inheritance  Taxafion:  The  California 
Inheritance  Tax  Principle: 

The  general  philosophy  in  California  has  long  been 
that  an  individual  on  his  death  should  be  able  to  pro- 
vide for  his  immediate  family  for  whom  he  can  no 
longer  care.  This  principle  is  incorporated  in  the  in- 
heritance tax  principle.  The  inheritance  tax  prin- 
ciple maintains  that  the  transfer  bequest  to  each  bene- 
ficiary, heir  or  successor  should  be  taxed  progressively 
according  to  the  relationship  of  the  beneficiary  to  the 
decedent  and  according  to  the  amount  received. 
Basically  this  rests  on  the  idea  that  capital  or  prop- 
erty does  not  belong  to  the  decedent  alone,  but  is 
in  fact  family  property. 

As  noted  above,  a  similar  philosophy  is  found  in 
inheritance  tax  writing.  This  philosophy  is  certainly 
embodied  in  California  tax  treatment  of  community 
property  and  inter-spouse  transfers.  The  outstanding 
feature  of  the  California  Inheritance-Gift  Taxation 
structures  is  the  relatively  low  rates  and  high  exemp- 
tions and  exclusions  for  immediate  family  members 
and  higher  rates  with  lower  exemptions  and  exclusions 
for  non-family  heirs,  beneficiaries,  or  successors.  The 
structure  has  been  specifically  designed  in  this  way. 

As  the  father  or  guardian  dies,  that  capital  should 
then  belong  to  the  remaining  immediate  family  mem- 
bers. Thus,  again,  the  relatively  low  rates  and  high 
exemptions  and  exclusions  prevail  for  immediate  fam- 
ily beneficiaries  or  recipients.  In  no  instance  is  the  tax 
levied  on  the  body  of  the  estate  as  a  whole ;  but  it  is 

"Knowlton  vs.  Moore,  178,  US  41 ;  20  So  Ct    747  ;  44  L,  Ed  969. 
^  ct.  section   below,   entitled :   Death   Tax   Incidence ;   Estate  vs. 
Inlieritance  Taxation  (California). 
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levied  on  the  amount  received  by  each  beneficiary,  This  is  in  direct  contrast  to  the  estate  tax  -which  is 

heir,  or  successor  according  to  the  amount  received.  levied  on  the  corpus  of  the  estate  of  a  decedent.  An 

This  is  shown  in  Figure  1  below.  estate  tax  gives  no  consideration  to  the  scope  or  the 

The  chart  shows  that  the  tax  is  progressive  both  manner  of  the  distribution  of  the  portions  of  the 

as  to  the  size  of  the  receipt  and  as  to  the  relationship  estate.  An  estate  tax  looks  to  the  total  value  of  the 

of  the  heir  to  the  decedent.  property  left — the  corpus. 
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CHAPTER 


MODIFICATION  OF  CALIFORNIA  INHERITANCE  AND  GIFT 
TAXATION  THROUGH  FEDERAL-STATE  COORDINATION 


Infroducfion 

The  purpose  of  this  section  of  the  report  is  to  con- 
sider a  major  recommendation  concerning  presently 
proposed  changes  in  the  California  Inheritance-Gift 
Tax  Structure.  That  proposed  change  is  outlined  in 
the  Advisory  Commission  on  Intergovernmental  Rela- 
tions study  entitled :  Coordination  of  State  and  Fed- 
eral Inheritance,  Estate,  and  Gift  Taxes,  Jan.  1961}^ 

Since  changes  in  any  tax  may  cause  economic  dis- 
locations such  as  redistribution  of  income  and  wealth, 
etc.,  the  problem  is  to  keep  these  dislocations  at  a 
minimum  or  to  be  cognizant  of  them  and  of  their 
implications.  The  major  concerns  in  the  remodelling 
of  any  tax  are  to  develop  as  equitable  a  tax  as  possible 
and  the  satisfaction  of  the  social  and  fiscal  objectives 
of  the  government. 

Broadly  there  are  two  major  alternatives  for  modi- 
fying the  California  inheritance-gift  tax  structure. 
The  first  alternative  would  involve  abandoning  the 
existing  California  inheritance  tax  principle  in  favor 
of  the  federal  estate  tax  principle  of  death  taxation 
as  suggested  by  the  Advisory  Commission.  The  second 
is  based  on  the  premise  of  the  superiority  of  the  in- 
heritance principle  of  death  taxation,  and  on  the  idea 
that  capital  thus  taxed  is  a  type  of  family  possession. 
This  keeps  death  and  gift  taxation  in  conformity  with 
California  Community  property  and  other  laws.  This 
second  alternative  contains  the  idea  of  making  changes 
in  the  present  California  laws  without  altering  the 
basic  structure. 

Both  of  these  proposals  are  considered  at  length 
in  the  discussions  below. 

Coord/nation  of  Sfafe  and  Federal  Inheritance  Estate  and 
Gift  Taxation:  The  Federal  Estate  and  Gift  Tax  System 

The  present  federal  estate-gift  tax  system  dates  from 
1916.  Article  1  of  the  Treasury  Regulations  noted 
that  the  federal  estate  tax  is  imposed  upon  the  trans- 
fer of  the  net  estate.^*  It  was  imposed  on  the  transfer 
from  the  estate  of  each  decedent  dying  after  Sep- 


'^  There  has  been  no  recent  federal  action  on  the  Advisory  Com- 
mission Proposal.  The  Treasury  Department  issued  a  state- 
ment in  March,  1964,  which  outlined  the  Treasury  Position 
on  this  issue.  The  essence  of  the  letter  was  that  two  major 
studies  are  presently  uader  way  on  this  subject  of  death- 
^tt  tax  integration,  and  integration  of  federal  and  state 
death-gift  taxation.  Contact  with  both  the  Brookings  Insti- 
tution, and  with  the  American  Law  Institute  indicated  that 
their  studies  would  not  be  ready  for  publication  for  some 
months.  Contact  with  the  Advisory  Commission  personnel 
indicate  that  tliey  are  contemplating  no  action  at  least  un- 
til the  completion  of  the  present  studies.  The  Advisory  Com- 
mission Proposal,  in  the  form  of  House  and  Senate  Resolu- 
tions, has  been  before  the  congress  for  some  time. 

"Kendrlck,  M.  Slade,  PuWc  Finance,  Houghton  Mifflin,  p.  281. 
Also :  Schultz,  W.  J.,  The  Taxation  of  Inheritance,  Houghton 
Mifflin  Co.  Boston,  1926,  passim.  Treasury  Regulations,  Ar- 
ticle 1,  as  cited  from  Schultz,  W.  J.,  op.  cit.,  p.  157. 


tember  8,  1916.  The  tax  was  placed  only  upon  the 
transfer  of  the  taxable  estate,  not  upon  the  property 
of  the  estate  itself.  Further,  the  tax  was  levied  on  the 
transfer  of  the  entire  estate  not  on  any  particular 
legacy,  device,  or  distributive  share.  The  Article  1 
noted  that  the  value  of  the  separate  interests  had  no 
bearing  on  the  question  of  liability  or  the  extent  of 
the  liability. 

The  federal  estate  tax  was  subsequently  modified  in 
1924  and  1926,  and  was  substantially  changed  in  1932 
when  the  federal  estate  and  gift  tax  system  took  its 
present  form.  The  major  changes  introduced  in  1932 
involved  rates  and  exemptions.  At  that  same  time  the 
federal  gift  tax  rates  were  established  at  75  per  cent 
of  the  federal  estate  tax  rates.  The  gift  tax  rates 
have  remained  at  75  per  cent  of  the  estate  tax  rates 
to  the  present  day. 

Historically  the  estate  tax  was  divided  into  two  dis- 
tinct parts : 

I.  The  Basic  Tax.  The  1926  estate  tax  law  pro- 
vided that  there  would  be  a  minimum  federal 
estate  exemptions  of  $100,000.  The  tax  was  levied 
as  a  graduated  tax  on  the  remaining  taxable 
estate.  A  one  per  cent  tax  was  placed  on  the 
first  $50,000  taxable  estate  value  to  a  maximum 
of  20  per  cent. 

II.  The  Additional  Tax.  The  tax  law  of  1932  is 
the  basis  for  the  additional  tax.  A  series  of  laws 
through  1952  have  increased  exemptions  and 
lowered  revenues  through  a  series  of  technical 
amendments.  The  federal  law  of  1941  com- 
pleted the  rate  structure,  while  the  subsequent 
laws  modified  exemptions. 

Under  the  1932  law  each  tax  was  computed  sepa^ 
rately.  Eighty  per  cent  of  the  Basic  Tax  may  be  al- 
lowed as  credit  against  state  death  taxes  at  least  equal 
to  the  federal  credit,  the  general  rule  was  that  20 
per  cent  of  the  basic  tax  was  added  to  the  additional 
tax  to  determine  the  federal  revenue.  Presently,  how- 
ever, a  single  computation  is  involved.  For  purposes 
of  clarity  of  exposition  the  discussion  in  this  section 
of  the  study  is  carried  forward  as  if  the  Basic  Tax 
and  the  Additional  Tax  were  separate. 

The  federal  estate  tax  rates  have  remained  un- 
changed since  1941.  While  the  rates  have  been  left  as 
they  were,  serious  inroads  have  been  made  on  the 
federal  estate  tax  revenues."  Louis  Eisenstein  noted 


"cf  Joint  Committee  Report,  Federal  Tax  Policy  for  Economic 
'Growth  and  Stability,  84th  Congress,  1st  Session,  1955.  This 
study  included  a  series  of  four  papers  on  federal  estate  and 
gift  taxation. 
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in  his  article  "The  Rise  and  Decline  of  the  Estate 
Tax,"  in  the  Federal  Tax  Policy  for  Ecnonomic 
Growth  and  StaiUity,  that 

The  best  way  to  handle  progressive  taxes  is  to 
leave  the  rates  alone  and  redefine  the  base  through 
"technical  amendments". 

He  argues  that  these  technical  amendments  have  cer- 
tain virtues  which  should  not  be  overlooked.  For  in- 
stance, the  revenue  loss  from  such  measures  is  less 
disturbing  and  the  tax  reduction  more  selective.  The 
table  of  rates  is  not  disturbed,  therefore,  and  "abil- 
ity-to-pay" remains  as  the  primary  although  fictional 
notion. 

Mr.  Eisensteiu  notes  further  that  the  estate  tax 
revenue  has  been  seriously  impaired  by  these  tech- 
nical amendments.  The  estate  tax  rates  have  been 
neglected  since  1941 ;  the  burden  has  been  lessened 
and  the  tax  base  eroded.  The  major  technical  amend- 
ments since  1941  have  been  the  marital  deduction 
(Rev.  Law  1948),  gifts  in  comtemplation  of  death, 
and  the  manner  of  taxing  life  insurance  proceeds. 
The  marital  deduction,  in  fact,  provides  an  alternate 
rate  schedule.  Mr.  Eisenstein  estimates  the  revenue  im- 
pacts on  rates  and  revenues  of  the  marital  exemption 
to  be  those  shown  in  Table  1.^*  The  table  is  reveal- 
ing and  instructive  in  several  respects.  Mr.  Eisen- 
stein's  own  analysis  of  the  table  is  perhaps  most 
pointed  and  relevant. 

Table  2  illustrates  the  trend  of  estate  and  gift  tax 
revenues  and  the  declining  trend  of  those  revenues 
as  a  per  cent  of  total  net  budget  receipts  for  the 
federal  government.  Actual  death  and  gift  tax  reve- 
nues have  increased  since  1941.  However,  these  reve- 
nues as  a  per  cent  of  net  budget  receipts  have  steadily 
declined  from  5.7  per  cent  in  1941  to  2.4  per  cent  of 
net  budget  receipts  in  1962. 

Before  leaving  this  discussion  it  is  necessary  to 
point  out  that  Treasury  representatives  have  made 
continuing  recommendations  to  Congress  concerning 
modifications  in  the  existing  federal  death-gift  tax 


"See  the  noted  papers  and  the  Revenue  Revision  of  IVSO,  U.S. 
Congress,  for  further  Information  in  this  area. 


Table  1 

MARITAL   DEDUCTION   AND  ESTATE  TAX  RATES 

Effective  Rate 

Without  Effective 

Taxable  Estate  Marital  Rate  Percentage 

Before  Exemption  Deduction     With  Marital  of 

Percent  Percent        Reduction 

$100,000  4.8  —  100 

150,000  11.7  1.4  88 

200,000  15.8  4.8  70 

250,000  18.1  8.6  53 

300,000  19.7  11.7  41 

400,000  21.9  15.8  28 

500,000  23.3  18.1  22 

750,000  25.6  21.4  16 

1,000,000  27.0  23.3  14 

2,000,000  31.3  27.0  14 

5,000,000  40.8  33.2  19 

7,500,000  46.1  37.4  19 

10,000,000  49.8  40.8  18 

.  .  .  First,  the  estate  tax  is  pretty  much  eliminated  in  the 
bottom  brackets.  Though  the  progression  is  very  rapid  there, 
it  hurriedly  leads  nowhere.  Second,  the  marital  deduction  dras- 
tically erodes  the  progressive  rate  structure.  As  the  last  column 
indicates,  the  tax  cut  is  more  substantial  where  the  progression 
would  otherwise  be  more  telling.  The  reduction  in  effective  rate 
is  53  percent  for  an  estate  of  $250,000  and  14  percent  for  an 
estate  of  $2,000,000.  Third,  the  benefits  do  not  respond  to  any 
intelligent  principle  of  rate  reduction.  Why,  for  example,  should 
the  effective  rate  on  an  estate  of  $10,000,000  be  reduced  by  18 
percent,  while  the  effective  rate  on  an  estate  of  $750,000  is  re- 
duced by  16  percent?  Why  should  the  percentage  reductions  for 
estates  of  $1,000,000  and  $2,000,000  be  the  same?  Why  should 
the  tax  on  an  estate  of  $5,000,000  be  reduced  almost  to  the 
same  extent  as  the  tax  on  an  estate  one-tenth  its  size?  In  fact, 
for  estates  within  the  sweeping  range  of  $750,000  to  $10,000,- 
000  the  percentage  of  reduction  varies  only  between  14  and  19 
percent.  If  lawyers  requested  this  kind  of  reduction  by  a 
candid  revision  of  the  rates,  they  would  be  greeted  with  ap- 
propriate displeasure.  They  have  obtained  precisely  the  same 
result  by  a  technical  amendment. 

Source:  Joint  Committee  Report,  Federal  Tax  Policy  for  Eco- 
nomic Growth  and  Stability,  "The  Rise  and  Decline  of  the 
Estate  Tax". 

laws.i*  Such  modifications,  Treasury  representatives 
contend,  are  necessary  before  the  present  federal 
death-gift  tax  laws  become  sound  instruments  of 
fiscal  policy.  A  major  proposed  change  is  the  integra- 
tion of  federal  death-gift  tax  laws  into  a  combined 
death-gift  tax  with  a  single  set  of  rates  and  a  single 

>•  Joint  Committee  Print,  The  Federal  Revenue  System :  Facta 
and  Problems,  1961,  87th  Congress,  1st  Session,  Washington, 
D.C.,  US,  GOP,  1961,  p.  147. 


Table  2 
THE   FEDERAL  REVENUE  SYSTEM,  1961 

Estate  and     Per  Cent  of  Per  Cent  of 

gift  taxes         total  net                                 Gift  taxes  Total  net 

(millions  of         budget                                  (millions  of  budget 

Fiscal  Year                                        dollars)         receipts       Fiscal  Year        dollars)  receipts 

1941    $403                5.7                1952                 $818  1.3 

1942    421                3.4                1953                   881  1.4 

1943    422                2.0                1954                   934  1.5 

1944    507                1.2                1955                   924  1.5 

1945    638                1.4                1956                1,161  1.7 

1946    669                1.7                1957                1,365  1.9 

1947    770                1.9                1958                1,393  1.9 

1948    890                2.2                1959                1,333  2.0 

1949    780                2.1                1960                1,606  2.1 

1950    698                1.9                1961                1,900  2.4 

1951    708                1.5                1962                1,953  2.4 

Source:  State  of  California,  Department  of  Finance,  Budget  Division,  Coordination  of  California 
and  Federal  Inheritance,  Estate,  and  Gift  Taxes,  December,  1961,  p.  54. 
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set  of  exemptions.*^  Other  changes  include  modifica- 
tion of  the  federal  structure  to  conform  to  existing 
state  community  property  laws,  and  modification  of 
the  life  insurance  exemption,  among  others. 

The  major  question  presently  is  not  the  fiscal  objec- 
tives of  the  death-gift  tax.  Given  the  productivity  of 
the  income  tax  and  the  corporate  profits  and  capital 
gains  taxes  the  death  tax  will  probably  never  become 
a  significant  revenue  producer.  The  serious  question, 
however,  concerns  the  equity  and  the  capability  of 
the  federal  estate  tax  to  accomplish  its  social  objec- 
tives.*® 

The  1926  federal  law  provided  a  new  relationship 
between  state  death  taxes  and  the  federal  estate  tax 
law.  The  1926  law  raised  the  federal  estate  tax  exemp- 
tion to  $100,000,  reduced  rates,  and  provided  that  the 
federal  gross  estate  liability  could  be  reduced  up  to 
80  per  cent  for  state  death  taxes  paid.  This  meant 
that  $.80  out  of  each  $1.00  owed  to  the  federal  govern- 
ment for  estate  taxes  under  the  1926  law  could  be 
diverted  to  the  states.  This  federal  credit  is  contained 
in  its  present  form  in  the  Internal  Revenue  Code 
Section  2011.  The  maximum  credit  allowable  for  state 
death  taxes  paid  is  80  per  cent  of  the  1926  federal 
estate  tax  liability,  no  matter  how  much  state  death 
tax  is  actually  paid.  These  features  of  the  1926  law 
placed  the  federal  government  in  the  position  of  acting 
largely  in  the  role  of  a  coordinator  to  safeguard  the 
position  of  the  states  with  regard  to  the  integrity  of 
the  state  death  taxes. 

After  1926,  states  increasingly  took  advantage  of 
the  federal  credit  provision  by  enacting  laws  that 
would  divert  the  80  per  cent  of  the  1926  federal  death 
tax  to  state  treasuries.  By  1931  total  credits  against 
state  taxes  offset  approximately  76  per  cent  of  the  ag- 
gregate federal  estate  tax  payable.*®  However,  between 
1931  and  1960  federal  tax  rates  were  increased  and 
exemptions  lowered  while  the  federal  credit  for 
state  death  taxes  paid  remained  at  the  1926  level.  As 
a  result,  by  1959,  the  state  death  tax  credit  became 
only  9.7  per  cent  of  the  aggregate  federal  estate  tax 
liability. 

The  intent  of  the  1926  law  was  to  provide  the  states 
with  a  major  share  of  death  tax  receipts.  This  concept 
was  in  accord  with  the  prevailing  opinion  that  since 
the  states  had  a  prior  right  to  death  taxes,  and  since 
state  government  tax  resources  were  markedly  fewer 
than  those  of  the  federal  government,  death  taxes 
should  remain  the  province  of  the  individual  states.  It 
was  further  contended  that  the  federal  estate  tax 
was  imposed  merely  to  act  as  a  lever  for  enforcing 
uniform  state  collections. 

Since  1931,  however,  under  the  impact  of  the  de- 
pression and  the  pressing  need  of  the  federal  govern- 

"  Joint  Committee  Print,  The  Federal  Revenue  System:  Pacta 
and  Problems,  p.  151. 

"While  the  federal  consideration  Is  important  It  cannot  be  con- 
sidered here. 

"Nevada,  which  enacted  no  death  tax,  did  not  receive  the  fed- 
eral credit  available. 


ment  for  additional  funds,  the  federal  government 
provided  the  second  or  additional  tax  schedule.  The 
state  death  tax  credit  against  federal  tax  liability, 
however,  was  left  tied  to  the  1926  tax  law.  Some  states, 
such  as  California,  were  impelled  to  increase  their 
state  taxes  in  order  to  maintain  the  fiscal  integrity  of 
the  California  Inheritance  Tax. 

One  point  is  important.  The  pre-emption  of  the 
vast  percentage  of  the  total  death-gift  taxes  by  the 
federal  government  has  resulted  in  a  progressively 
increasing  share  of  the  total  federal-state  death-gift 
taxes  paid  going  to  the  federal  government.  The  1945 
calendar  year  study  demonstrated  that  the  federal 
taxes  were  29.3  per  cent  of  the  transferable  value  for 
large  estates,  and  were  approximately  16  per  cent  of 
the  value  of  all  estates.  Continued  competition  of 
states  and  of  the  federal  government  for  death  and 
gift  tax  revenues  results  in  an  increasingly  higher 
percentage  of  the  estate  paid  in  taxes.  This,  if  con- 
tinued, could  result  in  serious  consequences  for  the 
American  economy. 

The  Advisory  Commission  Proposal  for  Coordination  of 
Federal-Stafe  Deaih-Gift  Taxation-. 

The  Advisory  Commission  on  Intergovernmental 
Relations  has  recommended  a  program  for  integrating 
federal  and  state  death  and  gift  taxes.*"  In  exchange 
for  these  changes  on  the  part  of  the  states,  the  fed- 
eral government  would  divert  a  portion  of  present 
federal  estate  tax  revenues  to  the  states.  The  pro- 
posed program  consists  of  four  major  parts: 

1.  All  states  entering  into  the  federal-state  compact 
shall  forego  their  existing  death  tax  structures 
and    shall    adopt    a    federal-type    estate    tax. 

2.  States  are  encouraged  to  forego  their  gift  taxes. 

3.  The  Commission  appears  to  favor  federal  collec- 
tion of  state  death  taxes  with  rebate  to  the 
states,  although  this  was  made  conditional  upon 
a  favorable  state  consensus  for  federal  collec- 
tion. The  Commission  favored  redistribution  of 
income  among  the  various  states. 

4.  Each  state  entering  into  the  federal-state  com- 
pact (as  provided  in  the  National  House  and; 
Senate  Legislative  Resolutions)  would  be  com- 
pletely frozen  into  the  new  structure  for  a  min-i 
imum  five  year  period.  Not  all  states  would  need 
to  join  the  compact  for  the  proposal  to  be  effee-! 
tive. 

It  seems  quite  clear  that  a  more  equitable  division 
of  federal-state  death  and  gift  taxes  is  desirable.  This 
should  be  accomplished  not  by  burdening  decedent's 
estates  with  heavier  state  and  federal  taxation,  but  by 
diverting  some  of  the  federal  revenue  to  the  states. 
In  the  final  analysis,  the  Advisory  Commission  Rec- 
ommendation resolves  itself  into  a  consideration  of  the 
revenue  and  non-revenue  implications  of  a  proposal 


"Advisory  Commission  on  Intergovernmental  Relations,  Coordt' 
nation   of  State  and  Federal  Inheritance,  Estate   and   CHft ^ 
Taxes,  Jan.  19G1. 
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that  is  directly  based  upon  the  federal   estate  tax 
structure. 

The  Advisory  Commission  Proposal:  Assumptions: 

The  Advisory  Commission  has  two  basic  types  of 
assumptions  as  the  foundation  upon  which  it  has  built 
its  argument  and  recommendations  for  the  integra- 
tion of  federal  and  state  death  and  gift  taxes. ^^ 

The  first  assumption  is  that  there  is  considerable 
overlapping  and  duplication  among  the  various  states 
and  between  the  states  and  the  federal  government,  in 
the  matter  of  death  and  gift  taxation.  In  fact,  the  over- 
whelming contention  of  the  Advisory  Commission  con- 
cerns the  proposed  simplification  of  federal  and  state 
death  and  gift  taxation  that  would  result  from  the 
enactment  of  its  proposal  into  law,  with  acceptance  by 
the  states.  The  program  would  envision  a  diversion 
of  existing  federal  revenues  to  the  states.^^ 

The  second  assumption,  or  set  of  assumptions,  seem 
to  be  as  follows :  ^* 

1.  State  government  death  tax  receipts  are  small 
and  unstable. 

2.  Death  and  gift  taxes  are  a  relatively  declining 
share  of  federal  and  state  government  receipts. 

3.  State  government  receipts  are  obtained  primar- 
ily from  small  and  medium  sized  estates. 

The  Commission  stated  in  its  report  that  it  ap- 
proached the  quest  for  improved  coordination  of  state 
and  national  death  taxes  with  a  predilection  for  exist- 
ing federal  institutions  because  the  present  federal 
state  inter-relationship  was  built  around  the  federal 
tax  credit  which  had  "squatter's  rights"  derived 
from  35  years  of  occupancy.  This  basic  decision  is 
important  for  two  reasons:  first,  this  precluded  the 
Commission  from  fully  examining  the  federal  and 
state  death-gift  tax  relationships  to  determine  whether 
^the  present  federal  estate  tax  is  a  suitable  base  for 
f'the  proposed  integration;  second,  since  the  proposed 
legislation  must  be  compatible  with  the  federal  estate- 
gift  tax  laws,  all  of  the  defects — if  any — of  the  fed- 

"  This  discussion  is  taken  partially  from  an  original  report  done 
for  thie  California  State  Department  of  Finance,  Coordina- 
tion of  California  and  Federal  Inheritance,  Estate,  and  Gift 
Taxes,  Dec.  1961,  by  William  I.  Davisson  assisted  by  Rich- 
ard W.  Lazansliy  and  Joseph  D.  Lear. 
'"The  California  Department  of  Finance  questioned  the  U.  S. 
Treasury  and  the  Bureau  of  the  Budget  on  their  attitude 
toward  the  estimated  $400,000,000  (then)  loss  to  the  Treas- 
ury as  a  result  of  the  revenue  diversion  to  the  states.  Both 
agencies  were  completely  non-committal  in  their  replies. 
Letter:  Executive  Assistant  Director,  U.S.  Treasury  Depart- 
ment to  Mr.  Hale  Champion,  Director  of  Finance,  State  of 
California,  Dec.  27,  1961;  and  Letter:  Stanley  S.  Surrey, 
U.S.  Treasury  Department  to  Mr.  Hale  Champion,  Director 
of  Finance,  State  of  California,  Dec.  27,  1961.  Given  the  in- 
creasingly tighter  situation  of  the  federal  treasury  now,  it 
is  interesting  to  speculate  what  the  federal  attitude  now 
might  be. 

"  Advisory  Commission  on  Intergovernmental  Relations,  op.  cit., 
passim. 

"cf:  California  Law  Review,  Vol.  38,  1950.  This  volume  is  de- 
voted to  an  evaluation  of  the  Federal  Estate  Tax  Law. 
Also:  Joint  Economic  Committee,  Federal  Tax  Policy  for 
Economic  Growth,  84th  Congress,  1st  Session,  Nov.  1955, 
Section  beginning  on  p.  819,  Federal  Estate  Taxation. 


eral  structure  will  be  included  in  the  proposed  in- 
tegrated structure.^* 

While  the  Commission  Report  listed  the  proposal 
under  seven  separate  headings,  it  logically  falls  into 
two  parts:  the  first  part  concerns  the  recommended 
simplifications,  while  the  second  part  concerns  the  rev- 
enue diversion  to  the  various  states.  The  Advisory 
Commission  is  concerned  only  with  the  revenue 
productivity  and  the  administrative  efficiency  of 
the  tax;  it  was  completely  unconcerned  apparently 
with  questions  of  tax  equity. 

Changes  recommended  by  the  Commission  to  accom- 
plish the  simplification  of  federal-state  death  and  gift 
taxation  relationships  were : 

1.  Each  state  would  be  required  to  abolish  its  exist- 
ing method  of  death  taxation  in  favor  of  a  fed- 
eral type  estate  tax.  For  most  states  this  means 
that  their  new  estate  tax  would  be  tied  directly 
to  the  federal  estate  tax. 

2.  States  should  be  afforded  an  opportunity  to 
forego  their  independently  imposed  death  taxes 
in  return  for  an  allocated  share  of  federal  collec- 
tions. When  a  consensus  of  the  states  favor  cen- 
tral collections  this  should  be  facilitated.  There 
is  clearly  the  additional  suggestion  that  redis- 
tribution of  total  death  tax  revenues  among  the 
states  would  be  desirable. 

3.  Elimination  of  existing  state  gift  taxes  is  urged 
but  not  required.  The  Commission  recommends 
against  the  extension  of  the  tax  credit  to  gift 
taxes. 

Changes  recommended  by  the  Commission  to  accom- 
plish the  revenue  diversion  to  the  states  were : 

1.  The  existing  federal  credit  will  be  replaced  by  a 
two-step  credit  providing  a  high  credit  for  low 
value  estates  and  a  low  credit  for  high  value  es- 
tates. 

2.  The  proposed  credit  will  be  independent  of  exist- 
ing or  of  future  changes  in  the  federal  estate 
or  gift  tax  base  or  rates. 

3.  Each  state  will  be  required  to  change  its  law  to 
obtain  each  dollar  of  revenue  lost  by  the  federal 
government  by  the  diversion. 

4.  Each  .state  will  be  frozen  into  the  new  compact 
for  a  minimum  five  year  period. 

Before  continuing,  certain  points  appear  clear  at 
the  outset.  First,  additional  revenue  could  be  provided 
to  the  states  by  simply  modifying  the  federal  credit 
for  state  taxes  paid.  The  Advisory  Commission  rec- 
ommendations aimed  at  tax  simplification  are  not  es- 
sential to  accomplish  any  desired  revenue  diversion 
to  the  states.  Second,  if  these  recommendations  re- 
garding state  tax  integration  were  adopted  there 
would  be  a  loss  of  state  taxing  authority  and  auton- 
omy with  little  decrease  in  the  state  workload.  Based 
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on  an  analysis  of  the  Inheritance  Tax  Division  work- 
load for  fiscal  year  1962-1963  the  following  break- 
down is  noted : 

Cases  % 

A.  Taxable  Cases  Processed—  22,849     39.1 

B.  Cases  Processed  where  no 
tax  is  due : 

1.  Information  only 

(blue  slip)   cases: 17,617  (30.2) 

2.  Tax   release   cases 17,922  (30.7) 

35,539     60.9 


C.  Total  cases  processed- 


58,388    100% 


It  is  clear  that  over  60  percent  of  the  cases  handled 
involved  no  California  tax.  The  reason  was  because 
they  were  too  small  to  develop  a  taxable  clear  market 
value.  These  eases  would  also  be  exempt  under  the 
federal  law  which  allows  a  $60,000  exemption  or  de- 
duction. Thus,  under  the  Advisory  Commission  pro- 
posal the  bulk  of  the  California  Inheritance  Division 
workload  would  remain  untouched  even  M'ith  federal 
collection  of  the  tax  and  rebate  to  the  states.  Third, 
the  elimination  of  state  gift  taxes,  where  existant, 
could  favor  development  of  intervivos  transfers  which 
would  have  little  effect  on  the  federal  revenue  but 
could  seriously  impair  the  state  revenues. 

The  California  Sifuafion: 

Since  this  study  specifically  concerns  California  and 
the  proposed  integration  of  state  and  federal  death 
and  gift  taxation,  it  is  pertinent  to  indicate  some 
points  with  respect  to  the  impact  of  this  integration 
on  California.  The  first  part  of  this  discussion  will 
consider  the  aspects  of  the  Advisory  Commission  pro- 
posal dealing  with  tax  integration  and  simplification. 

The  essential  differences  between  the  California  In- 
heritance tax  and  the  federal  estate  tax  exist  in  the 
method  of  imposing  the  tax;  in  the  incidence  and 
final  burden  of  the  tax;  and,  in  the  equity  of  the  tax. 
California  directly  taxes  the  heir  in  accordance  with 
the  amount  received  and  the  relationship  of  the  heir 
to  the  decedent.  The  federal  estate  tax  levies  on  the 
corpus  of  the  estate  prior  to  its  disposition. 

California  Deafh  Taxes  and  Substanfive  Sfate  Law. 

In  California  the  death  and  gift  tax  laws  do  not 
exist  in  the  abstract  but  rest  firmly  on  substantive 
law  concerning  rights  in  property  as  discussed  above. 
The  present  diversity  and  complexity,  about  which  the 
Advisory  Commission  complains,  was  emphasized 
after  1932  when  the  federal  government  unilaterally 
destroyed  the  then  existing  coordination  of  federal 
and  state  death  taxes  by  preempting  the  death  tax 
collections.  The  lack  of  coordination  of  federal  with 
state  death  and  gift  taxation  is  largely  because  of  the 


fact  that  federal  law  must  be  general  enough  to 
blanket  all  appropriate  state  laws  while  failing  to  co- 
ordinate directly  with  any.  The  exception  is  where 
some  states  have  directly  adopted  federal  estate  taxa- 
tion including  procedure,  valuation  and  law. 

The  Inherifance  Tax  Principle  in  fhe  Esiate  Tax  Proposal: 

The  Commission  report  indicated  that  the  essential 
difference  in  the  inheritance  tax  and  the  estate  tax  is 
that  the  inheritance  tax  differentiates  on  the  basis  of 
the  relationship  of  heirs,  beneficiaries,  and  successors 
to  the  decedent  with  bequests  to  remote  relatives  and 
strangers  being  taxed  relatively  more  heavily  than 
bequests  to  close  kin.  The  Commission  further  notes, 
however,  that  the  inheritance  tax  raises  difficult  valu- 
ation problems  particularly  if  life  estates,  contingen- 
cies, and  remainders  are  involved  ajid  is  therefore 
costlier  to  administer.  On  the  following  page  of  the 
Report,  however,  the  Commission  stipulates  that 
"states  wishing  to  differentiate  between  heirs  can  do 
so  readily  within  the  framework  of  an  estate  tax  by 
prescribing  higher  exemptions  for  some  heirs  than  for 
others.  "25 

The  salient  question  here  is:  Where  is  the  sup- 
posed simplicity  of  the  estate  tax  if  it  is  to  be  so 
altered  as  to  be  merely  a  modified  inheritance  taxt 
The  conclusion  must  be  that  any  estate  tax  that  would 
permit  varied  exemptions  would  be  as  complex  as  the 
present  California  inheritance  tax.  Thus,  the  Advi- 
sory Commission  Proposal  would  not,  in  fact,  accom-  ) 
plish  its  aim  of  simplifying  and  unifying  state-fed- 
eral death-gift  taxation. 

Death  Taxes  and  State  Property  Laws: 

There  are  three  possible  groups  who  would  benefit 
from  a  simplified  California  estate  tax  law  modeled 
on  the  federal  estate  tax.  The  study  assumes  here 
federal  collection  of  state  death  taxes  with  rebate  to 
the  states  as  proposed  by  the  Advisory  Commission,  i 
The  first  group  would  be  the  California  tax  adminis-  i 
trators.  The  second  group  would  be  the  California  tax  » 
payers  or  their  representatives;  and  third,  the 
tax  administrators  in  other  states.  A  uniform  tax 
structure  throughout  the  country  would  permit  the 
third  group  to  deal  more  effectivelj'  with  the  Cali- 
fornia authorities  in  fixing  the  proper  tax  than  is  pre- 
sently the  case.  This  would  be  correct  provided  that 
the  federal-state  compact  contained  provisions  regard- 
ing disputed  domicile  cases,  otherwise  there  would  be 
no  simplification  of  this  problem  for  any  of  the  parties 


25  Advisory  Commission  on  Intergovernmental  Relations,  op.  cit., 
p.  20.  Also:  Letter:  Mr.  L.  L.  Ecker-Racz  to  Mr.  W.  R 
Currie,  pp.  1  and  2.  ".  .  .  The  only  requirement  implicit  In 
HR  5155  is  tliat  the  state  use  an  estate  type  tax,  i.e.,  that 
is  not  differentiate  on  the  basis  of  the  relationship  of  the 
heirs  to  the  decedent.  It  would  be  free  to  design  its  own 
structure  and  if  it  wished,  it  could  provide  for  varying  ex- 
emptions based  on  the  relationship  of  the  heirs  to  the  dece- 
dent, as  in  New  York's  present  estate  tax."  This  statement 
involves  an  obvious  contradiction. 
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involved.^*  The  relevant  question  is,  obviously,  the  de- 
gree of  tax  simplification  that  the  proposed  federal- 
state  compact  would  achieve.^' 

Death  taxes  are  fixed  upon  the  transfer  of  rights 
in  property  which  pass  from  a  decedent  to  his  bene- 
ficiaries, heirs  and  sucessors.  State  law,  not  federal 
law,  establishes  the  conditions  and  criteria  upon 
which  a  state's  death  tax  must  be  based,  such  as  the 
conditions  which  constitute  an  interest  in  property 
subject  to  a  tax.  To  whom  do  such  interests  in  the 
property  pass?  For  instance,  the  rights  of  creditors 
with  respect  to  the  property  which  would  not  be  sub- 
ject to  tax  may  depend  upon  the  validity  of  a  contract 
entered  into  by  the  decedent,  and  the  nature  of  that 
contract.  In  California,  contract  law  is  an  important 
determining  factor  in  inheritance  taxation.  The  taxa- 
tion of  an  inter-vivos  transfer  in  trust  in  manj'  in- 
stances will  depend  upon  whether  the  trust  is  revoca- 
ble or  irrevocable.  In  many  states  the  law  pertaining 
to  this  point  is  that  a  trust  is  to  be  deemed  irrevocable 
unless  the  trust  instrument  expressly  declares  it  to 
be  revocable.  California  law,  by  express  statutory  pro- 
vision, declares  that  a  trust  is  always  revocable,  un- 
less it  contains  an  expressed  provision  declaring  it  to 
be  irrevocable.  This  is  an  important  aspect  of  taxation 
of  estates  in  California. 

A  major  area  in  which  there  is  wide  divergence  be- 
tween the  various  state  laws  respecting  interest  in 
property  lies  in  the  property  rights  of  a  husband  and 
wife.-®  Many  of  the  western  states,  including  Califor- 
nia, have  the  community  property  system.  Most  states, 
however,  have  a  common  law  (separate  property)  sys- 
tem, which  does  not  recognize  any  community  prop- 
erty status.  In  these  latter  states,  the  federal  estate 
tax  law  treats  property  acquired  from  the  husband's 
earnings  as  separate  property  according  to  the  respec- 
tive state's  common  law  statutes.  In  California,  prop- 
erty aquired  from  the  husband's  earnings  must  be 
treated  as  community  property,  with  the  wife  owning 
a  one-half  interest.  The  death  tax  consequences  of 
whether  the  property  passes  as  community  or  separate 
property  are  substantial. 

In  the  1940 's  the  federal  government  attempted  to 
standardize  the  federal  estate  tax  law  as  it  applied  in 
the  separate  and  community  property  states.  The  first 
effort  at  standardization  of  treatment  was  to  amend 
the  federal  estate  tax  law  to  provide  that  the  entire 
community  property  was  subject  to  tax  upon  the  death 

^  The  problem  of  disputed  domicile  cases  is  one  of  the  most 
troublesome    that    California    tax    administrators    encounter. 

"  The  following  material  was  developed  with  Mr.  Joseph  Lear, 
Acting  Chief,  California  Inheritance  Tax  Division,  to  illus- 
trate the  types  of  problems  that  would  result  from  Califor- 
nia's adoption  of  the  federal  type  estate  tax. 

^  The  federal  government  estate  tax  law  does  now,  in  fact 
blanket  all  states.  The  point  is  that  there  is  consideraljle 
litigation  on  these  noted  subjects.  An  assumed  estate  with 
an  assurr.ed  set  of  facts  would  have  a  different  estate  tax 
answer  depending  upon  the  state  and  the  federal  court,  re- 
spectively, in  which  it  were  tried.  The  point  at  issue  here 
is  whether  the  federal  proposal  would  simplify  the  problem 
of  federal  and  state  taxation  of  estates  under  the  compact 
for  California  administrators,  California  taxpayers,  and  ad- 
ministrators in  other  states. 


of  the  husband.  At  the  same  time,  by  reason  of  the 
fact  that  she  had  testamentary  disposition,  the  wife's 
one-half  interest  was  also  made  subject  to  tax  in  the 
event  that  she  was  to  die  first. 

In  1948  this  law  was  repealed  by  the  federal  gov- 
ernment, and  instead  of  taxing  the  whole  of  the  com- 
munity property  in  community  property  states,  the 
federal  government  exempted  one-half  of  the  commu- 
nity and  separate  property  in  the  community  prop- 
erty states.  This  was  an  attempt  to  apply  a  type  of 
community  property  concept  in  death  taxation  to  all 
states.  This  is  known  as  the  federal  marital  deduc- 
tion which  gives  rise  to  some  of  the  very  complicated 
calculations  attempted  under  the  death  tax  laws.^* 

It  would  appear  that  very  little  simplicity  would 
be  afforded  to  tax  practitioners  who  wish  to  handle 
estate  tax  matters  in  other  states  with  whose  laws 
they  are  unfamiliar.  This  would  refer  to  either  state 
or  federal  tax  administrators,  or  private  attorneys 
representing  estates.  For  those  practicing  in  their  own 
states,  the  greatest  simplicity  would  perhaps  be  in  the 
fact  that  they  might  file  only  one  return  for  both  fed- 
eral and  state  tax  purposes,  or  file  a  copy  of  the  fed- 
eral estate  tax  return  with  the  state  authorities. 

The  apparent  conclusion  is  that  little  simplicity 
would  be  obtained  from  the  fact  that  California  would 
operate  under  an  estate  tax  law  rather  than  under  the 
inheritance  type  law.  This  is  true  because  the  exigen- 
cies of  the  substantive  state  probate  law  require  the 
estate 's  representatives  to  determine  the  amount  pass- 
ing to  each  heir,  beneficiary,  and  successor  for  pur- 
poses of  legally  and  properly  distributing  each  estate. 
There  would  be  absolutely  no  change  in  the  legal 
process  for  the  estate's  representatives.  Under  the 
proposed  estate  law  they  would  continue  to  do  exactly 
as  they  are  presently  doing  under  the  California  In- 
heritance law. 

Thus,  the  crux  of  the  matter  becomes  clear.  An 
estate  death  tax  would  require  that  the  tax  repre- 
sentatives deal  with  computations  which  took  into  ac- 
count only  data  concerning  the  estate  proper.  Bar- 
ring a  complete  reorientation  in  California  probate 
and  property  law,  however,  the  estate  would  still  have 
its  own  representatives  determine  and  investigate  the 
amount  passing  to  each  heir,  beneficiary,  and  suc- 
cessor precisely  as  they  do  under  present  California 
probate  and  property  law.  Simplification  in  the  fed- 
eral and  state  death  taxation  for  the  taxpayer's  repre- 
sentatives and  for  tax  administrators  is  not  to  be 
accomplished  simply  by  changing  the  appropriate  fed- 
eral estate  tax  law.  The  proposed  compact,  with  the 
federal  collection  of  state  taxes  (where  applicable  be- 
cause of  estate  size)  and  rebate  to  states,  would  un- 
doubtedly increase  the  federal  estate  and  gift  admin- 
istration staff.  Simplicity  for  the  taxpayers  in  some 
states  may  be  automatic  under  the  Advisory  Commis- 


"See  United  States  vs.  Stapf,  309  P.  2d  592   (5th  Cir.  1962)  and 
comment,  15  Stanford  Law  Review  707. 
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sion  Proposal,  but  it  seems  quite  clear  that  tax 
simplicity  -Kill  not  develop  for  California  tax  adminis- 
trators, taxpayer's  representatives,  or  for  tax  admin- 
istrators in  other  states  merely  with  the  acceptance  of 
the  Advisory  Commission  Proposal  as  it  stands.  Cer- 
tainly there  is  no  ease  in  California  taxpayer  com- 
pliance as  a  result  of  the  Commission  Proposal.^" 

The  overall  conclusions  to  this  section  must  be  care- 
fully stated  to  avoid  confusion.  The  Advisory  Com- 
mission is  recommending  that  California  abolish  its 
inheritance  tax  for,  essentially,  the  existing  federal 
estate  tax.  The  reasons  set  forth  by  the  Advisory  Com- 
mission for  simplification  and  integration  of  state 
death  tax  structures  simply  did  not  bear  on  many  of 
the  basic  questions  regarding  this  proposal,  as  seen 
from  the  California  viewpoint.  The  Commission  has 
not  actually  decided  against  the  inheritance  tax  prin- 
ciple, but  has  incorporated  that  into  the  proposed 
estate  tax  recommendation.  Finally,  the  Commission's 
Proposal  simply  would  not  accomplish  the  desired 
end  of  simplifying  tax  compliance  for  California  tax 
administrators  or  for  California  taxpayers  and  their 
representatives.  The  problem  appears  to  be  that  the 
Advisory  Commission  failed  to  realistically  evaluate 
the  legal  bases  of  death,  the  various  statutes  upon 
which  the  proposed  federal-state  program  must  rest, 
and  the  magnitude  of  the  legal  problems  involved  in 
order  to  accomplish  a  simplified,  integrated  federal- 
state  death-gift  tax  structure.  From  California's 
viewpoint,  the  basic  problem  seems  to  be  that  the 
Commission  limited  itself  to  the  maintenance  of  the 
existing  federal  death  tax  structure  and  resolved  to 
force  this  onto  the  50  states. 

Revenue  Diversion: 

The  Commission's  set  of  assumptions  regarding 
California  revenue  increase  is  shown  below: 

1.  California  would  like  to  have  its  revenue  in- 
creased by  diverting  federal  death-gift  taxes  to 
the  state. 

2.  State    government    death-gift 
small  and  unstable. 

3.  Death  and  gift  taxes  are  a  relatively  declining 
share  of  federal  and  state  government  receipts. 

4.  State  government  receipts  are  obtained  primar- 
ily from  small  and  medium  sized  estates. 

These  assumptions  are  discussed  in  the  following  sec- 
tions. 

California  would  like  the  Increased  Revenue  From 
the  Proposed  Federal  Credit: 

"While  the  administration  of  California's  Inheritance  Tax  Divi- 
sion was  hesitant  to  judge  the  extent  to  which  the  proposed 
estate  t}-j.e  tax  would  contribute  to  the  convenience  of  the 
state  tax  administrator,  one  administrator  noted  that  hav- 
ing dealt  with  the  California  Inheritance  Tax  for  enough 
time,  and  with  the  federal  estate  tax  until  1959.  he  still  felt 
that  the  California  Inheritance  Tax  was  simpler  than  the 
federal  estate  tax.  He  reiterated  his  contention  that  diver- 
sity in  the  state  property  and  probate  laws  would  definitely 
<yimpbcate.  not  simplify,  the  tax  administration  problem  for 
the  states  imder  the  existing  Commission  Proposal. 


tax    receipts  are 


Total  number 

II.  Number  of  Estates  in  Sample : 

a.  Value  over  §1,000,000 77 

b.  Value  §60,000— §1,000,000 468 


Total  number 


3JS11 


545 


ni. 


IV. 


Value  of  Universe  Expanded  from  Sample : 

a.  Gross  estate  value 

b.  Xet  taxable  value,  federal 

c.  Xet  federal  tax  liability 

d.  Federal  credit  for  state  death  taxes  paid 

or  payable* 

e.  Xet  taxable  value,  state' 

f.  State  inheritance  tax  liability' 

g.  Per  cent  present  state  tax  liability  to  fed- 

eral credit  

a.  Present   California   inheritance   tax   Lia- 

bility  (from  Sample) 

b.  Liability  increase  under  pro- 

posed federal-state  integra- 
tion compact: §58366,842 

c.  Less:  present  credit (15,843,916) 


§.877,282,731 
471,098,156 
130,601,936 

1.5.843,916 

589,325398 

46,124,573 

291% 
46,124,573 

\ 

42,522,926 
d.  Gross  new  liabUity  • §88,647,498 


The  federal  government  would  divert  a  minimum 
of  $42,522,926  under  the  proposal  as  embodied  in  the 
federal  House  and  Senate  resolutions.  This  computa- 
tion is  from  the  same  sample  base  used  in  the  Advisory 
Commission  Report,  a  summary  of  which  is  shown  on 
the  following  page  (Table  3).  This  increased  Califor- 
nia revenue  would  be  diminished  by  any  loss  of  gift 
tax  revenues  estimated  at  a  minimum  of  $4,000,000 
per  year:  and  by  interest  loss  of  from  $2,000,000  to 
$4,500,000  per  year  if  the  federal  government  would 
collect  the  revenue  and  rebate  it  to  the  states.  The 
federal  government  would  not  guarantee  the  net  re- 
ceived by  California,  only  the  maximum  diverted.  In- 
creased inter-vivos  transfers  could  further  impair  the  j 
California  revenues  if  California  were  to  have  to  sub- 
sequently forego  its  gift  taxes.  This  would  result  in 
a  net  reduction  of  the  aggregate  federal-state  death 
gift  tax  burden  with  estates  no  longer  pajnng  a  Call- 
Table  3 
SUMMARY 

1956  CALENDAR  YEAR  DECEDENTS 
FEDERALLY  TAXED  ESTATES 

(Liability  for  tax  as  of  date  of  death  adjusted  to  reflect 
the  provisions  of  1960  California  Inheritance  Tax  Law) 

I.  Xumber  of  Estates : 

a.  Value  over  §1,000,000 77 

b.  Value  §60,000— §1,000,000 3,734 


Notes: 

1  The  federal  credit  was  not  applicable  to  California  because  the 
state  inheritance  tax  so  greatly  exceeded  the  federal  credit 

'The  figures  for  net  taxable  value,  federal  and  net  taxable  value 
state,  are  not  comparable  because  they  represent  entirely 
different  components. 

•The  state  tax  liabUity  was  computed  on  the  basis  of  the  1957 
and  1959  law  changes  in  order  to  provide  current  tax  figurea 
The  reason  for  the  1960  basis  was  that  that  was  the  first 
full  year  the  federal  estate  tax  payable  was  disallowed  as  a 
deduction  from  state  taxable  value  for  state  tax  purposes. 

'  The  gross  new  liability  excludes  consideration  of  possible  gift 
tax  losses,  losses  from  inter-vivos  transfers.  Interest  losses, 
and  losses  resulting  from  delayed  receipts  to  the  California 
general  fund. 

Source:  State  of  California,  State  Department  of  Finance,  Co- 
ordination of  California  and  Federal  Inheritance,  Estate  and 
Gift  Taxes.  December,  1961,  page  24. 
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foruia  gift  tax.  Since  12  states  have  gift  taxes  the  fol- 
lowing analysis  may  be  relevant  for  them. 

Presently  California  gift  tax  rates  are  equal  to 
California  death  tax  rates  and  do  not  encourage  life- 
time gifts.  Federal  gift  tax  rates  are  75  per  cent  of 
federal  death  tax  rates,  tending  to  encourage  lifetime 
gifts.  The  lower  federal  gift  tax  rates  (relative  to 
federal  death  tax  rates)  plus  the  absence  of  a  Cali- 
fornia gift  tax  would  create  a  loophole  in  the  Califor- 
nia death  tax  structure  under  the  Advisory  Commis- 
sion Proposal.  From  a  revenue  poiut  of  view,  the 
federal  death  tax  rates  with  the  80% -20%  step  credit 
are  roughly  equivalent  to  the  federal  gift  tax  rates. 
The  Commission,  perhaps  feeling  that  the  removal  of 
state  gift  taxes  in  some  states  would  cause  a  shift  from 
testamentary  to  inter-vivos  transfers,  may  have  rec- 
ommended against  the  gift  tax  credit  to  force  the 
states  to  bear  the  total  burden  of  the  revenue  decline 
resulting  from  the  shift.  A  summary  of  this  conten- 
tion may  be  helpful : 

1.  The  federal  government  would  retain  its  gift  tax 
with  no  credit  allowable  for  state  gift  taxes  paid. 
California  is  encouraged  to  forego  its  gift  tax 
under  the  Advisory  Commission  Proposal. 

2.  A  taxpayer,  particularly  in  the  larger  estate 
brackets,  could  then  shift  to  inter-vivos  transfers 
through  estate  planning  techniques. 

3.  California  would  bear  significant  revenue  losses. 
In  December,  1961  with  the  original  preparation 
of  the  California  Study,  gift  tax  reveniie  was 
just  over  $4,000,000.  With  the  subsequent  institu- 
tions of  compliance  programs  and  some  code 
changes,  the  present  California  gift  tax  pro- 
duced $5,782,384  in  the  fiscal  year  1962-63. 

4.  The  revenue  loss  would  be  minimized  for  the 
federal  government  as  only  the  state  gift  tax  is 
suggested  for  elimination.  Since  the  federal 
estate  tax  rate  with  the  two  step  credit  would 
have  about  the  same  revenue  capability  as  the 
federal  gift  tax  which  rate  is  75  per  cent  of  the 
federal  estate  tax  rate,  there  would  be  no  signi- 
ficant revenue  change  to  the  federal  treasury  if 
the  transfer  were  inter-vivos  rather  than  testa- 
mentary. 

5.  In  this  way  the  integrity  of  the  present  Cali- 
fornia Inheritance-Gift  tax  structure  would  be 
impaired.  California  would  bear  the  full  loss  of 
death  taxes  payable  that  were  avoided  by  estate 
planning. 

The  conclusion  is  that  California  should  not  enter 
into  any  unified  compact  with  the  federal  government 
that  would  require  the  state  to  forego  its  gift  tax. 

Despite  these  offsets  and  qualifications,  it  does  seem 
ierfectly  clear  that  California  would  desire  increased 
revenue  diversion  from  the  federal  death-gift  tax  re- 
ceipts via  an  increased  federal  credit.  The  only  ques- 
tion that  remains  is  whether  the  non-revenue  cost  would 


be  too  high.  In  the  opinion  of  the  staff,  the  funda- 
mental question  does  not  involve  revenue  diversion. 
This  could  be  easily  accomplished  by  simply  increas- 
ing the  federal  credit  on  each  estate  or  by  a  lump 
sum  pickup  annually.  The  fundamental  question  in- 
volved in  the  Advisory  Commission  Proposal  is 
whether  the  state  or  the  federal  government  shall 
have  legislative  and  administrative  control  over  the 
California  Inheritance  and  Gift  Tax  structure. 

State  Government  Death  Tax  Receipts  are  Small 
and  Unstahle,  and  Death  and  Gift  Taxes  are  a  De- 
clining Share  of  Federal  and  State  Government  Re- 
ceipts: 

The  California  and  federal  death-gift  tax  revenues, 
and  revenues  as  a  per  cent  of  net  budget  receipts  are 
shown  below  for  selected  years  over  the  period  from 
1936  to  1964. 

Table  4 

CALIFORNIA  AND  FEDERAL  DEATH-GIFT  TAX 

REVENUES,  AND  RECEIPTS  AS  A  PERCENT 

OF   NET  BUDGET   RECEIPTS 

1936  to  1964 

Federal  Government 

Estate  Percent 

Fiscal                       Gift  Tax  of  total 

Year               (000  dollars)  Revenue 

19,36 $378,840  10.7 

1946 669,000  1.7 

1956 1,161,000  1.7 

1959 1,33.3,000  2.0 

1960 1,606,000  2.1 

1961 1,900,000  2.4 

1962 2,016,000  1.9 

1963 2,060,(100  1.9 

1964 2,125,000  1.9 


State  Government 


Inheritance- 
Gift  Tax 
Receipts 

(000  dollars) 

$6,687 
14,514 
36,334 
44,943 
47,189 
76,803 
72,012 
92,432 
91,700 


Percent 
of  total 
Revenue 
3.5 
2.8 
2.3 
2.3 
2.1 
3.3 
3.0 
3.3 
3.1 


The  fiscal  year  1964  is  the  last  year  for  which  com- 
plete statistics  were  available,  hence  the  following  dis- 
cussion is  related  to  that  period. 

Absolute  state  inheritance-gift  tax  collections  have 
increased  steadily,  with  the  large  increase  after  fiscal 
year  1960  due  to  the  change  in  the  California  inherit- 
ance tax  law.^^  Federal  estate  and  gift  taxes  have  de- 
clined from  10.7  in  1936  to  1.9  per  cent  of  net  federal 
budget  receipts  in  1964.  Over  the  same  period  gift  tax 
receipts  have  declined  only  nominally  from  3.5  to  3.1 
per  cent  of  net  budget  receipts.  In  1963  the  federal 
estate-gift  taxes  had  increased  and  were  543  per  cent 
of  their  1936  level,  while  the  California  Inheritance- 
gift  taxes  (in  1961)  were  1,342  per  cent  of  their  1936 
level.  The  point  is  that  California  Inheritance  and 
gift  taxes  have  retained  their  fiscal  integrity  and 
their  importance  in  the  revenue  structure  of  Califor- 
nia. During  the  same  period  the  federal  estate  and  gift 
taxes  have  proved  to  be  quite  ineffective.*^ 

SI  This  disallowed  the  federal  tax  as  a  deduction  from  the  Cali- 
fornia clear  market  value. 

s^Also:  of.  Joint  Committee  Report,  Federal  Tax  Policy  for 
Growth  and  StaMlity,  84th  Congress,  1st  Session,  1955,  four 
articles  on  the  Federal  Estate  Tax. 
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State  Government  Receipts  are  Obtained  Primarily 
From  Small  and  Medium  Size  Estates: 

The  summary  below  indicates  the  incidence  of  in- 
heritance taxes  for  California,  by  estate  class  in  the 
1961  sample  used  by  the  California  Inheritance  Tax 
Division. 

Table  5 

SUMMARY 

CALIFORNIA   INHERITANCE  TAX   INCIDENCE,  1961 

Per  Cent  Per  Cent  of 

of  Total  Total  No. 

Estate  Class                          Linlility         Liability  Estates 

Dnder-$60,000 $9,834,000          16.1%  70.00% 

$60,000-11,000,000 22,454,000          65.1%  29.50% 

Over-$l, 000,000    12,621,000          20.8%  0.50% 


$60,569,000        100.0%  100.0% 

Source :  State  Controller,  Inheritance  and  Gift  Tax  Division,  Sta- 
tistical Report  1961,  p.  62;  Figure  Calculated;  Sample  ex- 
cludes "No  Tax"  Cases. 

_  As  seen  here  in  the  recent  Inheritance  Tax  Statis- 
tical Report,  the  small  estates  accounted  for  70  per 
cent  of  the  estates  in  the  sample  but  brought  in  only 
16.1  per  cent  of  the  revenue.  The  large  estates  con- 
stituted one-half  of  one  per  cent  of  the  number  of 
estates  but  brought  in  20.8  per  cent  of  the  revenue. 
Clearly,  the  per  cent  of  total  revenue  derived  from 
the  middle  size  estates  constitutes  the  bulk  of  all 
revenue  developed  in  the  state.  It  is  clear  that  with 
almost  86  per  cent  of  the  revenue  coming  from  mid- 
dle size  and  large  estates,  California  does  not  conform 
to  the   Commission's   hypothesis. 

A  second  point,  is  that  should  federal  collection  be 
imposed  according  to  the  Commission  recommenda- 
tion, there  would  be  little  loss  of  work  for  the  Cali- 
fornia Inheritance  Tax  Division.  As  shown,  over  60 
per  cent  of  the  California  cases  handled  would  involve 
no  federal  tax  because  of  their  small  size.  California 
could  substantially  alter  its  inheritance  tax  statutes  to 
eliminate  some  of  the  workload,  and  to  eliminate  all 
inheritance  tax  liability  falling  under  the  $60,000 
limit.  This  would  mean  loss,  however,  of  approxi- 
mately $10,000,000  revenue  per  year. 

In  order  to  qualify  for  the  proposal,  California 
would  have  to  abandon  its  inheritance  tax  for  a 
federal  type  estate  tax.^s  Such  a  change  would  have 
marked  effect  on  the  incidence  of  the  tax.  A  true  estate 
tax  would  be  borne  equally  by  near  relatives  and  col- 
lateral relatives  and  strangers.  Under  the  present  in- 
heritance tax  structure  the  tax  is  borne  relatively  more 
heavily  by  collateral  kin  and  strangers  than  it  is  by 
clo.se  family  heirs.  This  generally  corresponds  with  the 
idea  that  family  wealth  is  owned  in  common  by  all 
members  of  the  immediate  family.  The  parent  or 
guardian  is  a  kind  of  trustee  of  the  wealth  for  the 
family  during  his  or  her  respective  lifetime.  On  the 
death  of  the  parent  or  guardian  the  wealth  passes— 
individually  or  collectively— to  the  family  for  their 

"^'^l^i?S"!^'°".  assumes  here  a  true  estate  tax,  not  the  kind  of 
modlfled  estate  tax  assumed  above  by  the  Advisory  Com- 
mission. "^ 


support.**  Thus,  we  have  the  general  rationale  for  low 
rates  and  high  deductions  for  close  family  relatives, 
and  the  reverse  for  distant  relatives  and  strangers. 
This  generally  defines  what  the  inheritance  tax  advo- 
cate considers  as  the  equity  in  inheritance  taxation 
that  is  not  found  in  estate  taxation. 

Under  the  estate  tax  recommended  by  the  Advisory 
Commission,  the  incidence  of  the  tax  on  heirs,  suc- 
cessors, and  beneficiaries  of  California  decendents 
would  be  substantially  modified.  Overall  the  tax 
burden  on  close  family  relatives  would  rise,  and  on 
collateral  relatives  and  strangers  it  would  fall.  The 
economic  and  financial  significance  of  the  estate  tax 
versus  the  inheritance  tax  for  California  is  quite 
small.  This  is  so  because  an  estate  tax  and  an  inherit- 
ance tax  can  raise  the  same  revenue  from  either  one 
estate  or  from  any  given  group  of  estates.  However, 
the  personal  and  social  significance  of  this  distinction 
is  great. 

Control  of  Death-Gift  Tax  Programs: 

Any  state  entering  into  the  compact  would  be 
frozen  there  for  five  j'ears,  thus  completely  yielding 
its  taxing  autonomy  and  authority  to  the  federal  gov- 
ernment. The  federal  government,  on  the  other  hand, 
would  be  free  to  completelj^  change  its  estate-gift  taxa- 
tion system,  as  it  did  in  the  1930 's.  It  could  do  this 
regardless  of  the  impact  on  state  revenue,  regardless 
of  state  desires,  and  regardless  of  the  effect  of  its 
changes  on  the  federal-state  death-gift  tax  integration 
compact.  The  states  in  the  compact  would  be  unable 
to  withdraw  or  to  make  any  change  until  its  five  year 
moratorium  had  expired.  Moreover,  it  should  be  noted, 
that  if  other  states  adopted  the  Commission's  Proposal 
and  entered  into  the  compact,  California  also  might 
be  forced  to  enter  for  various  reasons.^^ 

The  general  conclusion  is  that  for  California,  the 
non-revenue  implications  together  with  the  revenue 
losses  more  than  offset  the  attractiveness  of  the  gross 
rcA'enue  diversion  to  California.  California  would  lose 
its  control  over  its  death  and  gift  taxes.  It  is  sug- 
gested that  California  and  its  representatives  actively 
oppose  any  legislation  embodying  the  points  found  in 
the  Commission  Proposal. 

SUAAAAARY 
The  Proposal,  the  Criteria,  and  the  Individual  States: 

The  point  of  this  final  phase  of  the  analysis  is  to 
indicate  how  the  Advisory  Commission  Proposal  is, 
as  far  as  California  is  concerned,  inconsistent  with  the 
criteria  used  by  the  Advisory  Commission  for  all 
states. 

One  point  merits  attention  before  considering  the 
specific  criteria  in  relation  to  the  Proposal.  While  the 

"  Modified,  of  course,  by  estate  planning  techniques  or  corporate 
devices. 

'^  This  conclusion  refers  solely  to  the  Commission  Proposal.  Cali- 
fornia would  undoubtedly  welcome  any  modification  of  the 
existing  federal  credit  which  would  divert  revenue  to  the 
state.  California  would  also  undoubtedly  favor  any  attempt 
to  integrate  and  simplify  federal  and  state  death  and  gift 
taxation  that  was  based  on  a  reasonable  attempt  to  simplify 
and  integrate  federal  and  state  death  and  gift  taxation. 


\\ 
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Irevenue  from  death  and  gift  taxation  in  California 
and  a  number  of  other  states  is  generally  small  as  a 
portion  of  net  budget  receipts,  disregarding  the  occa- 
sional settlement  of  large  estates  and  some  delays  in 
crediting  collections  to  particular  years,  Table  6  on 
the  following  page  indicates  revenues  from  death  and 
gift  taxes  is  steadily  rising.  Some  states  such  as  Ala- 
bama derive  death  tax  revenue  only  in  the  amount  of 
1926  federal  credit.  If  their  revenue  is  small  and  un- 
stable, the  probable  reason  lies  in  characteristics  of 
the  federal  death  tax  structure  itself.^® 

The  Proposal  and  the  Criteria: 

Since  the  Advisory  Commission  criteria  and  the 
proposal  have  already  been  outlined,  it  will  be  ■worth- 
while now  to  examine  the  proposal  against  the  criteria 
adopted  by  the  Commission.*'' 


'cf.  Joint  Committee  Print,  The  Federal  Revenue  System:  Facts 
and  Problems,  1961,  S7th  Congress,  1st  Session,  Washington, 
D.C.,  GPO,  1961,  p.  147.  Also:  Joint  Committee  Print, 
Federal  Tax  Policy  for  Economic  Growtli  and  Stability,  S4th 
Congress,    1st  Session,    1955   paper  by   Louis   Eisenstein. 

'  Tile  proposal  set  fortli  by  the  Commission  was  designed  to  ac- 
complish certain  purposes.  First,  and  perhaps  foremost,  was 
tax  simplification.  The  second  was  to  give  the  states  a 
larger  share  of  all  government  death  tax  revenues.  Probably 
the  simplest  way  to  accomplish  this  would  have  been  to 
modify  the  existing  federal  credit.  A  new  credit  equalling 
some  percentage,  say  60  per  cent,  of  the  federal  estate  tax 
assessed  on  each  estate  would  be  non-discriminatory  among 
the  states,  and  would  provide  a  strong  revenue  incentive  for 
the  states. 

Even  an  optimistic  estimate  of  the  revenue  gain  to  California 
under  the  present  Commission  Proposal  is  not  so  great  but 
that  it  could  be  obtained  by  closing  some  existing  loopholes 
in  the  California  Death  Tax  Law,  by  initiating  some  com- 
pliance programs  (which  have  been  partially  started),  and 
by  certain  structural  changes  within  the  Inheritance  Tax 
Law.  For  instance,  an  integrated  death-gift  tax  with  one 
set  of  rates  and  one  set  of  exemptions,  with  some  modifica- 
tion of  trust  taxation,  and  some  closer  control  over  charity 
trusts  would  accomplish  the  same  result  for  California  with- 
out shifting  control  of  California  death-gift  taxation  to  the 
Federal  Government. 


Will  the  Proposal  Help  to  Sfrengfhen  Sfofe  Government 

By  Preserving  Freedom  of  Tax  Action  for  the 
States  and  by  Affording  Them  Full  Latitude  to  Exer- 
cise Political  Eesponsihility?: 


The  answer  to  the  question,  for  California,  at  least, 
is  clearly  no.  The  Advisory  Commission  Proposal  with 
its  recommendations  favoring  abolition  of  the  gift  tax, 
federal  collection  of  death  taxes  with  rebate  to  the 
states,  and  freezing  the  states  into  the  system  for  a 
minimum  five  year  period  are  specifically  designed  to 
remove  from  the  states  their  control  over  death  and 
gift  taxation.  Further,  the  Proposal  would  force  40 
of  the  states  to  abandon  their  inheritance-type  death 
tax  in  favor  of  a  federal  type  estate  tax.  The  Proposal 
fails  to  meet  the  standard  set  forth  by  this  criterion 
in  that  it  denies  to  the  state  autonomy  over  its  own 
death-gift  taxation  and  would  prevent  the  state  from 
retaining  latitude  to  exercise  political  responsibility  in 
regard  to  death  and  gift  taxation. 


By  Increasing  State  Inheritance  and  Estate  Tax 
Revenues  and  Their  Year  to  Year  Stability: 


Based  on  the  California  study,  the  Proposal  would 
increase  California  revenue  (diversion  from  the  fed- 
eral revenues)  by  a  maximum  of  $42,522,926  per  year 
less  interest  losses  occasioned  by  delayed  state  receipts 
of  the  funds.  If  the  gift  tax  were  abolished  as  recom- 
mended by  the  Commission,  there  would  be  gift  tax 


Table  6 

STATE   INHERITANCE  &   ESTATE  TAX  COLLECTIONS,  1934-64 

(Thousands  of  Dollars) 

Fiscal  Years  Ending  June  30 


State 


Actual 


Actual 


1954 


1955 


1956 


1957 


1958 


1959 


1960 


1961 


1962 


Estimated 


1963 


1964 


California 

Connecticut 

Indiana 

\  Massachusetts. 

■  Michigan 

Missouri 

New  Jersey 

New  York 

North  Carolina 

Ohio 

Pennsylvania.  . 

j  Wisconsin 

iTexas 

Illinois 


22,409 
9.517 
3,775 

14,383 

10,630 
4,574 

11,909 

29,250 
4,568 
6,650 

35,816 
7,529 
6,394 

12,191 


28,429 

10,295 

4,034 

14,222 

10,492 

3,966 

12,795 

27,996 

5,620 

5,725 

33,382 

6,927 

5,315 

15,065 


34,173 

11,150 
4,741 

17,165 
8,524 
3,621 

15,009 

53,694 
3,548 
4,902 

42,644 
8,341 
8,092 

19,976 


35,994 

15,885 

5.530 

20,426 

10,981 

4,206 

16,700 

51,942 

4,725 

8,164 

44,694 

8,423 

9,055 

19,245 


42,551 
12,192 

6,471 
17,607 
10,539 

4,406 
18,600 
47,120 

5,515 

9,141 
50,215 
10,000 
10,728 
20,295 


41,979 

14,116 

5,428 

18,619 

14,352 

5,496 

20,600 

39,630 

5,018 

8,743 

40,452 

9,928 

8,995 

21,123 


43,702 
16,878 

7,563 
20,535 
12,124 

5,259 
20,621 
71,611 

6,331 
'9,987 
51,121 
12,652 
12,608 
23,900 


76,803 
17,400 

7,557 
22.000 
10,500 

5,495 
20,000 
87,512 

6,000 
'9,897 
245,700 
16,460 
12,000 
25,100 


76,012 
23,069 

7,221 
21,140 
11,000 

6,667 
23,203 
81.748 

6,000 
'12,200 
=61,021 
14,933 
12,000 
24,000 


92,432 
22,500 

7.500 
23,500 
11,500 

6,700 
29,800 
94,000 

6,000 
'12,200 
45,800 
15,740 
12,600 
26,000 


91,700 
23,350 

7,000 
24,500 
12,000 

6,800 
36,000 
95,000 
n.a. 
■12,600 
50,000 
12,400 
12,600 
28.000 


Notes : 

'  Biennium  total. 
'11  months  collections. 
•  13  months  collections. 

SOURCE :  State  of  California,  State  Department  of  Finance,  Coordination  of  California  and  Federal  Inheritance  Estate  and  Gift  Taxes, 
December  1961,  page  10. 
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losses  and  losses  through  estate  planning  as  a  result 
of  the  diminished  aggregate  federal-state  death-gift 
burden  for  states  with  gift  taxes. 

California  would  gain  little  or  nothing  from  the 
Proposal  in  increased  stability  of  revenues.  This  is 
true  because  the  existing  trend  of  California  revenues 
is  that  of  steady  growth,  while  the  trend  of  federal 
death-gift  tax  revenues  is  that  of  near  stability.  In 
addition,  the  low  credit  due  California  (from  the  Pro- 
posal) from  estates  with  a  value  over  $150,000  Cali- 
fornia revenue  might  cease  to  increase. 

By  increasing  the  state's  share  of  total  death  tax 
collect  ions  f: 

For  state  governments  as  a  whole,  it  is  a  valid 
generalization  that  the  state's  share  of  total  death 
tax  collections  would  increase,  from  about  10  per  cent 
to  approximately  25  per  cent  of  aggregate  federal- 
state  death-gift  tax  collections.  This  generalization 
must  be  modified  to  the  extent  that  the  states  would 
have  to  be  in  the  compact  to  receive  the  added  credit. 

By  Helping  to  Safeguard  the  States  Against  De- 
structive Tax  Competition?: 

At  present,  all  states  except  Nevada  receive  death 
tax  revenues  at  least  equal  to  the  federal  credit.  Some 
states  have  imposed  additional  death  and  gift  taxes 
on  state  residents.  There  is  no  uniformity  among  the 
states  concerning  the  state  death  tax  burden  on  estate 
classes  or  sizes.  The  Commission  Proposal,  since  it 
takes  the  form  of  a  credit  to  the  states,  does  not  equal- 
ize the  state  tax  burden.  The  credit  merely  perpetu- 
ates the  burden  in  its  present  form.  The  present  state 
tax  differentials  are  not  eliminated,  but  are  in  fact 
frozen  into  the  new  system.  If  the  system  were  effected 


as  a  national  policy,  without  all  states  in  the  system 
(which  is  possible),  destructive  tax  competition  could 
and  probably  would  result  again  for  residents. 

The  table  on  the  following  page  shows  the  aggre- 
gate state  death  tax  burden  for  select  estate  classes 
for  certain  states  representing  the  various  state  death 
tax  situations.  The  top  line  in  Table  7  shows  the  fed- 
eral credit  for  state  death  taxes  paid.  Some  states, 
such  as  Alabama,  have  no  separate  death  tax  and 
simply  pick  up  the  total  credit  allowed  by  federal  law. 
Since  there  is  no  federal  credit  on  estates  with  a  value 
under  $100,000  these  states  have  no  revenue  from 
these  medium  and  low  value  estates.  California  is  an 
example  of  a  state  that  imposes  a  greater  state  death 
tax  on  the  estate,  for  each  estate  value  bracket,  than 
the  amount  of  federal  credit.  The  California  inherit- 
ance tax  is  an  independent  state  schedule  that  is  com- 
pletely unrelated  to  the  federal  credit.  Some  states, 
such  as  Kansas,  have  independent  state  death  tax 
schedules  in  the  lower  estate  brackets  but  rely  on 
the  federal  credit  for  large  size  estates. 

This  point  should  be  clearly  understood.  Each  state 
taxes  the  decedent's  estate  (of  a  given  size)  at  a  dif- 
ferent rate.  If  the  estate  is  valued  at  $200,000  as  shown 
on  Table  7,  with  the  property  equally  divided  between 
two  adult  sons,^^  the  tax  would  be  $1,200  in  Alabama, 
$6,303  in  California,  and  $9,340  in  Idaho.  Thus,  there 
are  tax  differentials  among  the  various  states. 

The  revenue  increase  to  the  states  under  the  Ad- 
visory Commission  Proposal  would  be  the  difference 
between  the  existing  federal  credit  and  the  federal 
credit  under  the  new  law  as  shown  in  Table  8.  Line 
1,  of  Table  8,  indicates  the  proposed  federal  credit 
under  the  Advisory  Commission  Proposal.  The  second 


^  The  distribution  of  property  would  not  be  important  for  states 
with  either  the  federal  credit  as  the  only  source  of  revenue, 
or  for  states  witli  an  estate  type  death  tax.  The  distribution 
of  the  property  would  be  of  salient  Importance  for  an  inheri- 
tance tax  state. 


Table  7 

STATE  DEATH  TAXES  ON  SELECTED  ESTATES  ONE-HALF  TO  EACH  OF  TWO  ADULT  CHILDREN 

(Net  Estate  After  Deductions^  But  Before  Specific  Exemptions) 


$25,000 

$50,000 

$100,000 

$200,000 

$400,000 

$600,000 

$800,000 

$1,000,000 

$2,500,000 

$5,000,000 

Maximum     credit     for 
State  death  taxes  un- 
der present  federal  law 

-0- 

-0- 

-0- 

1,200 

6,800 

14,000 

22,800 

33,200 

138,800 

391,600 

Amount  of  State  Tax: 
Alabama  ._ 

-0- 

300 

340 

-0— 

546 

-0- 
800 

1,180 
200 

1.196 

-0- 
1,280 
3,732 

804 
3,546 

1,200 
6,.303 
9.340 
2,656 
9,139 

6,800 
20,300 
22,930 

7,792 
23,275 

14,000 
38,.300 
37,130 
14,000 
38,043 

22,800 
56,300 
55.265 
22,800 
52,478 

33,200 
74,300 
75,755 
33,200 
66,685 

138,800 
224,300 
216,800 
138,800 
181,896 

391,600 

474,300 

Idaho 

410  480 

391,600 

Wisconsin,   . 

509  080 

Nnte: 

'  Size  of  estate  is  before  deduction  of  Federal  estate  tax  in  States  which  allow  this  deduction. 

Source:  State  of  California,  State  Department  of  Finance,  Coordination  of  California  and  Federal  Inheritance,  Estate,  and  Gift  Taxes,     j 


December,  1961,  p.  35. 
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Table  8 

STATE   DEATH  TAX   REVENUES   UNDER  THE   PROPOSED   FEDERAL  COMPACT 
ONE-HALF  TO   EACH   OF  TWO  ADULT  CHILDREN 


[Net  Estate  After  Deductions'  But  Before 

Specific  Exemptions) 

$25,000 

$50,000 

$100,000 

$200,000 

$400,000 

$600,000 

$800,000 

$1,000,000 

$2,500,000 

$5,000,000 

Federal     Credit    under 
HR5155  Proposal^... 

Maximum     credit     for 
States     death     taxes 
paid    under    present 
federal  law 

-0- 

-fl- 

3,840 

12,450 
1,200 

18,900 
6,800 

31,940 
14,000 

45,940 
22,800 

60,700 
33,200 

193,760 
138,800 

486,080 
391,600 

Increase  in  Credit 

3,840 

11,250 

12,100 

17,940 

23,140 

27,500 

54,960 

94.480 

State  tax  including  new 
credit : 

Alabama 

-0- 
300 
340 
-0- 

546 

-0- 
800 

1,180 
300 

1,196 

3,840 
5,120 
7,572 
4,644 
7,386 

12,450 
17,553 
20.590 
13,906 
20,389 

18,900 
32,400 
35,030 
19,892 
35,375 

31,940 
56.240 
55.070 
31,940 
55,983 

45,940 
79,440 
78,405 
45,940 
75,618 

60,700 

101,800 

103,255 

60,700 

94,185 

193,760 
279,360 
271,760 
193.760 
236,856 

486.080 
56S  780 

Idaho          

504  960 

Kansas 

486,080 
604,560 

Notes : 

'  Size  of  estate  is  before  deduction  of  federal  estate  tax  in  States  which  allow  this  deduction. 

'  Credit  figures  shown  are  estimates. 

Source:  State  of  California,  State  Department  of  Finance,  Coordination  of  California  and  Federal  Inheritance  and  Gift  Taxes,  Decem- 
ber, 1961,  p.  37. 


line  (line  2)  shows  the  present  credit.  Line  3  shows 
the  increase  in  the  federal  credit  which  is  the  differ- 
ence of  the  first  two  lines.  Assuming  again  our  estate 
of  $200,000  taxable  value,  each  state  having  this  estate 
would  find  its  revenue  increased  by  $11,250  shown  in 
Line  3.  Thus,  the  figure  indicating  state  death  tax 
liability  in  Table  8  is  higher  by  the  constant  amounts 
indicated,  than  the  figure  indicating  state  death  tax 
liability  in  Table  7. 

The  conclusion  is  that  while  the  state  tax  burdens 
on  the  given  size  estates  are  not  equalized,  the  tax 
differentials  remain  the  same.  Each  state  tax  liability 
figure  (within  the  relevant  range  of  the  federal 
credit)  in  Table  8  is  higher  by  the  noted  constant 
amount  than  the  corresponding  figure  in  Table  7.  The 
amount  of  the  differential  is  shown  on  Table  8,  line  3, 
Increase  in  Credit.  Obviously  the  credit  does  not 
equalize  existing  state  tax  rates  or  state  tax  burden 
I  dift'erentials.  The  aggregate  federal-state  death  tax 
burden  remains  the  same  since  the  Advisory  Commis- 
sion Proposal  only  shifts  some  existing  federal  rev- 
enue to  the  states. 

States  entering  into  the  federal  compact  would  be 
frozen  in  status  for  a  minimum  period  of  five  years. 
Consequentlj',  the  differential  tax  burdens  among  the 
states  in  the  compact  would  also  be  frozen.  It  is  not 
necessary  to  get  all  50  states  into  the  compact  for  the 
federal-state  compact  to  be  operative.  The  states  not 
entering  into  the  agreement  would  not  be  bound  and 
would  be  free  to  vary  their  death  tax  rates.  Since  all 
states  are  not  required  to  be  in  the  compact  for  it  to 


become  operative,  there  is  no  guarantee  that  existing 
death  tax  differentials  among  the  states  would  not  be 
widened.  There  is  no  guarantee  that  interstate  com- 
petition for  wealthy  residents  would  not  return.  If  a 
state  outside  the  compact  were  to  cut  its  death  tax 
for  competitive  reasons,  a  state  joining  the  compact 
could  not  make  a  corresponding  adjustment  within 
the  first  five  years  of  joining  the  federal  program. 
The  inevitable  conclusion  is  that  the  Advisory  Com- 
mission Recommended  Proposal  would  not  safeguard 
the  states  agamst  destructive  death  tax  competition. 


By  Reducing  Jurisdictional  Conflicts  Between  the 
States?: 


Since  the  Advisory  Commission  Proposal  says  noth- 
ing about  state  jurisdictional  problems,  state  prop- 
erty law,  probate  codes,  contract  law,  community 
property  law,  disputed  domicile  cases,  valuation  prob- 
lems or  other  state-federal  death-gift  tax  problems, 
the  conclusion  must  be  that  the  compact  would  have 
no  effect  at  all  on  reducing  state  jurisdictional  prob- 
lems. 

Will  it  Preserve  the  Freedom  of  the  Congress  to  Shape 
and  Reshape  the  Federal  Estate  and  Gift  Taxes  to 
Accord  with  the  Requirements  of  National 
Policy  as  They  Emerge?: 

The  Advisory  Commission  specifically  recommends 
that  the  proposed  federal  credit  be  tied  to  a  separate 
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function,  not  to  the  federal  tax  rates  or  bases.  Clearly, 
the  states  would  be  frozen  into  the  credit  pattern 
while  the  federal  government  could  modify  exemp- 
tions, rates,  categories  for  taxable  estate,  and  technical 
amendments  at  will.  This  point  was  noted  in  a  letter 
by  the  Research  Associate  of  the  Advisory  Commission 
to  the  California  Department  of  Finance.  The  letter 
acknowledged  that  the  federal  government  undoubt- 
edly could  modify  the  1954  Revenue  Code  during  the 
period  when  the  states  were  frozen  into  the  compact 
pattern.  It  stated  specifically:  "We  have  no  way  of 
calculating  the  subsidiary  effects  of  this  program  upon 
California  or  upon  any  other  state  because  it  is  not 
possible  to  identify  the  specific  consequences  of  this 
particular  reduction  in  federal  tax  revenues  for  other 
federal  tax  rates. ' ' 

Will  it  Preserve  the  Combined  Contributions  of  these 
Taxes  to  Federal,  State  and  Local  Revenue 
Requirements?: 

The  Advisory  Commission  Recommendation  encour- 
ages states  to  abolish  their  gift  taxes.  If  this  were  ac- 
complished the  Advisory  Commission  Proposal  would 
not  preserve  the  combined  contribution  of  the  federal 
and  state  death  and  gift  taxes  to  federal,  state,  and 
local  revenue  requirements.  Further,  the  delay  in  col- 
lection of  state  monies  and  rebate  to  the  states,  occa- 
sioned by  the  Advisory  Commission  favoring  a  central 
collection  of  state  death  and  gift  taxes,  would  not 
preserve  the  present  state  share  of  its  own  death  and 
gift  taxes. 

Will  it  Ease  the  Task  of  Taxpayer  Compliance  and  State 
Tax  Administration  by  Reducing  Interstate  and 
Federal-State  Tax  Diversity  and  Complexity?: 

The  Advisory  Commission's  Proposal  apparently 
favors  federal  collection  of  the  state  taxes  with  a  re- 
bate to  the  states.  The  Proposal  also  recommends  uni- 
form state  death  tax  provisions  keyed  to  the  federal 
estate  tax.  These  recommendations  were  not  included 
in  the  legislative  resolutions  presented  to  the  87th 
Congress.  In  its  present  legislative  form,  the  states 
would  continue  to  do  exactly  what  they  have  done  in 
the  past  with  regard  to  deatli-gift  tax  administration. 
The  estate  type  tax,  according  to  the  Commission, 
could  be  modified  by  various  types  of  heir  exemptions 
to  provide  an  inheritance  type  impact  of  the  estate 
tax.  Since  the  Advisory  Commission  saj's  nothing 
about  these  important  administrative  problems,  and 
no  information  is  contained  about  them  in  the  legis- 
lative resolutions,  there  is  no  reason  to  assume  that 
the  task  of  taxpayer  compliance  and  state  tax  ad- 
ministration would  be  simplified. 

The  second  point  is  that  the  Proposal  does  not  men- 
tion jurisdictional   problems   among   the   states,    di- 


versity of  .state  property  and  community  property 
law,  state  probate  codes,  and  state  contract  law.  The 
state  tax  administrators  and  the  state  taxpayers'  rep- 
resentatives would  continue  under  the  proposed  com- 
pact to  do  exactly  as  they  do  under  present  state  law. 
The  Commission  recommendation  says  nothing  re- 
garding existing  disputed  domicile  cases,  hence  could 
do  nothing  to  eliminate  this  area  of  federal-state  tax 
diversity  and  complexity. 

The  conclusion  is  that  the  problems  of  taxpayer 
compliance  and  state  tax  administration  would  not  be 
reduced  under  the  Commission  Proposal. 

Will  it  Facilitate  a  Fair  Distribution  of  Death 
Tax  Revenues  Among  the  States?: 

The  Commission  Proposal  contains  no  specific  pro- 
posals as  to  the  redistribution  or  the  reallocation  of 
death  tax  revenues  among  the  states.  The  credit  sched- 
ule developed  in  HR  5155  is  specifically  designed  to 
perpetuate  the  existing  state  death  tax  burden  dif- 
ferentials among  the  various  states. 

Is  it  Compatible  with  Established  and 
Familiar  Institutions?: 

The  Advisory  Commission  Proposal  would  result  in 
the  abolition  of  the  California  inheritance  tax  struc- 
ture as  well  as  the  inheritance  tax  structures  in  the 
other  39  inheritance  tax  states.  The  Proposal  recom- 
mended abolition  of  gift  taxes.  The  resultant  death 
tax  structure  would  lie  quite  different  from  the  exist- 
ing state  tax  structures.  In  fact,  the  resulting  sj^stem 
would  be  quite  foreign  to  California  and  to  the  other 
inheritance  tax  states. 

Will  it  Avoid  Undesirable  Economic  or  Social  Effects?: 

The  question  of  the  desirability  of  the  foreseeable 
economic  and  social  effects  of  the  proposal  would  de- 
pend entirely  upon  the  viewpoint  of  the  reader.  The 
conclusion  seems  clear  beyond  question,  at  least  for 
California,  that  the  state  would  suffer  a  diminution 
of  the  integrity  of  its  taxing  powers  together  with  a  cor- 
responding expansion  of  the  taxing  power  of  the  fed- 
eral government.  A  less  equitable  estate  tax  would  be 
substituted  for  the  California  inheritance  tax.  The 
problem  is  that  of  balancing  the  virtues  and  defects 
of  the  revenue  gain  against  the  nonrevenue  implica- 
tions. In  the  opinion  of  the  staff,  the  salient  question 
involved  in  the  Advisory  Commission  Proposal  is 
whetlier  or  not  the  states  or  the  federal  government 
shall  have  legislative  and  administrative  authority 
over  state  death  and  gift  taxation.  It  is  suggested 
that  California  oppose  the  Advisory  Commission  Pro- 
posal on  the  grounds  of  the  analysis  set  forth  above. 


CHAPTER  III 

THE  CALIFORNIA  INHERITANCE-GIFT  TAX 


Introduction: 

A  second  method  for  modifying  the  present  Cali- 
fornia Inheritance-Gift  Tax  System  is  predicated  on 
the  retention  of  the  inheritance  principle  of  death 
taxation,  and  on  the  idea  that  the  capital  thus  taxed 
is  a  type  of  family  possession.  This  suggested  revision 
in  the  present  California  Inheritance-Gift  Tax  Struc- 
ture would  not  only  bring  in  additional  revenue  to 
California,  but  would  result  in  the  development  of  a 
more  equitable  and  a  more  uniform  tax. 

The  California  statutes  of  1905  formed  the  basis  of 
California  Inheritance-Gift  Taxation  up  to  and  in- 
eluding  the  Inheritance  Act  of  1935.^^  Following  the 
Act  of  1935,  the  California  Statutes,  including  the  In- 
heritance and  Gift  Tax  laws,  were  codified  and  in 
1943  formed  the  present  Inheritance-Gift  Tax  portion 
of  the  Revenue  and  Taxation  Code.'*"  As  presently  set 
forth,  the  Jurisdiction  of  the  California  Inheritance 
Tax  Act  depends  either  upon  the  residence  of  the 
decedent  in  the  State  of  California,  or  upon  the  pres- 
ence of  the  decedent's  propertj'  in  the  State  of  Cali- 
fornia.*^ 

In  California  the  right  of  inheritance  as  well  as  the 
right  of  testamentary  disposition  are  entirely  subject 
to  state  statutory  enactments  and  are  well  within  the 
control  of  the  Legislature.*^ 

Various  court  cases  defined  and  maintained  the  fol- 
lowing points.**  Under  California  law  brothers,  sisters 
and  nephews  bear  a  different  inheritance  tax  burden. 
A  point  brought  out  in  the  case  of  the  Estate  of  Bloom 
(213  Cal.  575)  was  that  the  California  tax  was  im- 
posed upon  the  right  to  succeed  to  property  rather 
than  upon  the  property  itself.  These  points  differenti- 
ate the  inheritance  tax  principle  in  California  from 
the  estate  tax  principle  which  is  a  levy  upon  the  trans- 
fer of  property  rather  than  upon  the  right  to  succeed 
to  property.**  Under  an  estate  tax  each  heir  would 
pay  the  same  proportionate  amount  of  tax  regardless 
of  the  relationship  of  the  recipient  to  the  decedent.*^ 
In  the  California  Code  there  is  an  estate  type 
I  pickup  tax  aspect  of  the  inheritance  tax.  This  section 
'  of  the  code  is  designed  to  assess  any  estate  with  the 
amount  of  any  federal  credit  that  is  above  the  state 


^  Barry,  Charles  J.,  "California  Inheritance  Taxation,"  California 

Estate  Administration,  1959,  pp.  455-456. 
"Ibid.  p.  450,  effective  1945. 
"  Ibid.  p.  456. 
"  California  Inheritance  and  Oift  Tax  Laws,  Parts  8   and  9   of 

Division  2,  Revenue  and  Taxation  Code,   as  amended,   1963. 

Extracted  from  Revenue  Laws  of  California,  p.   14. 
"  The  points  noted,  and  otliers,  are  cited  in  California  Inheritance 
1  and  Gift   Tax  Laws,  op.  cit.,  p.   14. 

"  There  is  no  lack  of  criticism  of  the  Federal  Estate  Tax  on  the 

grounds  of  complexity,  equity,  etc.,   thereof,  California  Law 

Review,  Symposium  Vol.   38,   1950.  "Inheritance  and  Estate 

Tax." 
I   "  This  point  is  discussed  below  in  the  consideration  of  tlie  inci- 
'  dence  of  the  estate  and  the  inheritance  tax. 


tax  assessed.  Since  1959  with  the  law  revision  dis- 
allowing the  federal  estate  tax  deduction  in  arriving 
at  the  state  clear  market  value  figure,*^  the  pickup 
has  become  less  important  since  California  assessments 
have  generally  been  larger  than  the  federal  credit.*^ 
With  the  passage  into  law  of  Revenue  and  Taxation 
Code,  Section  13551,  et  seq.,  the  federal  pickup  clause 
may  become  more  important  for  community  property 
estates. 

CALIFORNIA'S  INHERITANCE  AND  GIFT  TAXES 
Inheritance  Tax: 

The  California  death  and  gift  tax  laws  do  not  exist 
in  the  abstract  but  rest  firmly  on  community  property 
laws,  property  laws,  probate  laws,  laws  of  contract 
and  all  other  laws  that  affect  property. 

Death  taxes  are  fixed  upon  the  transfer  of  rights 
in  property  which  pass  from  a  decedent  to  his  bene- 
ficiaries, heirs,  and  successors.  State  property  law 
establishes  the  conditions  and  criteria  upon  which  a 
death  tax  must  be  based  by  determining  what  consti- 
tutes an  interest  in  property  subject  to  tax;  i.e.,  to 
whom  do  such  interests  in  the  property  pass.  For  in- 
stance, the  rights  of  creditors  with  respect  to  the 
property  which  would  not  be  subject  to  tax  may  de- 
pend upon  the  validity  of  a  contract  entered  into  by 
the  decedent  and  the  nature  of  that  contract.  In  this 
case  state  contract  law  would  be  an  important  deter- 
mining factor. 

The  taxation  of  an  inter-vivos  transfer  in  trust  in 
many  instances  will  depend  upon  whether  the  trust 
is  revocable  or  irrevocable.  In  many  states  the  law 
pertaining  to  this  point  is  that  a  trust  is  to  be  deemed 
irrevocable  unless  the  trust  instrument  expressly  de- 
clares it  to  be  revocable.  California  law,  by  express 
statutory  provision,  declares  that  a  trust  is  always 
revocable  unless  it  contains  an  expressed  provision 
declaring  it  to  be  irrevocable.  This  is  an  important 
aspect  of  the  taxation  of  estates  in  California. 

A  major  area  in  which  there  is  wide  divergence  be- 
tween the  various  state  laws  respecting  interest  in 
property  lies  in  the  property  rights  of  a  husband  and 
wife.  Many  of  the  western  states,  including  California, 
have  community  property  rights.  Most  states,  how- 
ever, have  a  common  law  (separate  property)  system, 
which  does  not  recognize  any  community  property 
status.  In  California,  property  acquired  from  the 
earnings  of  either  spouse  must  be  treated  as  commu- 
nity property,  with  each  owning  a  one-half  interest. 
The  death  tax  eonsequeces  of  whether  the  property 


"Section  139S9,  California  Revenue  and  Taxation  Code. 
"  This   point  was   discussed  above  in   the  section  entitled 
Federal   Estate  and   Gift  Tax   System." 
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passes  as  community  or  separate  property  are  sub- 
stantial. 

The  exigencies  of  the  substantive  state  probate  law 
require  the  estate's  representatives  to  determine  the 
amount  passing  to  each  heir,  beneficiary,  and  successor 
for  purposes  of  legally  and  properly  distributing  each 
estate.  These  laws  determine  the  legal  process  for  the 
estate 's  representatives. 

Any  attempt  to  modify  the  California  inheritance- 
gift  tax  structure  must  be  cognizant  of  these  under- 
lying statutory  bases  for  the  California  death-gift  tax 
structure. 

The  attempt  here  is  to  present  rather  precisely  the 
basis  for  inheritance  and  gift  taxation  in  the  state  of 
California.**  It  is  necessary  to  remember  that  the  in- 
heritance and  gift  taxes  in  California  constitute  a 
complementary  tax  structure.  That  is,  without  the 
gift  tax  it  would  be  possible  to  avoid  a  good  deal  of 
the  tax  which  would  otherwise  be  paid  as  an  inher- 
itance tax.  The  gift  tax  is  designed,  at  least  in  Cali- 
fornia, rather  precisely  to  prevent  avoidance  of  the 
death  tax  law  by  gifts  among  living  persons. 

The  entity  upon  which  the  inheritance  tax  is  levied 
is  the  transfer  of  property  by  reason  of  the  death  of 
an  individual.  The  object  of  the  tax  is  not  the  prop- 
erty itself  but  the  transfer  of  the  property  at  death. 
The  amount  of  the  tax  is  determined,  however,  by  the 
market  value  of  the  property  so  transferred  and  re- 
ceived by  each  hear,  successor  or  beneficiary.  The  tax 
rates  are  applied  to  the  individual  interests  in  the 
estate  as  of  the  date  of  death.  The  market  value  of 
the  property  as  of  the  date  of  death  determines  the 
amount  of  the  tax  due.  The  estate  or  property  subject 
to  taxation  according  to  California  Inheritance  Tax 
Law  includes  real  or  personal  property,  or  interests 
therein.*^ 

The  transfer  of  property  includes  the  passage  of 
any  property,  or  any  interest  in  property,  or  any 
income  from  property  in  possession,  in  trust  or  other- 
wise. The  decedent  or  transferor  is  any  person  by 
whom  a  transfer  is  made.  A  transferee  is  any  person 
to  whom  a  transfer  is  made.  The  term  market  value 
refers  to  the  value  of  the  property  as  of  the  date  of 
the  trensferor's  death,  whether  or  not  the  transfer 
was  made  during  his  lifetime.  Clear  market  value  is 
the  estate  net  value  before  federal  estate  tax  deduc- 
tion but  after  all  deductions,  exemptions,  and  exclu- 
sions. 

Basically  the  inheritance  tax  is  imposed  upon  every 
transfer.  The  theory  underlying  the  California  in- 
heritance tax  is  that  the  right  of  inheritance  as  well 
as  the  right  of  testamentary  disposition  of  property 
are  entirely  matters  of  statutor}'  enactment  and  within 
control  of  the  legislature.^"  The  same  authority  which 

*»  For  a  more  lengthy  discussion  of  this  see.  State  Controller, 
Inheritance  nnd  Gift  Tax  Division,  Statistical  Report,  pp. 
15-21,  and  27-29. 

"  For  example,  a  life  interest  in  a  trust  which  consists  of  taxable 
property. 

"Estate  of  Potter,  188  Cal  55. 


confers  the  privilege  may  attach  to  it  the  conditions 
that  a  portion  of  the  estate  so  received  shall  be  con- 
tributed to  the  state.^i  The  portion  thus  to  be  contrib- 
uted to  the  state  is  peculiarly  within  the  legislative 
discretion."^  As  noted  in  the  estate  of  Wilmerding,  17 
Cal  281,  the  court  upheld  the  constitutionality  of  the 
difference  in  tax  burden  imposed  upon  brothers,  sis- 
ters and  upon  nephews.  This  was  also  noted  in  the 
estate  of  Dilingham,  196  Cal  525.  The  estate  of  Bloom, 
213  Cal  575  held  the  point  that  the  tax  is  upon  the 
right  to  succeed  to  property  rather  than  the  right  to 
property  itself.  Since  the  tax  is  upon  the  right  of  suc- 
cession it  is  not  an  expense  of  administration  or  charge 
upon  the  general  estate. 

The  California  Deafh  Tax  Base: 

The  right  of  the  state  to  an  inheritance  tax  on  aU 
testamentary  and  inter-vivos  transfers  set  the  death  of 
the  decedent  as  the  time  for  computing  the  tax  due. 
Statutes  passed  subsequent  to  the  time  of  death  which 
create  additional  exemptions  or  decrease  the  rate,  etc. 
cannot  be  applied  retroactively.  Further,  when  an  in- 
heritance tax  act  is  repealed  the  procedure  prescribed 
by  that  act  for  the  collection  of  the  tax  continues  in 
effect  with  respect  to  taxes  for  all  the  estates  previ- 
ously coming  under  that  act.  Transfers  in  contempla- 
tion of  death  or  intended  to  take  effect  at  death  are 
subject  to  taxation  in  accordance  with  the  act  in  effect 
at  the  time  of  the  transfer  although  the  tax  is  not 
payable  until  the  time  of  death. 

The  tax  base  in  California  depends  not  only  upon 
the  property  subject  to  the  act  as  defined,  but  also  is 
clearly  dependent  upon  the  character  of  the  transfer 
and  the  relationship  of  the  transferee  to  the  trans- 
feror. The  tax  is  computed  upon  the  clear  market 
value  of  the  property  transferred  to  each  individual, 
but  only  upon  that  portion  in  excess  of  the  exemptions 
allowable  on  the  date  of  the  transferor's  death,  and  at 
the  rates  which  are  then  in  effect.  The  tax  is  computed 
in  accordance  with  this  section  whether  or  not  the 
transfer  involved  was  made  during  the  lifetime  of  the 
transferor.^^ 

rfie  General  Tax  Base  and  the  Type  of  Transfer: 

What  we  have  defined  thus  far  would  be  called  the 
general  tax  base  or  the  general  property  subject  to 
inheritance  taxation  in  the  state  of  California.  This 
general  tax  base  is  subject  to  substantial  adjustment. 
It  is  expanded  to  include  certain  transfers  made  by 
the  decedent  during  his  lifetime.  These  transfers  are, 
in  effect,  like  testamentary  dispositions.  They  are 
transfers  which  could  be  used  to  avoid  the  inheritance 
tax  were  it  levied  only  upon  transfers  which  pass  the  ; 
property  at  death. 

The  general  tax  base  is  further  limited  to  conform 
to  the  jurisdiction  of  the  state  which  can  tax  only 


■^  Estate  of  Wilmerding,  17  Cal  281. 
■^2  Estate  of  Wilnierding,  17  Cal  281. 
■»"  Section  13402,  Revenue  and  Taxation  Code. 
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within  its  geographical  borders.  The  general  tax  base 
is  contracted  to  make  allowance  for  deductions;  for 
example,  expenses  surrounding  the  death  of  the  dece- 
dent, expenses  of  his  administration,  among  other 
exclusions  and  exemptions  as  provided  by  statute.  Al- 
though not  strictly  related  to  the  tax  base,  the  tax  is 
subject  to  adjustment  by  the  allowance  of  certain 
credits  which  are  subtracted  directly  from  the  tax 
itself.  Thus,  the  tax  base  is  clearly  related  to  certain 
types  of  transfers. 

The  inheritance  tax  is  levied  upon  the  following 
types  of  transfers.  The  first  broad  category  of  trans- 
fers is  transfers  of  property  which  occur  at  the  death 
of  the  transferor.  "Within  this  category  are,  first,  a 
transfer  of  property  to  the  decedent's  heirs  at  law 
pursuant  to  the  laws  of  interstate  succession  where 
the  decedent  leaves  no  valid  will.  Second  is  the  trans- 
fer of  property  to  the  decedent's  heirs,  beneficiaries, 
or  successors  pursuant  to  the  terms  of  his  will.  Third, 
the  transfer  of  property  to  the  decedent's  spouse  and 
children  by  way  of  homestead  and  family  allowances. 
Fourth,  the  transfer  of  property  standing  in  the  name 
of  the  decedent  and  another  as  joint  tenants.  Fifth, 
proceeds  of  annuity  contracts  and  life  insurance  poli- 
cies upon  the  decedent 's  life  payable  by  reasons  of  his 
death." 

The  second  broad  category  of  transfers  subject  to 
taxation  which  tend  to  modify  the  general  tax  base 
would  be  decedent's  lifetime  transfers  which  serve  the 
purpose  of  death  transfers  and  which  are  taxed  to 
prevent  acts  of  avoidance.  There  are  six  types  of 
transfers  that  are  subject  to  inheritance  taxation  even 
though  they  may  be  made  as  intervivos  transfers. 

The  first  of  these  types  of  transfers  would  be  those 
made  in  contemplation  of  death.  This  notes  that  trans- 
fers that  are  made  without  valuable  and  adequate 
consideration,  or  transfers  that  are  made  in  excess 
of  valuable  and  adequate  consideration,  may  come 
within  the  contemplation  of  death  statute  if  made 
within  three  years  of  the  death  of  the  transferor.  The 
idea  of  contemplation  of  death  includes  that  expec- 
tancy of  death  which  actuates  the  mind  of  a  person 
on  the  execution  of  his  will.  A  gift  is  made  in  con- 
templation of  death  where  one  of  the  donor's  pur- 
poses, perhaps  his  major  purpose,  is  to  make  a  present 
transfer  of  the  property  in  lieu  of  a  testamentary 
disposition.  In  such  a  case,  it  is  immaterial  that  other 
motives  may  also  have  contributed  to  the  result.  This 
was  seen  in  the  estate  of  Ne^vman,  52,  CA2D,  126. 
However,  the  mere  fact  that  a  person  is  much  ad- 
vanced in  years  and  not  in  good  health  is  not  alone 
sufficient  to  prove  that  a  transfer  made  by  him  was 
made  in  contemplation  of  death.  This  was  established 
in  the  estate  of  Snyder,  71  CA2D  324.  The  problem 
with    attempting    to    determine,    for    tax    purposes, 

"These  types  of  transfers  are  outlined  in  Inheritance  Tax  Law, 
Revenue  and  Taxation  Code,  Chapter  4,  Articles  1-6  begin- 
ning with  Code  Section  13601 


whether  or  not  a  transfer  is  in  contemplation  of  death 
is  that  this  determination  essentially  attempts  to  solve 
the  problem  of  inferring  or  defining  the  intent  in  the 
mind  of  the  transferor. 

The  second  type  of  transfer  is  one  whereby  the 
decedent  reserves  for  the  period  of  his  lifetime  the 
income  from  the  transferred  property.  Assume  a  gift 
of  property,  for  instance,  to  a  son  where  the  donor 
reserves  to  himself  for  his  life  the  income  therefrom. 
The  property  is  taxable,  as  in  the  estate  of  Felton 
176  Cal.  663. 

A  third  type  of  lifetime  transfer  would  be  transfers 
to  trustees  for  the  benefit  of  third  parties  as  under 
Eevenue  and  Tax  Code  Section  13646.  Under  the  pro- 
visions of  the  trust,  the  decedent  has  the  right  during 
his  lifetime  to  revoke  the  transfer  and  revest  the 
property  in  himself.  Trustee  bank  accounts,  known 
as  Totten  Trusts,  are  also  taxable  under  this  section, 
as  in  the  estate  of  Goldfader,  131  CA2D  533. 

The  fourth  type  of  transfer  coming  under  this  cate- 
gory is  transfers  which  are  absolute  in  form  but 
which  are  made  in  exchange  for  an  independent  prom- 
ise on  the  transferee's  part  to  make  payments  to,  or 
care  for,  the  decedent  during  the  remaining  lifetime 
of  the  decedent.  The  fifth  type  of  transfer  would  be 
transfers  made  subject  to  conditions  under  which  the 
transferees  cannot  come  into  the  possession  or  enjoy- 
ment of  the  property  until  the  decedent  dies.^"  The 
final  type  of  transfer  coming  under  this  category 
would  be  transfers  to  the  decedent's  heir  subject  to 
the  heir's  agreement  that  he  accepts  the  gift  in  lieu 
of  his  share  of  the  decedent's  estate  should  the  latter 
die  without  a  will.  This  is  known  as  an  advancement. 

Thus,  in  summary,  in  the  examination  of  the  Cali- 
fornia inheritance  tax  structure,  it  is  necessary  to 
consider  first,  the  general  tax  base.  That  is,  the  gen- 
eral property  which  a  decedent  would  leave  which 
would  be  subject  to  the  inheritance  tax.  Second,  how- 
ever, before  any  conclusions  can  be  affirmed  regarding 
the  tax  base,  it  is  necessary  to  examine  the  two  very 
broad  categories  of  transfers  which  define  the  tax 
base: 

1.  Transfers  which  occur  at  death. 

2.  Transfers  which  would  occur  during  the  lifetime 
of  the  individual. 

California  Tax  Jurisdicfion: 

The  tax  base  is  further  limited  by  certain  jurisdic- 
tional factors.  The  state's  power  to  levy  a  death  tax 
is  definitely  limited.  It  may  not  assess  a  tax  with 
respect  to  tangible  property  located  beyond  its  geo- 
graphical borders.  Furthermore,  certain  types  of 
property  such  as  intangibles,  are  difficult  to  place 
geographically.  These  assets  are  generally  considered 
to  be  located,  for  tax  purposes,  at  the  place  of  resi- 
dence or  domicile  of  the  owner.  In  order  to  conform 
closely  with  jurisdictional  concepts,  the  inheritance 

"Estate  of  Madison,  26  Cal  2D  453. 
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tax  law  taxes  the  estates  of  residents  and  non-resi- 
dents as  follows :  ^* 

I.  Decedents  dying  resident  of  California.  The  fol- 
lowing property  would  be  subject  to  the  inheri- 
tance tax : 

1.  All  intangible  property  of  the  decedent  includ- 
ing stocks,  bonds,  debts  due  the  decedent,  book 
accounts,  etc.,  wherever  located. 

2.  All  real  property  and  tangible  personal  prop- 
erty physically  located  within  this  state. 

3.  Property  not  subject  to  tax  would  be  all  real 
and  tangible  personal  property  of  the  decedent 
permanently  located  outside  of  the  state  of 
California. 

II.  Decedents  dying  resident  of  a  state  of  the  United 
States  other  than  California : 

1.  Subject  to  the  tax  would  be  all  real  property 
and  tangible  personal  property  of  the  decedent 
located  in  California. 

2.  Not  subject  to  the  California  Inheritance  Tax 
would  be  all  intangible  property  of  the  dece- 
dent such  as  decedent's  stock  in  California 
corporations,  bank  accounts  in  California,  etc. 

3.  Also  not  subject  to  the  California  tax  would  be 
all  real  property  and  tangible  personal  prop- 
erty of  the  decedent  located  outside  the  state 
of  California. 

III.  Decedents  dying  resident  of  a  foreign  country: 

1.  Subject  to  the  California  inheritance  tax  would 
be  real  property  and  tangible  personal  prop- 
erty of  the  decedent  located  in  the  state. 

2.  Intangible  personal  property  of  the  decedent 
which  has  location  in  California  such  as  would 
give  this  state  the  power  to  tax  it.  This  would 
include  debts  due  the  decedent  from  California 
debtors,  stock  of  corporations  organized  under 
California  law  or  which  have  their  principle 
places  of  business  here. 

3.  Not  subject  to  the  tax,  however,  would  be  real 
property  and  tangible  personal  property  of 
the  decedent  located  outside  California. 

4.  Also  not  subject  to  the  tax  would  be  intangible 
property  even  though  located  in  California 
consisting  of  bank  deposits  and  savings  and 
loan  accounts. 

Exclusions,  Deducfions  and  Exemptions: 

The  tax  base  is  affected  by  various  deductions.  The 
inheritance  tax  is  computed  upon  the  net  value  of  the 
assets  whose  transfer  is  subject  to  tax.  In  arriving  at 
the  net  value,  the  law  provides  specifically  for  the 
items  -which  shall  be  deducted  from  gross  values,  that 
is,  allowable  deductions.  They  include  death  expenses 
of  the  decedent,  liens  upon  the  property,  expenses  of 

"  Residence  vs.  domicile — residence  in  California  but  not  domi- 
ciled in  California.  Analogous  to  living  in  California  but  with 
a  permanent  home   In   another  state. 


administration  and  casualty  losses  suffered  after  the 
death  of  the  decedent. 

The  tax  base  is  further  contracted  or  diminished  by 
certain  specific  exclusions.  As  a  matter  of  legislative 
policy,  seven  types  of  transfers  are  specifically  ex- 
eluded  from  the  inheritance  tax.  These  include  first, 
community  property  transfers  to  a  surviving  spouse; 
these  are  wholly  excluded.  Second,  is  quasi-community 
property.  Quasi-community  property  is  separate  prop- 
erty acquired  by  the  decedent  while  domiciled  in 
another  state  which  would  have  been  the  community 
property  of  the  spouse  had  it  been  acquired  while 
domiciled  within  California.  Quasi-community  prop- 
erty transfers  to  a  surviving  spouse  are  one-half  ex- 
cluded.^' Third,  the  first  $50,000  of  the  proceeds  from 
life  insurance  policies  payable  to  named  beneficiaries 
are  excluded  from  computation  of  the  tax,  that  is, 
beneficiaries  other  than  the  decedent's  estate  as  such. 
Fourth,  transfers  to  qualified  charitable  institutions 
or  in  trust  for  charitable  purposes  are  exempt.  Fifth, 
all  proceeds  of  federal  war  insurance  or  policies  of 
any  veteran  of  World  War  I  or  II  payable  to  the 
veteran's  estate  are  completely  excluded.  Sixth,  all 
transfers  to  the  decedent 's  dependents  if  the  decedent 
dies  of  a  disease  or  injury  suffered  by  reason  of  mili- 
tary service  in  the  line  of  duty  in  the  Armed  Forces 
of  the  United  States  between  certain  dates  are  also 
excluded.  Seventh,  all  transfers  of  benefits  accruing 
under  any  public  retirement  system  are  excluded  from 
inheritance  tas.^* 

Exemptions  as  noted  below  differ  from  exclusions 
and  deductions  by  reason  of  the  fact  that  exemptions 
are  deducted  from  primary  rate  brackets  and  the 
balance  is  taxed  at  the  same  higher  tax  rates  as  though 
the  exemptions  had  not  been  subtracted.  Exclusions 
and  deductions  reduce  the  amount  taxable  in  the  high- 
est rate  brackets  by  diminishing  the  amount  of  the 
property  subject  to  inheritance  tax.  The  specific 
exemptions  of  flat  amounts  ranging  from  $50  to 
$12,000  depend  upon  the  relationship  of  the  decedent 
to  the  transferee.  The  California  inheritance  tax 
classification  showing  the  rates  and  exemptions  are  in- 
dicated in  Table  9  below.  The  left  column  shows  the 
classification  by  category  of  heir,  beneficiary,  or  suc- 
cessor. The  husband  and  wife  are  shown  as  the  Class 
A  beneficiary'  down  through  the  strangers  including 
brothers  and  sisters-in-law  and  fathers  and  mothers- 
in-law  who  are  Class  D  beneficiaries.  The  amount  of 
the  exemption  is  progressively  less  as  the  heir,  bene- 
ficiary or  successor  of  the  decedent  becomes  further 
removed  from  the  immediate  family. 

A  marital  exemption  is  also  allowable  under  the 
law.  The  marital  exemption  is  the  value  of  all  prop- 
erty transferred  to  the  surviving  spouse  up  to  an 
amount  equal  to  one-half  of  the  clear  market  value  of 
the  inheritance  amount. 


'^  This  point  is  controlled  by  Revenue  and  Taxation  Code  Section 

13672. 
"Revenue  and  Taxation  Code  Section  13880  and  Estate  of  Wy- 

man  208  CA  2D  489. 
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Table  9 

CALIFORNIA    INHERITANCE  TAX— RATES   AND   EXEMPTIONS 

APPLICABLE  TO   NET  TRANSFER   AFTER   COMMUNITY   EXCLUSION 

Effective  as  to  Decedents  Dying  after  12:01  A.M.,  September  15,  1961 

Beneficiary  Exemption-       $25,001-       $50,001-       $100,001-       $200,001-       .$300,001-  Over 

c'a»»  Exemption        $25,000  50,000         100,000  200,000  SOO.OOO  500,000         $500,000 

Class  A — widow  : 

One-half  separate  property  plus $5,000  2%  3%  4%  7%  9%  9%  10% 

Class  A — widower  : 

One-half  separate  property  plus $5,000  2%  3%  4%  7%  9%  9%  10% 

Class  A — minor  : 

Minor  child  of  decedent 12,000  2%  3%  4%  7%  9%  9%  10% 

Other  class  A : 

Adult  child,  grandchild,  parent, 

grandparent 5,000  2%  3%  4%  7%  9%  9%  10% 

Class  B : 

Brother,  sister,   nephew,  niece,  son- 
in-law,  daughter-in-law 2,000  6%  10%  13%  15%  15%  17%  18% 

Class  C : 

Uncle,  aunt,  cousin 500  7%  12%  15%  15%  15%  18%  18% 

Class  D — except  charity: 

Strangers    in    blood    except    tax   ex- 
empt charities 50  10%  15%  18%  18%  18%  22%  24% 

Source:  State  Controller,  Inheritance  and  Gift  Tax  Division,  Statistical  Report,  California  Inheritance  Tax  Cases,  loei,  page  22. 


Effective  as  to  Decedents  Dying  from  June  24,  1959  -  September  14,  1961 

Beneficiary  Exemption-  $25,001-  $50,001-  $100.00]-  $200,001- 

class                                                      Exemption  $25,000  50,000  100,000  200,000  300,000 
Widow : 

One-half  separate  property  plus $24,000  2%  3%  4%  7%  9% 

Widower : 

One-half  separate  property  plus $5,000  2%  3%  4%  7%  9% 

Class  A— minor:   12,000  2%  3%  4%  7%  9% 

Other  Class  A 5,000  2%  3%  4%  7%  9% 

Class  B  2,000  5%  7%  10%  12%  12% 

Class  C 500  7%  12%  15%  15%  15% 

Class  D,  except  charity 50  10%  15%  18%  18%  18% 


$300,001- 

Over 

500,000 

$500,000 

9% 

10% 

9% 

10% 

9% 

10% 

9% 

10% 

14% 

15% 

18% 

18% 

22% 

24% 

Effective  as  to  Decedents  Dying  before  June  24,  1959 

Exemption-       $25,001-  $50,001-  $100,001-  $200,001-  $300,001-  Over 

Beneficiary                                                Exemption  $25,000  50,000  100,000  200,000  300,000  500,000         $500,000 
Widow : 

One-half  separate  property  plus $24,000  2%  3%  4%  7%  9%  9%  10% 

Widower : 

One-half  separate  property  plus $5,000  2%  3%  4%  7%  9%  9%  10% 

Class  A— minor 12,000  2%  3%  4%  7%  9%  9%  10% 

Other  class  A 5,000  2%  3%  4%  7%  9%  9%  10% 

Class  B   2,000  5%  7%  10%  12%  12%  14%  15% 

Class  C 500  6%  9%  12%  12%  12%  15%  15% 

Class  D,  except  charity 50  7%  10%  12%  12%  12%  15%  16% 

Source :  State  Controller,  Inheritance  and  Gift  Tax  Division,  Statistical  Report,  California  Inheritance  Tax  Cases,  1981,  page  22. 


There  are,  further,  two  types  of  tax  credits  allowed 
against  the  inheritance  tax,  the  first  being  the  gift  tax 
credit.  Some  lifetime  transfers  are  subject  both  to  the 
gift  tax  at  the  time  of  the  transfer  and  the  inheritance 
tax  at  the  time  of  death.  When  this  occurs  a  direct 
credit  against  the  inheritance  tax  is  allowed.  It  is 
computed  by  formula  and  is  based  on  the  amount  of 
gift  tax  paid.  The  second  type  of  credit  is  on  previ- 
ously taxed  property.  When  property  passes  through 


the  hands  of  successive  class  A  decedents  who  die 
within  five  years  of  each  other  and  the  property  is 
thereby  subjected  to  two  inheritance  taxes  within  the 
five  year  period,  a  direct  credit  is  allowed  against  the 
second  decedent's  inheritance  tax  for  an  inheritance 
tax  paid  with  respect  to  the  property  by  reason  of  the 
first  decedent's  death.  The  credit  is  computed  by 
formula  and  is  confined  to  cases  in  which  the  trans- 
fers are  to  members  of  the  immediate  family. 
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Table  10 
GIFT  TAX   REVENUES,  1952  TO  1963 

Returns 

Fiscal  Tear                                                 Received         Gross  Revenue  Refunds  Net  Revenue 

1952 3,394              $1,440,893  $40,923  $1,309,970 

1953 3,9.35                1,620,525  30,533  1,592,992 

1954 3,941                 1,736,580  33,816  1,702,704 

1955 3,622                1,886,023  65,132  1,820,891 

1956 4,771                2,218,994  57,775  2,161,219 

1957 5,401                 2,582,494  36,149  2.546,345 

1958 5,319                 2,902,515  60,058  2,842,457 

1959 5,719                 3,039,451  45,770  2,993,080 

I960 6,386                3,620,780  83,419  3,537,362 

1961 6,474                3,747,097  36,903  3,710,194 

1962 7,387                5,656,398  189,896  5,466,.501 

1963 7,632                 5,782,.384  133,366  5,649,018 

1964 8,548                6,450,8.56  141,215  6,309,641 

Source:  State  of  California,  State  Controller,  Division  of  Inheritance  and  Gift  Tax,  1964.  Specially 
prepared  for  the  Committee. 

Table  11 
STATE  OF  CALIFORNIA  GIFT  TAX— RATES  AND   EXEMPTIONS 


Specific 
Donee  Exemption 

Husband  or  Wife 5,000.00 

Minor  Child* 12,000.00 

Parent^Grandparent 

Adult  Child— Grandchild 

Mutually  Acknowledged  Child**     5,000.00 

Brother — Si.ster 

Nephew — Niece*  *  * 

Son-in-Law 

Daughter-in-Law 2,000.00 

Uncle — Aunt*** 

Cousin***  500.00 

Strangers  in  Blood — Including 
Brothers-  and  Sisters-in-Law 

Fathers-  and  Mothers-in-Law 50.00 

Source:  State  of  California,  State  Controller. 


Rate  of  Tax  on 

amount  left  after 

deducting  exemption 

from  $25,000.00 

2% 
2% 


2% 


$25,000      $50,000    $100,000    $200,000    $300,000 

to  to  to  to  to  Over 

$50,000     $100,000    $200,000    $800,000    $500,000    $500,000 


3% 
3% 


3% 


4% 
4% 


4% 


7% 
7% 


7% 


9% 
9% 


9% 


9% 
9% 


9% 


10% 
10% 


10% 


6% 

10% 

13% 

15% 

15% 

17% 

18% 

7% 

12% 

15% 

15% 

15% 

18% 

18% 

10% 


15% 


18% 


18% 


18% 


22% 


24% 


The  Gift  Tax: 

The  California  gift  tax  is  levied  upon  a  calendar 
year  basis  in  that  returns  are  required  for  each  cal- 
endar year  in  which  taxable  gifts  have  been  made. 
The  taxes  are  fixed  separately  for  each  year.  The  re- 
turns received  and  the  revenues  produced  from  this 
tax  are  shown  in  Table  10.  For  purposes  of  applying 
the  graduated  tax  rates,  however,  the  gifts  from  a 
donor  to  each  donee  are  aggregated  over  the  years. 
As  noted  in  the  gift  tax  rate  schedule  below  (Table 
11),  specific  exemptions  are  allowable  for  husbands, 
wives,  and  minor  children,  and  the  amount  of  the  tax- 
rate  due  on  the  exemption  is  indicated  in  the  table. 
If  a  subsequent  gift  is  made  to  the  same  donee  in  a 
later  year,  the  first  year's  gift  is  aggregated  and  used 
as  a  basis.  Thus,  the  second  year's  gift  may  become 
taxable  in  a  higher  rate  bracket. 

As  we  have  indicated  earlier,  the  purpose  of  the  gift 
tax  laws  in  California  is  to  supplement  the  inheritance 
tax  by  taxing  gratuitous  inter-vivos  transfers.  The  tax 
base,  therefore  conforms  closely  to  the  inheritance  tax 
base  insofar  as  the  scope  of  the  two  taxes  permit.  The 
gift  tax  base  is  affected  by  the  type  of  transfer.  The 
gift  tax  is  levied  on  all  life-time  gifts.  Transfers  oc- 


curring at  or  by  reason  of  death  are  not  subject  to 
gift  taxation.  The  gift  tax  applies  only  to  completed 
transfers.  A  transfer,  however,  which  is  subject  to  the  ; 
donor 's  right  of  revocation  or  recall  is  not  taxed  under 
the  California  gift  tax  laws.  The  tax  base  is  limited 
in  the  second  instance  by  jurisdictional  factors.  Al- 
though the  jurisdictional  base  as  defined  by  statute  is 
broader  and  more  general  than  that  of  the  inheritance 
tax,  interpretation  in  usage  has  established  practically 
the  same  base.  The  jurisdictional  gift  tax  base  is  the 
same  as  that  described  above  for  the  inheritance  tax. 

A  Dual  Siandard:  Trusfs 

It  would  seem  apparent  from  the  foregoing  analysis 
that  two  points  are  of  paramount  importance  in  any 
studj^  of  California  death-gift  taxation.  First,  the  in- 
heritance tax  principle  is  preferable  to  the  estate  tax 
principle  in  death  taxation.  Second,  there  exists  in 
California  a  dual  standard  which  frustrates  both  the 
social  and  fiscal  objectives  of  transfer  taxation.^* 


"  The  question  at  hand  does  not  refer  to  whether  the  exemptions 
and  deductions  should  be  raised  or  lowered.  We  are  not  here 
concerned  with  the  60.9  per  cent  of  the  cases  (1962-63)  that 
were  not  taxable,  but  with  the  manner  of  handling — uni- 
formity and  equity  in  taxing — the  39.1  per  cent  of  the  estates 
that  had  a  taxable  clear  market  value. 
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The  dual  standard  exists  in  fact,  and  by  statutory 
authority,  because  there  are  alternative  methods  of 
handling  estate  transfers  that  permit  avoidance  of  the 
fiscal  and  social  objectives  of  a  transfer-death  tax.  The 
basic  method  of  transferring  propertj',  as  it  exists  in 
the  Revenue  and  Taxation  Code  Inheritance  Tax 
laws,  consists  of  the  taxation  of  every  transfer  as  in- 
dicated by  Code  Section  13401.  Section  13402  notes 
that  the  tax  is  computed  on  the  clear  market  value  of 
the  property  transferred,  but  only  on  that  portion  in 
excess  of  the  exemptions  allowable  on  the  date  of  the 
transferor's  death,  and  at  the  rates  then  in  effect.  The 
tax  is  computed  in  accordance  with  this  section  whether 
or  not  the  transfer  involved  was  made  during  the 
lifetime  of  the  transferor.  Subsequently  the  Inheri- 
tance Tax  Laws  proceed  to  define  certain  exceptions 
to  the  basic  statement  which,  in  fact,  establish  a  dual 
standard  which  is  non-uniform  in  treatment  among 
individuals  and  is  not  equitable  in  its  burden. 

An  outright  transfer  of  an  estate  from  one  person 
to  another  would  involve  a  tax  at  the  time  of  the 
transfer.  Subsequently,  if  that  estate  were  transferred 
to  a  third  person  on  the  death  of  the  second  decedent, 
the  estate  property  would  be  subject  to  taxation  a 
second  time,  and  so  forth.  Basically  the  idea  of  a 
transfer  tax  is  to  subject  the  property  to  taxation 
each  time  that  a  transfer  occurs.  Under  present  Cali- 
fornia law  this  is  found  to  apply  only  to  persons  with 
relatively  small  estates  who  cannot  afford  the  estate 
planning  techniques  that  exist  under  California  law, 
or  who  have  such  small  estates  that  the  estate  plan- 
ning techniques  are  not  appropriate.  These  small  es- 
;  tates  are  nearly  always  subject  to  direct  inheritance 
;  taxation  each  time  that  a  transfer  occurs.  The  major 
instance  where  such  is  not  the  case  is  where  an  estate 
is  left  to  charity.  If  this  type  of  direct  tax  on  each 
1  transfer  applies  to  the  estate  of  the  smaller  value  es- 
'  tates,  then  it  should  also  apply  uniformly  and  equi- 
tably to  the  estates  of  larger  value. 

The  two  basic  devices  which  allow  the  large  value 
estate  to  escape  this  tax  on  each  transfer  are  the  sep- 
arate gift  tax  structure  and  the  trust  device.  These 
two  devices  are  the  primary  reasons  why  California's 
Inheritance-Gift  Taxes  exhibit  a  dual  standard. 
I     Temporary  trusts  are  set  up  to  have  income  go  di- 
1  rectly  to  beneficiaries  and  to  be  taxable  to  them  when 
an  individual  is  not  ready  to  part  completely  with  his 
property.""  The  primary  objection  to  the  use  of  tem- 
porary   and    multiple    trusts    is    on    the    grounds    of 
.equity."!  Those  who  can  go  to  the  trouble  and  can 

I  ■»  The  position  developed  by  this  study  is  similar  to  the  argument 
I  presented    in    Federal   Tax   Reform   by    Dan    Throop    Smith, 

i  McGraw  Hill  Book  Co.,  1961,  passim.  See  also  :  Due,  John  F., 

Government  Finance,  passim.  Break,  George  F.,  and  Rolph, 

Earl  R.,  Public  Finance,  p.   257. 
"Smith,   Dan   Throop,   Federal   Tax  Reform,  p.    2S7.   This  study 

certainly   agrees   with   this   contention   regarding   equity   of 
I         trusts. 


afford  the  expense  of  setting  up  trusts  will  pay  a  great 
deal  less  tax  than  those  who  handle  their  affairs  in  a 
more  direct  and  straightforward  manner.  Since  the 
law  does  permit  the  use  of  trusts,  there  is  no  implica- 
tion here  intended  that  the  use  of  trusts  is  unethical, 
and  one  would  certainly  be  negligent  of  his  own  inter- 
ests if  he  did  not  use  them.  The  question  here  is: 
should  the  state  law  allow  this  advantage  in  prop- 
erty holding  which  in  fact  most  of  the  taxpayers  can- 
not and  will  not  utilize  ?  This  type  of  structure  in  the 
law  only  permits  non-uniform  and  inequitable  overall 
tax  burdens  because  not  many  taxpayers  can  efSciently 
utilize  the  trust  device."^ 

One's  attitude  toward  a  change  in  the  law  concern- 
ing trusts  would  depend  upon  whether  a  shift  in  the 
ownership  of  income  by  transferring  it  to  a  temporary 
trust  is  something  substantial ;  or  whether  it  is  con- 
sidered to  be  simply  a  legal  fiction  which  should  not 
be  permitted  to  shift  the  liability  for  taxation.  The 
staff  takes  the  latter  position. 

Trusts  extending  over  several  generations  raise  ec- 
onomic and  social  problems  as  well  as  the  perennial 
one  of  equity.  Most  trustees  are  by  law  extremely  con- 
servative investors.  Investments  most  often  used  by 
trustees  do  not,  as  a  rule,  include  new  business  ven- 
tures. Even  the  most  emphatic  instructions  to  a  trustee 
to  take  risks  and  protect  capital  against  inflation  are 
not  likely  to  make  trusted  property  become  venture 
capital.  Capital  in  the  hands  of  trustees,  especially  in- 
stitutional trustees,  is  likely  to  be  less  dynamic  than 
individually  owned  property. 

From  a  social  standpoint  the  beneficiaries  of  a  trust 
are  forced  to  be  rentiers :  passive  recipients  of  income 
with  no  chance  to  use  the  capital  as  active  businessmen 
or  even  act  as  investors  in  their  own  right.  Successive 
generations  have  the  assurance  of  receiving  income 
which  will  make  them  independent  even  if  they  are 
wastrels  and  are  subject  neither  to  family  discipline 
nor  to  the  discipline  of  having  to  be  economically  self- 
reliant. 

Trusts  extending  over  more  than  one  generation 
were  used  long  before  there  were  estate  and  gift  taxes. 
They  were,  and  are,  used  for  several  legitimate  rea- 
sons. They  are  desirable  to  prevent  an  imprudent  sur- 
viving spouse  or  child  from  squandering  the  principle 
of  an  estate  and  depriving  himself  of  the  expected 
income.  They  may  increase  an  heir's  happiness  by  re- 
moving the  responsibility  for  investment  management. 
They  may  protect  an  heir  from  fortune  seekers  by 
keeping  the  principle  of  an  estate  where  it  cannot  be 
touched  by  anyone  except  direct  dependents.  All  of 
these  are  good  and  valid  reasons  to  create  trusts.  The 
question  is  whether  such  trusts,  for  whatever  reason 
they  are  established,  should  be  given  very  large  tax 

'=cf..  Vol.  52,  California  Law  Review;  192,  in  re:  DuPont. 
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advantages  as  well.  Under  the  present  law,  trusts  are 
often  created  even  when  the  owner  of  property  would 
prefer  to  leave  it  outright  to  his  spouse  or  children  and 
to  rely  on  their  judgment  to  make  the  right  decision 
on  succeeding  distributions.  However,  when  the  total 
amount  available  to  great-grandchildren  can  be  in- 
creased several  fold  by  the  use  of  trusts,  the  thought- 
ful man  may  be  forced  to  use  them  even  though  he 
finds  them  distasteful  and  deplores  the  non-tax  conse- 
quence. 

There  are  no  absolute  standards  against  which  to  ap- 
praise the  desirability  of  the  present  law.  It  may  well 
be  argued  that  since  the  intervening  generations  have 
no  right  to  use  the  principle  of  the  trust  it  would  be 
unthinkable  to  tax  them  on  anything  other  than  the 
income  they  receive  which  is  what  is  done  under  the 
present  law.  Others  feel  that  if  one  has  the  right  to  in- 
come, which  is  all  the  prudent  man  would  touch  any- 
way, then  the  trust  should  be  taxed  like  any  other  es- 
tate. According  to  this  point  of  view,  a  person  with  the 
right  to  income  from  an  estate  and  trust  has,  for  all 
practical  purposes,  all  the  economic  benefits  he  would 
have  if  he  owned  the  property  outright  and  he  should 
be  taxed  accordingly. 

It  may  be  argued,  further,  the  tax  advantages  for 
long  term  trusts  are  especially  objectionable  because 
of  their  economic  and  social  consequences  in  restricting 
investments.  One  may  favor  a  change  in  the  law  for 
these  reasons  even  though  he  does  not  regard  the  pres- 
ent law  as  particularly  unfair. 

In  conclusion,  therefore,  it  is  felt  that  any  law  which 
is  so  devised  as  to  make  it  usable  primarily  by  a  few 
of  the  many  taxpayers  who  are  subject  to  the  transfer 
tax  is  inequitable  and  promotes  non-uniform  treat- 
ment. 

Death  Tax  Incidence: 

An  operational  definition  of  incidence  is:  the  in- 
cidence of  a  tax  concerns  the  individual  or  group  of 
individuals  whose  money  income  is  reduced  by  the  tax. 
A  tax  is  imposed,  for  example,  upon  a  given  person  or 
group  of  persons.  Assume  that  a  testator  is  able  to 
pass  the  tax  to  another  set  of  individuals  by  virtue  of 
a  value  change  through  price  control.  Then  the  burden 
of  the  tax  passes  from  the  group  on  which  the  tax  was 
initially  imposed  to  the  group  that  finally  bears  the 
tax. 

There  are  two  studies  on  this  subject  of  tax  in- 
cidence in  the  death  tax  field.  Both  have  a  tendency  to 
concentrate  on  estate  taxation  but  both  are  relevant 
for  inheritance  taxation.*'^  The  tax  burden  is  defined 


t: 


'  Hall,  James  K.,  "Incidence  ot  Death  Duties."  American  Eco- 
nomic Review,  March  1940,  p.  46.  Also:  McKinstry,  William 
J.  An  Estimate  of  the  Impact  of  Increasing  Death  Tax  Rates 
on  Beneficiaries  of  Federally  Taxed  Estates.  Unpublished 
Dissertation,    Yale   University,    1959. 


as  the  impact  on  the  economic  position  of  any  bene 
ficiary  or  party  to  the  transaction  as  a  result  of  the 
tax.''*  As  defined  by  McKinstry,  the  concept  "burden" 
is  identical  to  our  definition  of  incidence.  McKinstry 
concludes :  first,  that  the  burden  of  a  death  tax  is  oi 
the  beneficiary,  and  secondly,  that  the  testator  mi 
act  in  a  manner  to  at  least  partially  determine  the 
cidence  and  burden  of  the  tax.  For  instance,  if  as 
result  of  a  currently  enacted  tax  law  the  testator  in- 
creases the  volume  of  his  savings  he  assumes  a  portion 
of  the  burden  of  the  tax  himself.  Otherwise  the  benefi- 
ciaries assume  the  total  burdens.®'  Further,  the  testa- 
tor may  el?ect  incidence  by  altering  the  rate  of  his 
inter-vivos  transfers  or  increase  life  insurance  policies, 
among  other  ways. 

Particularly  relevant  for  an  inheritance  tax  situa- 
tion is  this  fact  that  the  testator  may  alter  the  char- 
acter of  the  disposition  of  the  property — i.e.,  specific 
bequest  from  a  residual  bequest — or  may  alter  the 
actual  disposition  of  his  property  among  the  various 
categories  of  heirs,  or  may  establish  a  trust  rather 
than  a  direct  bequest.  The  tax  wiU  be  borne  by  the 
beneficiary  or  by  the  testator  depending  upon  the 
testator's  actions  in  saving  and  estate  planning,  given 
any  tax  change,  or  other  tax  alteration.  McKinstry 
argues  that  the  incidence  of  any  death  tax  or  death 
tax  change  is  largely  up  to  the  testator  and  will  fall 
solely  on  the  beneficiary  only  if  the  testator  changes  1 
his  actions  in  response  to  the  tax  change.  He  argues  j 
that  the  testator  may  impose  the  burden  on  a  select  |i 
few,  or  he  may  distribute  the  burden  equally.  He  may  J 
avoid  the  tax  entirely  by  distributing  the  estate  to  or  I 
through  a  charitable  foundation  (with  his  family  as  i 
officers  and  members  of  the  board  of  the  foundation).  I 
He  may  avoid  the  tax  for  some  generations  via  a  non-  ■ 
charitable  trust  arrangement,  or  he  may  pay  the  tax 
entirely  or  partially  himself  through  inter-vivos  trans- 
fers.«8 

This  study  will  accept  McKinstry 's  conclusions  con- 
cerning the  incidence  and  burden  of  the  tax.  Such  de- 
termination will  be  reflected  through  estate  planning. 
Only  in  the  event  that  a  testator  makes  no  change  in 
his  planning  after  a  death  tax  modification  or  imposi- 
tion can  the  beneficiary  be  said  to  bear  the  total  bur- 
den of  the  tax  change.  "While  these  conclusions  were 
set  forth  with  respect  to  estate  taxation  in  McKin- 
stry's  study,  they  would  be  more  valid  in  relation  to 
inheritance  taxes  with  their  unique  characteristics. 

There  have  been  two  studies  of  the  incidence  and 
burden  of  death  taxes  in  California,  one  for  the  fiscal 


"  McKinstry,  W.  J.  Op.  cit.,  p.  2. 

<K  Ibid.,  p.  3. 

«  McKinstry,  W.  J.,  op.  cit.  pp.  1-8. 
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year  ending  1956  and  the  other  for  fiscal  year  1961. 
The  findings  of  these  are  summarized  in  Table  12 
below. 

Table   12 

CALIFORNIA  INHERITANCE  TAX   INCIDENCE 

Fiscal  Year  1961 

Per  Gent  of  Per  Cent  of 
Total  Tax    Total  No.  of 
Estate  Class  Liability  Liability         Estates 

Under  -     $60,000  ___     $9,834,000  16.1%  70.0% 

|60,000-$1,000,000 22,454,000  65.1%  29.5% 

Over     -$1,000,000  —     12,621,000  20.8%  0.5% 


$60,569,000 

100.0%          100.0% 

CALIFORNIA 

INHERITANCE 

TAX   INCIDENCE 

Fiscal  Year  1956 

Estate  Class 

Liability 

Per  Cent  of  Per  Cent  of 

Total  Tax     Total  No.  of 

Liability         Estates 

$           -     $60,000  _ 
$60,000-$1,000,000  - 
Over     -$1,000,000  . 

._     $7,143,886 

-  17,932,879 

—  5,365,779 

23.5%             76.4% 
.58.9%             23.2% 
17.6%               0.4% 

$30,442,544 

100.0%          100.0% 

Source:  State  Controller,  Inheritance  and  Gift  Tax  Division, 
Statistical  Report,  California  Inheritance  Tax  Cases,  1961, 
p.  62. 

It  is  notable  that  in  the  earlier  study  the  tax  inci- 
dence is  comparable  with  that  shown  above  for  the 
later  study.  In  the  1956  study  76.4  per  cent  of  the 
estates  were  valued  under  $60,000  for  tax  purposes, 
but  they  developed  only  23.5  per  cent  of  the  tax  col- 
lected. Estates  in  the  $60,000-$l,000,000  bracket  con- 
stituted 23.2  per  cent  of  all  estates  valued  while  pro- 
ducing 58.9  per  cent  of  the  total  revenue  from  the 
tax.  The  estates  valued  over  $1,000,000  accounted  for 
only  .4  per  cent  of  the  number  of  estates  but  bore 
17.6  per  cent  of  the  total  tax  collected. 

As  seen  in  the  1961  study,  the  small  estates  ac- 
counted for  70  per  cent  of  the  total  number  of  taxable 
estates,  but  brought  in  only  16.1  per  cent  of  the  reve- 
nue. The  medium  size  estates,  from  $60,000-$1,000,000 
in  clear  market  value  (state  taxable  value)  consti- 
tuted 29.5  per  cent  of  the  total  number  of  estates  but 
brought  in  65.1  per  cent  of  the  total  revenue.  The 
large  estates  constituted  only  one-half  of  one  per  cent 
i0f  the  total  number  of  estates,  but  those  estates 
'brought  in  20.8  per  cent  of  the  total  revenue. 

Clearly  the  bulk  of  all  inheritance  tax  collections 
in  California  is  derived  from  the  medium  size  and 
large  estates.  In  fact,  about  86  per  cent  of  all  inher- 
itance tax  collections  come  from  these  groups.  (See 
Figure  2). 

In  California,  the  inheritance  tax  is  based  upon 
the  amount  received  by  each  heir,  and  by  the  rela- 
tionship of  the  heir  to  the  decedent.  Table  13  below, 
shows  the  general  structure  of  inheritance  tax  bur- 
den, by  class  of  recipient.  The  total  clear  market  value 
is  $1,300,007,000  with  total  inheritance  tax  collections 


of  $60,569,000.  The  beneficiaries  are  allowed  certain 
exemptions  from  the  first  bracket  in  the  computation 
of  the  tax.  Column  3  shows  the  amount  of  the  total 
transfers  going  to  each  class  of  beneficiary,  with  col- 
umn 6  showing  the  per  cent  of  the  transfer  to  each 
beneficiary  as  a  fraction  of  total  transfers.  Column 
8  indicates  the  per  cent  of  the  gross  transfer  value 
received  that  was  subsequently  paid  to  the  state  as 
tax. 

Widows  received  12  per  cent  of  all  transfers,  paid 
only  4.9  per  cent  of  all  tax  paid,  amounting  to  1.9  per 
cent  of  the  value  of  the  transfer  received.  Other  Class 
A  beneficiaries  including  adult  children,  etc.,  received 
49.4  per  cent  of  the  transfers,  and  paid  a  total  of  35.2 
per  cent  of  all  inheritance  taxes  paid.  This  group  re- 
ceived $641,569,000  as  a  bequest  and  paid  $21,314,000 
of  that  receipt  as  a  tax.  That  $21,314,000  amounted  to 
7.9  per  cent  of  the  total  transfer  receipts  of  the  $641,- 
817,000.  The  tax  paid  amounted  to  35.2  per  cent  of 
the  total  $60,569,000  inheritance  tax  paid  by  all  bene- 
ficiaries. Thus  polnpin  i'  is  p''^''^  a  i-^no-li  inep.sure  of  the 
burden  of  the  tax  as  related  to  various  types  of  bene- 
ficiaries. 

Table  14  shows  the  results  of  a  study  done  for  fiscal 
year  1956.  Column  9  in  this  Table  is  again  a  rough 
index  of  the  burden  of  the  tax  by  class  of  beneficiary. 
From  a  comparison  of  the  index  of  tax  burden  in  1956 
and  1961  the  following  conclusions  are  possible.  The 
burden  increased  on  all  classes  of  beneficiaries.  This 
is  generally  suggested  by  the  fact  that  the  number  of 
beneficiaries  increased  by  just  over  25  per  cent  of  the 
1956  level  while  the  value  of  transfers  increased  by 
approximately  33  per  cent  of  the  1956  level.  This  re- 
sulted in  a  higher  average  transfer  per  beneficiary. 
This  would  put  each  beneficiary  (average)  in  a  higher 
rate  category,  thus  a  relatively  larger  tax  would  be 
paid  because  of  the  progressive  character  of  the 
rates.*^ 

That  the  character  of  an  inheritance  tax  differs 
among  classes  of  beneficiaries  is  clear  from  the  tables 
presented. 

The  question  of  the  incidence  and  burden  of  an 
estate  versus  an  inheritance  tax  may  be  best  answered 
by  an  example.  We  have  determined  from  Table  13 
that  a  widow  paid  1.9  per  cent  of  her  bequest  as  tax, 
adult  children  paid  3.3  per  cent,  and  strangers  paid 
12.3  per  cent  of  their  bequests  as  inheritance  tax.  We 
have  noted  that  under  the  California  Inheritance  Tax 
System  close  relatives  and  immediate  family  members 
of  a  decedent 's  family  are  taxed  less  hea-^-ily  than  are 
collateral  strangers  or  relatives.  This  was  indicated  in 
Figure  1,  above,  where  the  rate  structure  is  pictured 
as  progressive  both  as  to  the  size  of  the  transfer  re- 
ceived by  each  class  or  beneficiary,  and  by  the  rela- 
tionship of  the  beneficiary  to  the  decedent. 

<"  For  a  summary  of  the  recent  changes  in  the  California  Inheri- 
tance Tax  law  that  would  affect  the  taxes  paid  by  bene- 
ficiaries in  19C1  over  195G  see  page  27  of  the  Inheritance 
Tax  ijivision  Statistical  Bulletin. 
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Table  13 

TAXABLE  CALIFORNIA  STATE   INHERITANCE  TAX   REPORTS 

Number  of  Beneficiaries,  Net  Transfer,  and  Inheritance  Tax  Payable 

at  Current  Tax  Rates,  by  Class  of  Beneficiary 

Amount 


Percent 


Class  of  Beneficiary 

Total   

Widow     

Widower 

Class    A-minor:    Minor    child    of    de- 
cedent     

Other   Class   A :    Adult   child,   grand- 
child, parent,  grandparent 

Class    B :     Brother,    sister,    nephew, 

niece,  son-in-law,  daughter-in-law 

Class  C:   Uncle,  aunt,  cousin 

Class    D :    Strangers-in-blood,    except 

exempt  charities   

Tax-exempt  charities   


Note :  Detail  may  not  add  to  total  due  to  rounding. 

Source:  Inheritance  Tax  Division,  Statistical  Report,  1961,  p.  64. 


Tax  payable  at       No. 
Numlier  of      Net  transfer     current  rates      of  Tiene- 
heneficiaries    (000  omitted)    (000  omitted)     flciaries 
76,009  $1,300,007  $60,569  100.0 


Tax  payable     Percent 

Net        at  current  of  transfer 

transfer  rates  paid  as  tax 

100.0  100.0  4.7 


5,016 
1,153 

156,105 
36,878 

2,967 
506 

6.6 
1.5 

12.0 

2.8 

4.9 

.8 

1.9 
1.4 

610 

23,235 

792 

.8 

1.8 

1.3 

3.4 

24,813 

641,817 

21,314 

32.7 

49.4 

35.2 

3.3 

21,950 
3,299 

248,910 
19,192 

19,673 
1,738 

28.9 
4.3 

19.1 
1.5 

32.5 

2.9 

7.9 
9.1 

15,523 
3,645 
(2) 

110,349 
63,521 
(3) 

13,580 
(4) 

20.4 
4.8 
(5) 

8.5 
4.9 
(6) 

22.4 

(7) 

12.3 

(8) 

Table   14 

TABULATION   OF  INTEREST  OF  BENEFICIARIES  BY  CLASS  OF  BENEFICIARY 

Inheritance  Tax 

Beneficiaries               Total  Value  of  Interest  %  of  Interest 

Line  No.     Beneficiary  Class        Number    %  of  Total           Amount           %  of  Total  Amount  %  of  Total  Col.l-^Col.5 

(1)                     (2)                           (3)            (4)                     (5)                    (6)  (7)  (8)  (9) 

1  Widow 3,155            5.2        $    309,379,169              30.6  $  3,517,563  11.6  1.1 

2  Widower 1,050            1.7               36,970,201                3.7  214,645  0.7  0.6 

3  Minor  Children 362             0.6                11,646,664                 1.1  302,080  1.0  2.6 

4  Other  Class  A 17,486          29.1             355,218,411              35.2  10,656,302  35.0  3.0 

5  Son-in-law, 

Dtr.-in-law   811             1.3                  4,825,330                 0.5  204,847  0.7  4.2 

6  Other  Class  B 19,126          31.8             170,638,783              16.9  9,199,297  30.2  5.4 

7  Class    C    2,326            3.9               13,655,569                1.4  865,676  2.8  6.3 

8  Class   D    15,843          26.4               69,474,441                6.9  5,475,982  18.0  7.9 

9  Misclassified 3                -                     215,676                    -  6,150 

10  Exempt  Charities  __-      N/A               -               37,739,440                3.7  _  _  _ 

11  Total   60,162        100.0        $1,009,763,684            100.0  $30,442,544  100.0  3.0 

Bource:  Inheritance  Tax  Division,  Inheritance  Tax  Reports,  July  1,  1955,  June  30,  1956. 


Two  questions  then  remain:  first,  how  would  the 
incidence  and  the  burden  of  the  tax  change  if  the 
'  California  inheritance  tax  were  modified  in  favor  of 
an  estate  tax  and  the  same  gross  revenue  were  re- 
tained under  the  new  estate  tax  as  under  the  inherit- 
ance tax?  Second,  how  does  the  separate  gift  tax 
structure  affect  the  overall  social  and  fiscal  objectives 
of  the  transfer  tax  ? 

The  following  study  is  based  on  a  1956  California 
study  in  which  the  California  taxable  base  was  $569,- 
325,898  and  the  total  California  inheritance  tax  re- 
ceived was  $46,124,573.  The  rates  used  in  this  theoreti- 
cal sample  were  the  rates  and  law  as  of  1960.  The 


rates  indicated  in  Table  15,  below,  either  the  com- 
puted rates,  or  the  smoothed  rates  would  develop  the 
same  death  tax  revenue  from  the  given  base.  The 
estate  tax  rates  would  be  assessed  against  the  estate 
net  taxable  value,  per  estate,  prior  to  distribution. 
This  is  directly  contrasted  with  the  inheritance  tax 
which  is  levied  on  the  amount  received  by  each  bene- 
ficiary and  by  the  relationship  of  the  beneficiary  to 
the  decedent. 

The  estate  tax  rates  were  levied  on  the  net  taxable 
value  of  the  estate  prior  to  distribution.  The  inherit- 
ance tax  rates  were  levied  on  the  amounts  distributed 
to  each  heir.  The  rates  shown  in  the  brackets  under 
the  Second  Alternative,  above,  are  rounded  to  show 


36 


Senate  Fact  Finding  Committee  ok  Revente  ajjd  Taxation 


an  even  progression  and  would  develop  approximately 
the  same  revenue  as  the  actual  rates.  Clearly,  the  es- 
tate tax  burden  (on  the  loTrer  value  estates)  would 
fall  more  heavily  on  the  near  family  relatives  than 
does  the  burden  of  the  inheritance  tax.  The  burden  on 
the  collateral  relatives  and  strangers  would  be  much 
lighter. 

"While  the  aggregate  sample  death  tax  receipts 
would  remain  the  same  under  the  estate  tax  as  they 
are  under  the  inheritance  tax,  there  is  no  implication 
here  that  the  two  types  of  death  tax  would  develop 
the  same  tax  liability  from  each  individual  estate.  This 
is  illustrated  below. 


Table  15 

ESTATE  TAX   RATES:    SAMPLE 

Clats:  EtUite  Tat  Bate* 

yet  Taxable  Ettate  Computed  Smoothed 

$np  to — $25,000    4.57  4.00 

25.000—  50,000    3.63  4.00 

50.000—100,000    4.39  4JO0 

100.000—200,000    5.48  5J0O 

200,000—300.000    8.U  8.00 

300,000—500,000    6.42  9.00 

Ovei--500,000 9.23  10.00 

The  rates  indicated  above,  and  for  the  inheritance  tax 
rates  used  as  shown  in  Table  16.  below,  develop  pre- 
cisely the  same  revenue  from  the  same  number  of 
taxable  estates. 


Table  16 
INHERITANCE  TAX   RATES:   SAMPLE 


a 
a 

a 
> 

2! 
O 


Claseification 


Estate  Entirely 

Community 

Property 

Estate  Entirely 

Husband's 

Separate  Property 

Estate  Entirely 

Community 

Property 

Estate  Entirely 

Wife's  Separate 

Property 
Minor  Child — Including 
Adopted 

Adult  Child,  Grandchild 
(Adopted  or 
Acknowledged 
Parent — Grandparent 
Brother — Sister 
Nephew — ^Niece 
Son-in-Law 
Daughter-in-Law 
Uncle — Aunt 
Cousin 

Strangers  in  Blood — 
Including  Brothers-  and 
Sisters-in-Law 
Fathers-and 
Mothers-in-Law 


Specific 

Exemption 

One-half  of 

Commnnitv  Propertr 

Plus  ?24.00Ct.OO 

One-half  of 

Separate  Property 

plus  $24,000.00 

All  Exempt 

One-half  of 

Separate  Property 

plus  $5,000.00 

12,000.00 
5,000.00 

2,000.00 

500.00 

50.00 


Rate  of  Tax  on 

amount  left  after  tZS.OOO  $50,000  ilOOMO  $200,000  $300,000 
deducting  exemption         to                to                to                to  to  Over 

from  $Z5,000.00  $50,000  $100,000  $200,000  $300,000  $300,000    $500,000 


2* 

2% 

2% 

2% 

5% 

7% 

10% 


3% 


3% 


3% 


3% 


4% 


4% 


4% 


4% 


7% 


7% 


7% 


7% 


9% 


9% 


9% 


9% 


7%  10%  125i  12% 

12%  15%  15%  15% 

15%  18%  18%  18% 


9% 


9% 


9% 


10% 


10% 


10% 


10% 


14% 

15% 

18% 

18% 

22% 

24% 

Assume  e  decedent  leaves  an  estate  that  has  a  net  taxable 
value  of  $300,000  equally  to  three  heirs ;  a  minor  child,  a 
niece  and  a  stranger.  Under  the  inheritance  tax,  the  tax 
imposition  would  be  based  on  the  relationship  of  the  heir 
to  the  decedent,  and  on  the  amount  received  by  each  heir. 
Under  the  proposed  estate  tax,  the  tax  revenue  would  be 
computed  only  on  the  net  taxable  estate  value. 

A.  The  minor  child  would  have  a  $12,000  exemption  tin- 
der the  inheritance  tax  on  the  bequest  of  one-third  of 
$300,000  or  $100,000  and  would  pay  tax  as  foUows: 

Bequest:  Tax: 

$100,000 

Exempt     $12,000 

Taxed         13,000  at  2% $260 

25,000  at  3% 750 

50,000  at  4% 2,000 


$3,010 


The  niece  would  have  a  $2,000  exemption  and  would 
pay  the  tax  as  follows: 
Bequest:  Tax: 

$100,000 


Exempt 
Taxed 


$2,000 

23,000  at  5% $1,150 

25,000  at  7% 1.750 

50,000  at  10% 5,000 


§7.900 


;.  The  stranger  would  have  a  $50  exemption  and  would 

pay  the  tax  as  follows : 
Bequest:  Tax: 

$100,000 
Exempt  $50 

Taxed  24,950  at  10% $2,4^ 

25,000  at  15% 3,750 

50,000  at  18% 9,000 

$15,245 
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Thus  the  total  tax  paid  on  the  estate  would  be : 
A.     $  3,(tlO  by  the  minor  child. 
$  7,000  by  the  niece. 
$15,245  by  the  stranger. 


B. 

C. 


$26,155  total 


The  situation  would  be  quite  different  under  an  es- 
tate tax  since  the  tax  is  assessed  on  the  basis  of  the 
net  taxable  estate  value  of  $300,000.  Estate  tax  calcu- 
lations indicate  that  the  appropriate  tax  rate  would 
actually  be  6.42  per  cent.  Hence,  the  tax  would  be 
$300,000  X  6.42  or  $19,260.  The  total  tax  would  be 
shared  equally  by  the  heirs  as  the  tax  would  be  de- 
ducted from  the  estate  and  the  remainder  distributed 
equally  to  the  heirs. 

Tax  Paid 

Minor  chUd $  6,420 

Niece    6,420 

Stranger    6,420 

Transfers    $19,260 

Two  things  should  be  noted.  First,  under  the  es- 
tate tax  system  the  tax  was  borne  equally  by  all  heirs. 
Under  the  inheritance  tax  system  the  tax  was  borne 
more  heavily  by  collateral  heirs  and  strangers  than 
by  the  minor  child  as  noted  below : 

Inheritance 
Beneficiary  Estate  Tax  Burden    Tax  Burden 

Minor  chUd $  6,420  $  3,010 

Niece 6,420  7,900 

Stranger 6,420  15,245 

$19,260  $26,155 

Second,  the  gross  tax  on  this  estate  would  be  less 
under  the  estate  tax  than  it  would  be  under  the  in- 
heritance tax.  The  gross  tax  on  each  estate  would 
differ  according  to  whether  the  estate  tax  rate  or 
inheritance  tax  rate  were  used.  All  beneficiaries,  heirs, 
or  successors  who  were  members  of  the  immediate 
family  would  pay  a  heavier  tax  burden  under  the 
«state  tax.  All  collateral  relatives  or  strangers  would 
'  pay  a  lighter  burden.  The  revenue  result,  for  all  es- 
tates for  the  year  based  on  the  sample  study,  would 
be  the  same  whether  the  estate  tax  rates,  or  the  inheri- 
^  tance  tax  rates  were  used,  namely  $46,124,573. 
'  The  economic  and  financial  significance  of  the  es- 
tate tax  versus  the  inheritance  tax  is  nil  since  the 
gross  state  revenue  would  remain  the  same  under 
either  system.  It  is  noted,  however,  that  the  social 
and  personal  significance  of  the  estate  tax  is  great. 

The  second  question  that  we  wish  to  examine  con- 
icerns  the  impact  on  the  social  and  fiscal  objectives  of 
transfer  taxation  of  separate  inheritance  and  gift 
taxes  and  the  effect  this  has  on  incidence.  We  may  do 
[this  by  examining  a  hypothetical  situation.  We  shall 
assume  identical  inheritance  and  gift  tax  rates  and  ex- 


emptions (as  indicated  above)  but  with  an  added 
annual  exclusion  of  $3,000  per  beneficiary  and  a  one- 
time exclusion  of  $30,000  per  beneficiary.  Both  the 
additional  annual  exemption  and  the  one-time  exemp- 
tion are  usually  found  in  gift  tax  structures  even 
though  the  gift  and  death  tax  rates  may  be  equal. 

Assume  an  estate  of  $300,000  value  to  be  equally  divided 
to  three  heirs ;  a  minor  child,  a  niece,  and  a  stranger.  The 
estate  is  to  be  distributed  either  at  death  of  the  parent 
or  throughout  the  lifetime  of  the  parent. 
We  have  determined  above,  that  if  distributed  at  death 
under  the  prevailing  inheritance  tax  rates  the  total  tax 
would  be  $26,155,  as  shown  on  the  previous  page  with  the 
minor  child  paying  $3,010;  the  niece  $7,900;  and  the 
stranger  paying  $15,245. 

Assume  that  one-half  of  the  estate  is  equally  distributed 
as  a  gift  6  years  prior  to  the  death  of  the  decedent.  The 
tax  situation  would  be  as  follows : 

MINOR  CHILD: 

Minor  child  receives $50,000  as  gift. 

Exemptions   $30,000  one  time  exclusion. 

3,000  annual  exclusion 
12,000  legal  exemption 
Taxed 5,000  at  2%  or  $100.00 

Minor  child  receives  —  $50,000  at  death  of  decedent. 

Exemptions   $12,000 

Taxed   $13,000  at  2%  or       260.00 

25,000  at  3%  or       750.00 

Total  of  gift  plus  death  taxes  paid $1,110.00 

NIECE: 

Niece  receives $50,000  as  gift. 

Exemptions   $30,000  one  tune  gift  exclusion. 

3,000  annual  gift  exclusion. 
2,000  exemption. 
Taxed   $15,000  at  5%        250.00 

Niece  receives $50,000  as  testamentary  bequest 

Exemptions    2,000 

Taxed   23,000  at  5%     1,150 

25,000  at  7%     1,750 

Total  gift  and  death  taxes  received $3,150 

STRANGER: 

Stranger  receives $50,000  as  testamentary  bequest 

Exemptions   50 

Taxed   $24,950  at  10%     2,495.00 

25,000  at  15%     3,750.00 

Total  gift  and  death  taxes  received $7,850.00 

Where  previously  the  state  would  have  received  in- 
heritance taxes  amounting  to  $26,155.00  on  the  testa- 
mentary disposition  of  $300,000  as  indicated,  under 
a  combined  gift-testamentary  disposition  the  tax 
would  be  as  follows : 

Beneficiary  Inheritance  Tax  Inheritance-Gift  Tax 

Minor  child $  3,010  $  1,100 

Niece    7,900  3,150 

Stranger 15,245  7,850 

Total $26,155  $12,100 

Thus,  by  taking  advantage  of  gift  tax  annual  and 
one  time  exclusions,  as  well  as  the  split  taxable  base 
allowable,  the  total  tax  on  the  estate  disposition  is 
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reduced  from  $26,155  to  $12,100  or  by  54  per  cent 
of  the  inheritance  tax  alone.  The  inheritance-gift  tax 
combined  is  only  46  per  cent  of  the  inheritance  tax. 

A  Dual  Standard:  Inberiiance-Gifi  Tax 

This  is  an  illustration  of  the  point  made  by  Pro- 
fessor Due  *®  when  he  noted  that  the  failure  to  inte- 


•Due,  John  F.,  op.  cit.,  p.  334. 


i 

grate  the  inheritance  and  gift  tax  is  the  basic  cause 
of  tax  avoidance  and  inequity.  The  easiest  way  to 
solve  this  problem  is  simply  an  integration  of  the  gift 
and  inheritance  taxes  where  the  beneficiary-taxpayer 
would  have  one  set  of  taxes,  exemptions,  deductions, 
and  exclusions  no  matter  what  type  of  transfer  he 
chose  to  use,  and  the  receipts  would  be  cumulative. 


i 


CHAPTER  IV 

CONCLUSIONS 


Trusfs: 

Trust  arrangements  are  legitimate  methods  for  con- 
trolling the  use  of  an  estate 's  capital.  For  the  testator, 
they  can  be  a  highly  useful  device  for  providing  for 
i  the  support  and  care  of  his  family.  Trusts  have,  how- 
I  ever,  become  a  major  de\'ice  for  avoiding  the  impact 
■  of  Inheritance  taxes.  Principally,  this  has  come  about 
,  because  the  existing  California  law,  in  effect,  estab- 
1  lishes  a  "fictional"  ownership  for  property  held  in 
trust.  Such  a  concept  stands  on  the  assumption  that 
;  since  the  named  beneficiaries  receive  only  the  income 
I  from  the  property,  and  do  not  have  control  over  how 
I  the  principle  itself  will  be  used,  they  do  not  have 
:  ownership  of  the  property.  Under  such  an  arrange- 
ment, only  the  income  from  the  property  which  ac- 
crues to  the  individual  beneficiary  is  taxable.  The  fol- 
lowing suggestions  are  directed  to  these  points: 

1.  There  is  a  loophole  in  the  present  law  concerning 
trust  transfers,  or  transfers  of  interest  in  property. 
The  staff  contends  that  if  a  person  has  an  income 
from  property  and  also  has  the  right  to  say  who  shall 
have  the  property  on  the  date  of  his  death,  that  person 
has  what  is  tantamount  to  ownership  in  the  property. 
This  condition  exists  under  what  is  known  as  ' '  powers 
of  appointment"  (Paragraph  13691,  et.  seq.,  R.  &  T. 

'  Code).  The  present  practice  in  California  is  to  tax 
tlip  transfer  when  the  power  appointment  is  estab- 
lished. 

It  is  suggested  by  the  staff  that  the  exercise  of 
the  power  of  appointment  also  be  taxed.  The  exercise 
of  the  power  of  appointment  actually  constitutes  a 
new  transfer  and  should  not  go  unnoticed.  Failure  to 
tax  the  exercise  of  the  power  of  appointment  is  pres- 
ently costing  the  state  approximately  $1,000,000.  Fur- 
ther, this  change  would  bring  California  into  con- 
formity with  present  federal  practices. 

There  would  be  an  estimated  revenue  gain  of  $1,- 
000,000  annually  if  this  change  were  adopted. 

2.  It  is  suggested  that  the  right  to  the  income 
ifrom  a  property  held  in  trust  be  held  to  be  an  iudi- 
' cation  of  an  ownership  interest  in  that  property.  Each 
transfer  of  the  right  to  the  income  from  a  property 
in  trust  is  to  be  held  to  indicate  a  transfer  of  owner- 
ship and,  therefore,  subject  to  the  inheritance  and 
gift  tax  laws.  The  amount  of  the  tax  woiild  be  based, 
in  each  case,  on  the  value  of  the  property  at  the  time 
of  each  transfer. 

This  change  would  not  effect  the  usefulness  of  a 
trust  as  a  device  for  estate  planning.  It  would  estab- 
lish a  higher  degree  of  equity  in  California's  Inherit- 
ance and  Gift  Tax  laws. 


The  estimated  revenue  gain  from  this  possibility 
would  be  $10,000,000. 

3.  Possible  Changes  in  the  Gift  Tax  Law: 

As  developed  in  the  Section  above,  "Death  Tax 
Incidence,"  the  staff  determined  that  failure  to  inte- 
grate the  Inheritance  Tax  and  the  Gift  Tax  was  a 
basic  cause  of  tax  avoidance,  and  provides  a  signifi- 
cant tax  loophole. 

The  suggested  remedy  is  to  integrate  the  inheritance 
and  gift  tax  structures  providing  on  a  cumulative 
basis  for  each  beneficiary  one  set  of  rates  and  one  set 
of  exemptions,  exclusions,  and  deductions  just  equal 
to  the  Inheritance  Tax  Rates,  exemptions,  deductions, 
and  exclusions  with  a  $3,000  annual  exclusion  provi- 
sion for  gift  transfers. 

One  of  the  administrative  advantages  to  be  derived 
from  this  recommendation  would  be  the  elimination 
of  gifts  in  contemplation  of  death.  The  philosophy 
behind  the  gifts  in  contemplation  of  death  provisions 
involves  the  attempt  to  tax  the  intent  of  a  dead  per- 
son, which  is  clearly  a  highly  improbably  affair. 

The  estimated  revenue  gain  from  this  change  of  the 
Inheritance-Gift  Tax  Laws  would  be  $9,000,000. 

Included  in  this  modification,  and  in  the  reve- 
nue gain  indicated  above  is  the  alternative  that 
the  California  Gift  Tax  annual  exclusion  be  reduced 
from  $4,000  to  $3,000  per  year  (Paragraph  15401, 
R  &  T  Code).  When  California's  gift  tax  law  was 
enacted,  the  federal  annual  exclusion  was  $4,000.  Sub- 
sequently the  federal  annual  exclusion  was  reduced 
from  $4,000  to  $3,000  per  year.  California's  annual 
exclusion  no  longer  conforms  to  the  federal. 

Modification  of  this  aspect  of  the  Gift  Tax  Law 
(as  assumed  in  the  major  suggestion  above  would 
be  a  great  convenience  to  persons  making  inter- 
vivos  transfers.  Further,  there  would  be  considerable 
efficiency  to  the  Gift  Tax  office  in  the  fact  that  the 
federal  and  state  gift  annual  exclusions  were  the 
same. 

Should  this  modification  of  the  Gift  Tax  Law  be 
enacted  by  itself,  without  the  aforementioned  integra- 
tion as  well,  the  probable  revenue  gain  to  the  state 
would  be  $500,000  per  year. 

4.  Suggested  Increase  of  Rates  on  Class  A  Ben- 
eficiaries. 

While  it  is  clear  that  California  desires  to  tax  Class 
A  beneficiaries  at  a  relatively  lower  rate  than  other 
beneficiaries,  it  is  also  clear  that  community  property 
laws  and  joint  tenancy  provisions  have  created  broad 
exclusions  from  the  Class  A  base.  Further,  as  shown 
graphically  by  Figure  1  above  rates  on  Class  A  trans- 
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fers  are  iu  fact  unduly  below  the  rates  of  other  bene- 
ficiary classes,  particulai'ly  given  the  very  broad  ex- 
clusions in  Class  A  transfers.  It  is  felt  that  Class  A 
rates  ate  too  low  relative  to  other  inheritance  tax 
rates. 

It  is  suggested  that  Class  A  rates,  according  to 
the  schedule  by  income  class,  be  increased  as  follows : 


Estate  Class 

Present  Rates 

Proposed  Rates 

Exemption-?  25,000 

2% 

3% 

3  25,001-$  50,000 

3% 

4% 

$  50,001-$100,000 

4% 

5% 

$100,001 -$200,000 

7% 

9% 

$2O0,O01-$.30O,0OO 

9% 

10% 

$300,001-$500,000 

9% 

10% 

Over           -$500,000 

10% 

12% 

The  estimated  revenue  gain  from  this  change  in  the 
Inheritance  Tax  Laws  would  be  $15,000,000. 

5.  Suggested  Elimination  of  the  Insurance  Ex- 
elusions  : 

It  is  felt  that  the  existence  of  the  insurance  exclu- 
sion is  unduly  beneficial  to  a  particular  class  of  sav- 
ings, and  discriminatory  against  other  types  such  as 
savings  accounts  in  banks  and  other  financial  institu- 
tions. The  insurance  exclusion  should  be  eliminated. 

It  is  therefore  suggested  that  all  insurance  pol- 
icy monies  from  whatever  source  should  be  subject  to 
to  full  inheritance  and/or  gift  taxation  as  a  part  of 
the  clear  market  value  of  the  estate. 

The  estimated  revenue  gain  from  this  change  in  the 
Inheritance  Tax  Laws  would  be  $2,000,000. 

6.  Modification  of  the  Community  Property  Exclu- 
sion: 

Since  the  jurisdiction  of  the  California  Inheritance 
Tax  Laws  is  as  specified  above,  it  is  felt  that  the  com- 
munity property  exemption  should  apply  only  to 
property  acquired  as  community  property  in  Cali- 
fornia. 

The  estimated  revenue  gain  from  this  change  in  the 
Inheritance  Tax  Laws  would  be  $1,000,000. 

7.  It  is  suggested  that  the  discount  for  prompt 
payment  be  eliminated,  since  according  to  law  the  in- 
heritance tax  is  due  as  of  the  date  of  death  of  the 
decedent.  Further,  it  is  suggested  that  the  maxi- 
mum period  for  payment  of  the  tax  be  made  15 
months  to  conform  to  federal  practice. 

The  revenue  gain  accompanying  this  suggested 
change  would  be  $3,000,000  (estimated)  after  the  sec- 
ond year.  The  first  year  loss  would  be  estimated  as 
$25,000,000  (maximum),  and  the  second  year  loss 
would  be  an  estimated  $39,000,000  (maximum).  The 
loss  in  current  revenues  would  result  from  the  delay 
in  payment  as  a  result  of  the  elimination  of  the  dis- 
count for  prompt  payment.  There  are,  however,   a 


number  of  alternatives  that  might  be  considered  to 
preclude  the  first  and  second  year  delay  in  payment. 

In  a  hearing  on  Inheritance  and  Gift  Taxation  heldi 
before  the  Senate  Fact  Finding  Committee  on  Eeve-! 
nue  and  Taxation,  Senator  Miller  suggested  one  solu- 
tion to  this  problem:  eliminate  the  prepayment^ 
discount,  increase  the  prepayment  date  to  nine  months 
and  begin  charging  interest  on  the  tax  due  from  thej 
date  of  death."*  This  solution  has  two  advantages  ontf 
of  which  redounds  to  the  state,  the  other  to  the  tax- 
payer. First,  it  eliminates  the  problem  of  delayed  col- 
lection of  tax  revenues  by  making  it  advantageous  on 
the  part  of  the  taxpayer  to  pay  the  tax  at  the  earliest 
possible  moment,  without  a  premium  for  prompt  pay- 
ment being  paid  by  the  state.  This  5%  discount  is  in 
fact  a  cost  to  the  state  of  collecting  a  tax  due  the 
state.  The  law  stipulates  that  the  tax  is  due  as  of  the 
date  of  death.  The  staff  found  it  impossible  to  justify 
a  cost — this  5%  discount — for  the  collection  of  taxes 
since  it  is  not  a  normal  administrative  cost.  Second, 
the  increase  in  the  prepayment  date  from  six  to  nine 
months  would  benefit  those  taxpayers  who  are  faced 
with  possible  problems  of  capital  gains  taxation  by 
the  federal  government. 

A  variation  on  the  foregoing  solution  would  be  the  ■ 
elimination  of  the  prepayment  discount,  extend  thef 
grace  period  to  nine  months,  while  charging  interest 
on  the  tax  due  beginning  with  the  sixth  month. 

The  staff  of  the  Inheritance  and  Gift  Tax  Division 
of  the  Controller's  Office  suggests  that  the  interest 
charge  on  taxes  due  be  increased  from  6  per  cent  to 
8  per  cent.  It  is  their  feeling,  and  to  a  certain  extent 
the  staff  agrees,  that  this  would  also  aid  in  eliminating  f 
the  delay  in  payment  problem.  The  Inheritance  and 
Gift  Tax  Division  staff  also  felt  that  this  might  in- 
crease the  revenue  paid  at  an  earliest  possible  date 
since  it  would  eliminate  any  tendency  on  the  part  of ' 
some  taxpayers  to  use  tax  money  until  the  last  day  of 
grace  since  the  earnings  from  such  use  would  exceed,  j 
in  some  cases,  the  6  per  cent  interest  charge  levied 
by  the  state. 

8.  It  is  suggested  that  a  set  of  standards  be ! 
established  by  the  Legislature  that  wiU  henceforth  be  . 
used  in  valuing  closed  corporations.  ' 

9.  It  is  suggested  that  the  Charity  Exemption' 
be  modified  so  that  the  donor  or  testator,  or  the  family 
of  the  donor  or  testator  or  his  servants,  employees, 
etc.  shall  not  be  employees  of  the  charity  or  in  any 
way  receive  monetary  remuneration  from  the  charity 
foundation  to  which  the  donor  or  testator  gave  or  be- 
queathed his  monies,  trust,  or  properties. 


'  Tran.script.  p.  57. 
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It  is  believed  that  these  suggested  changes  would  outright  or  direct  transfers,  and  from  an  unintegrated 

lead  to   greater  uniformity   of   inheritance-gift   tax  Inheritance  and  Gift  Tax  schedule. 

treatment    through    the    state,    and    would    lead    to  tc    iu  j-^    i-  4.  i  1 

.,     .  °,     .  ...         p  .  ,      .,  It    these   modifications    are    taken    as    a    package 

greater  equity  in  the  imposition  01  inheritance  taxes.  ,  ,,    ,      ,  .  ,  ^,  ,„„«„„„ -r~    , 

More    importantly,    these    modifications,    taken    to-  ^^^  ^^"^'i  ^^^^1°P  ^"^  estimated  $15,000,000  in  the 

gether,  would  eliminate  the  dual  standard  for  taxation  ^^t  year,  an  estimated  $1,000,000  m  the  second  year, 

that  presently  exists  in  California,   particularly  as  and  an  estimated  minimum  of  $40,000,000  per  year 

concerns  the  tax  advantages  to  trusts  as  opposed  to  thereafter  beginning  with  the  third  year. 
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APPENDIX  A 

ADMINISTRATIVE  PROCEDURE  AND  COMPLIANCE 


One  of  the  most  significant  developments  in  the  past 
few  years  in  the  area  of  transfer  tax  compliance  has 
been  the  development  of  a  Gift  Tax  Compliance  Pro- 
gram and  the  development  of  a  statistical  evaluation 
program  for  Inheritance  Taxation. 

Giff  Tax  Compliance  Program: 

As  initially  established  by  state  law,  the  gift  tax 
was  devised  as  a  means  to  supplement  the  inheritance 
tax  laws  so  that  avoidance  of  the  inheritance  tax 
would  not  be  possible  by  means  of  gifts  among  li^-ing 
persons.  As  long  as  people  voluntarily  filled  out  the 
required  forms,  the  report  would  be  audited  and  the 
taxes,  if  due,  would  be  collected.  However,  there  was 
no  provision,  either  administratively  in  the  Division 
budget,  or  elsewhere,  for  enforcing  compliance  with 
the  gift  tax  statutes.  In  short,  there  was  no  parallel 
for  gift  tax  compliance  with  the  compliance  program 
represented  by  the  probate  courts  and  Inheritance 
Tax  Appraisers  for  the  inheritance  tax. 

The  following  discu.ssion  is  designed  to  clarify  this 
situation.  Testamentary  dispositions  generally  consti- 
tute the  disposal  of  a  man's  property  among  various 
heirs,  beneficiaries,  and  successors.  The  problem  of  the 
last  will  and  testament  involves  the  settlement  of  con- 
flicting claims  among  various  claimants,  probate  of  the 
estate  to  establish  values,  and  disposition,  and  final 
settlement  of  the  disposition  of  the  property  among 
the  heirs,  beneficiaries,  and  successors.  In  other  words, 
testamentary  disposition  of  an  estate  is.  almost  by 
definition,  the  settlement  of  conflicting  claims  among 
various  persons  for  a  share  of  property.  Enlightened 
self-interest,  therefore,  can  usually  be  counted  upon 
to  be  an  effective  factor  in  an  inheritance  tax  compli- 
ance program. 

An  inter-vivos  transfer,  or  gift,  is  usually  a  quiet 
transaction  among  two  persons,  the  donor  and  the 
donee.  In  most  instances  the  only  persons  knowing 
of  the  gift  are  the  involved  parties,  perhaps  the  imme- 
diate families  and  perhaps  an  attorney.  There  is  no 
reason  for  the  public  contesting  of  an  inter-vivos 
transfer  as  is  the  ease  vrith  testamentary  dispositions. 
AU  that  is  frequently  necessary  to  avoid  paying  a  gift 
tax  is  to  keep  quiet  about  it.  There  are  no  legal  penal- 


ties for  non-compliance.  The  particular  problem,  then, 
is  to  develop  a  gift  tax  compliance  investigative  pro- 
gram that  will  do  for  the  gift  tax  what  enlightened 
self-interest  does  for  the  inheritance  tax. 

During  the  early  part  of  the  1961  a  proposal  was 
drawn  up,  submitted  to  the  Department  of  Finance, 
and  included  in  the  Governor's  budget  to  establish 
and  carry  out  a  pilot  program  for  the  fiscal  year 
1961-62.  This  program  was  designed  to  determine  the 
desirability  of  establishing  a  permanent  investigative 
staff  for  the  purpose  of  securing  better  taxpayer  com- 
pliance with  the  California  gift  tax  law.  The  project 
had  been  envisioned  several  years  earlier  and  attempts 
had  been  made  to  carry  out  the  investigative  program 
with  the  regular  staff.  In  1952  a  gift  tax  auditor  ex- 
amined trust  deeds  as  recorded  in  the  Recorder's  Of- 
fice in  the  City  and  County  of  San  Francisco.  Three 
days  of  examination  developed  186  instances  indi- 
cating that  real  estate  had  changed  hands  by  way  of 
gift.  The  data  was  brought  to  the  Sacramento  office, 
the  donors  located  and  contacted  through  correspond- 
ence. Of  the  186  cases  investigated  it  was  found  that 
only  three  percent  thereof  had  filed  a  gift  tax  return. 
As  a  result  of  this  project,  gift  taxes  totalling  $2,- 
2.32.57  were  collected.  The  Inheritance  and  Gift  Tax 
Division  personnel  were  unable  to  cost  the  program 
adequately,  but  they  estimated  that  the  net  return 
was  somewhere  between  $10  and  $12  per  man  hour  ex- 
pended. In  1956  a  10  day  examination  program  was 
completed  in  San  Diego  county.  In  this  instance  $7,- 
311.75  additional  gift  tax  was  recovered  directly  as  a 
result  of  the  investigative  work. 

The  staff  of  the  Inheritance  Gift  Tax  Division  was 
not  adequate  to  complete  the  program  started  in  1952. 
The  Division  proposed  that  such  a  program  be  car- 
ried out  with  temporary  funds  for  the  1961-62  fiscal 
year.  The  proposal  was  that  the  program  involve  the 
employment  of  one  auditor  Grade  1,  and  one  inter- 
mediate clerk-typist.  The  auditor  would  collect  data 
over  a  three  month  period  in  the  Sacramento,  San 
Francisco  and  Los  Angeles  county  areas.  The  auditor 
and  typist-clerk  would  thereafter  locate  the  assumed 
owners  and  communicate  with  them  to  determine  what 
if  any  gift  tax  liability  existed.  Detailed  cost  figure 
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estimates  were  to  be  maintained  in  order  that  an  ac- 
curate tax  yield  of  the  pro<iram  migrht  be  determined. 

The  existing  staff  of  the  gift  Tax  Division  did  audit 
those  returns  that  were  submitted.  The  sole  purpose 
of  the  investigation  program  was  to  increase  the  com- 
pliance with  the  law,  or,  to  eliminate  evasion  of  the 
law  simply  because  people  did  not  submit  the  gift  tax 
returns  as  gifts  were  made.  The  program  was  to  be 
primarily  of  an  investigative  and  compliance  type. 
The  initial  estimate  submitted  for  a  four  month  trial 
period  for  the  auditor  and  the  intermediate  clerk- 
typist  was  $3,132.00.  Operating  expenses,  both  travel 
and  per  diem  were  $999.69.  No  attempt  was  made  at 
that  time  to  allocate  overhead  to  the  project.  It  was 
estimated  that  the  minimum  number  of  transcriptions 
and  minimum  number  of  form  letters  to  be  completed 
comprising  the  major  workload  would  require  6000 
transcriptions  and  5,820  letters. 

The  key  steps  in  the  process  involved  checking 
through  the  Recorder's  Office  for  all  transfers  of  prop- 
erties; locating  the  names  and  addresses  of  the  donors 
and  donees ;  checking  the  files  of  the  Inheritance  and 
Gift  Tax  Division ;  determining  whether  or  not  a  gift 
tax  return  had  been  filed ;  and,  finally  communicating 
with  and  eventually  enforcing  the  law  with  regard  to 
the  gift  that  had  been  made.  A  second  phase  of  the 
program  involved  matching  or  verifying  the  Califor- 
nia gift  tax  returns  with  federal  gift  tax  returns.  This 
also  involved  checking  apparent  California  gift  trans- 
actions against  the  federal  gift  returns. 

As  was  noted  earlier,  the  purpose  of  the  compliance 
audit  was  to  enforce  the  gift  tax  law  in  the  interest  of 
effective  administration.  From  the  taxpayers  point  of 
view,  the  program  provided  equitable  application  of 
the  gift  tax  law.  It  was  felt  initially  that  one  of  the 
most  likely  areas  of  detection  of  unreported  gift  trans- 
fers was  the  recording  of  deeds  of  real  property  in 
the  Recording  Offices  in  the  several  counties.  Because 
of  the  success  of  the  two  pilot  programs,  the  tempor- 
ary program  was  launched  entirely  in  this  area.  As  a 
result  of  the  work  of  the  investigative  auditor,  three 
other  major  areas  have  been  developed  for  investiga- 
tion for  possible  gift  tax  recovery:  first,  the  transfer 
of  stocks  and  bonds;  second,  the  transfer  of  savings 
accounts ;  third,  a  program  with  the  Federal  Internal 
Revenue  Service  to  match  federal  and  state  gift  tax 
returns.  The  gift  tax  matching  programs  with  the 
Federal  Internal  Revenue  Service  has  been  imple- 
mented and  is  now  being  carried  out  as  a  regular  part 
of  the  investigation  of  the  gift  tax  areas. 

An  interim  report  in  February,  1962  indicated  that 
the  results  had  fallen  below  expectations  but  this  was 
attributable  to  the  necessity  of  breaking  in  a  new  man 
with  no  previous  experience  at  this  type  of  work.  The 
Division  had  reason  to  believe  that  with  the  passage  of 
time  and  experience,  the  program  would  be  successful. 
It  was  decided  then  to  continue  the  program  on  a  tem- 
porary basis.  The  most  recent  report  available  on  the 


compliance  program  is  for  the  period  July  1,  1963 
through  December  31,  1963.  It  indicates  that  in  1963, 
a  trained  gift  tax  compliance  auditor  was  quite  effec- 
tive in  this  work. 

With  the  continuation  of  the  gift  tax  compliance 
program,  the  area  of  responsibility  of  the  gift  tax 
compliance  investigator  or  auditor  has  been  expanded. 
During  the  period  from  July  1,  1963  through  Decem- 
ber 31,  1963,  total  expenditures  on  the  program 
amounted  to  $6,567.11  which  included  certain  addi- 
tional charges  for  overhead  contribution  and  state  re- 
tirements. 

For  the  period  July  1,  1963  through  December  31, 
1963  the  total  gross  revenue  received  as  a  result  of  the 
compliance  program  was  $100,990.12.  Thus,  the  net 
revenue  produced  as  a  result  of  the  compliance  pro- 
gram amounted  to  $94,423.01.  Analysis  of  the  cost 
factors  against  the  revenue  factors  shows  that  the  rev- 
enue produced  per  gross  dollar  of  expense  amounted 
to  $15.37.  The  gross  revenue  received  by  the  Inherit- 
ance Gift  Tax  Division  as  a  result  of  each  closed  case 
developed  by  the  compliance  program  was  $63.56.  The 
expense  per  closed  case  was  $4.14.  The  net  revenue  per 
closed  case  was  $59.42. 

As  of  December  31,  1963  the  total  gift  tax  received 
as  a  result  of  the  compliance  program  was  $68,707.95, 
with  $31,982.17  as  accounts  receivable.  In  addition, 
$73,795.61  has  been  paid  to  the  state,  but  under  pro- 
test, and  this  is  at  the  present  time  being  adjudicated 
by  the  Division.  The  amount  retained  will  be  shown 
as  income  to  the  program  when  each  ease  is  completed. 

Many  donors,  donees  and  in  some  cases  attorneys 
who  have  handled  the  gift  transfer  for  the  individuals 
involved  claim  that  they  have  had  no  knowledge  of  the 
gift  tax  law.  Perhaps  one  of  the  most  important  re- 
sults, although  one  of  the  results  of  the  gift  tax  com- 
pliance program  most  difficult  to  evaluate  directly,  is 
this  education  function  that  it  seems  to  be  serving  for 
the  state.  If  this  is  true,  increased  compliance  with  the 
gift  tax  law  will  result  automatically. 

One  of  the  points  that  has  turned  out  to  be  of  sig- 
nificant importance  is  the  federal  matching  program. 
The  agreement  between  the  Inheritance  and  Gift  Tax 
Division  of  the  State  Controller's  Office  and  the  fed- 
eral government  is  that  California  and  federal  tax 
returns  may  be  matched  to  determine  whether  people 
have  paid  a  tax  to  both  the  federal  government  and 
to  California.  All  in  all,  it  seems  that  the  gift  tax 
compliance  program  is  well  worth  continuing  and  has 
been  a  significant  step  in  the  direction  of  increased 
efficacy  of  enforcement  of  the  California  Gift  and  In- 
heritance Tax  Laws. 

Stafistical  Examination  and  Evaluafion: 

Inheritance  tax  statistics  attempt  to  measure  quan- 
tities applicable  to  the  tax  as  a  whole.^  Statistical 
measurement  and  evaluation  of  the  factors  involved 


» Inheritance  Tax  Division.  Statistical  Report,  1964. 
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in  inheritance  and  gift  taxation  provides  an  essential 
tool  for  administrative  and  legislative  decisions. 

Statistics  provide  a  necessary  insight  into  the  legal 
structure  and  beneficiary  pattern  of  estates  and  they 
are  helpful  in  predicting  the  consequences  of  changes 
in  the  tax  base,  rates,  and  payment  procedures.  In- 
formation on  trends  in  estate  planning  and  property 
distribution,  which  affect  the  overall  revenue,  may  be 
obtained  through  continuing  statistical  analysis.  More- 
over, broad  generalizations  concerning  the  size,  inci- 
dence, and  burden  of  the  tax  under  varying  condi- 
tions, can  be  dra'wn  ivith  some  degree  of  accuracy. 

This  type  of  analysis  seldom  reveals  new,  unex- 
pected facts  concerning  the  structure  of  estates  or  the 
consequences  of  tax  change.  The  figures  usually  bear 
out  and  support  the  informed  opinion  of  administra- 
tors long  familiar  with  the  operation  of  the  law  in  a 
broad  panorama  of  individual  tax  cases.  The  data 
measures  past  experience  but  not  necessarily  present 
or  future  situations.  They  throw  no  light  on  the  ques- 
tion of  the  appropriate  level  of  the  tax.  Thus,  these 
data  represent  a  helpful  guide,  rather  than  a  control- 
ling factor  for  administrative  and  legislative  decisions. 

A  statistical  program  was  established  for  the  In- 
heritance and  Gift  Tax  Division  in  1962.  Prior  to  that 
date,  special  analyses  were  prepared  from  time  to 
time,  usually  in  the  face  of  an  immediate,  pressing 


need  for  facts  concerning  a  specific  phase  of  the  tax. 
The  need  for  detailed  statistics  concerning  the  tax  has 
nevertheless  been  apparent  for  a  number  of  years. 
However,  the  figures  could  not  be  obtained  econom- 
ically without  the  use  of  modem  electronic  data  proc- 
essing equipment.  Only  recently  have  inheritance  and 
gift  tax  revenues  reached  a  level  which  appeared  to 
justify  the  use  of  this  equipment  for  statistical  re- 
search. The  study  of  a  large  sample  of  taxable  estates 
was  undertaken  in  1962,  as  the  opening  phase  of  the 
statistical  program.  The  analysis  resulted  in  the  first 
detailed  statistical  report  of  inheritance  tax  eases, 
which  was  published  by  the  State  Controller  in  Feb- 
ruary, 1964. 

In  July,  1962,  a  continuing  statistical  program  was 
instituted  which  provides  summary  data  concerning 
the  universe  of  taxable  estates.  The  statistical  sum- 
maries of  inheritance  tax  cases  provide  information 
on  the  relation  between  the  tax  and  estate  size ;  num- 
ber of  beneficiaries  and  class  involved  in  taxable  cases ; 
and,  frequency  of  occurrence  of  certain  important 
factors  in  inheritance  tax  cases.  The  universe  records 
can  be  used  for  sample  selection  purposes  requisite  to 
the  preparation  of  additional  tax  change  estimates, 
and  future  detailed  analyses  of  the  inheritance  tax. 
"While  statistics  concerning  gift  taxes  have  not  been 
compUed  as  yet,  a  gift  tax  statistical  program  is  con- 
templated and  win  be  undertaken  in  the  near  future. 


Fiscal  Year 
Ending  June  SO 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
196.T-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
Source:  Calculated  from  trends  1954-55  through  1963-64. 
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MD  GIFT  TAXES, 

PROJECTED 

REVENI 
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Thousand 

s) 

Inheritance 

Gift  Tax 

Tax  Revenue 

Rerenue 

§73,124 

$3,710 

70,542 

5,447 

86.776 

o.6i9 

95,884 

6,310 

106,000 

7,000 

117,000 

8,000 

129.000 

9.000 

142,000 

10,000 

157.000 

11,000 

173.000 

12,000 

191,000 

13,000 

211,000 

14.000 

233,000 

16,000 

257,000 

17.000 

Total  Death 
Tax  Revenue 
$76,834 
75,989 
92,425 
102,194 
113.000 
125.000 
138.000 
152.000 
168,000 
185,000 
204.000 
225.000 
249.000 
274,000 
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SUMMARY 


Natural  resources,  as  suitable  objects  for  taxation, 
are  usually  defined  as  any  material  of  economic — 
monetary  or  market — value  that  is  extracted  from  the 
land  or  inland  waters  of  a  state  or  nation.^ 

A  natural  resource  may  be  taxed  in  three  ways.  The 
resource  may  be  taxed  as  wealth  in  place  by  use  of 
property  taxes.  In  this  instance  the  value  of  the  ma- 
terial in  place  is  estimated  and  the  tax  is  then  im- 
posed as  a  percentage  of  the  estimated  site  or  place 
value. 

The  resource  may  be  taxed  as  it  is  removed  from 
the  land.  The  basis  for  the  tax  may  be  either  the  dol- 
lar value  of  the  product  as  it  is  removed,  or  the  quan- 
tity and  quality  of  the  material  removed.  This  method 
of  taxation  is  called  a  severance  tax  or  yield  tax. 

Tbe  resource  may  be  taxed  by  subjecting  the  in- 
come from  the  sale  to  taxation. 

In  attempting  to  justify  taxes  on  natural  resources 
students  of  taxation  have  long  pointed  to  the  fact  that 
man  did  not  create  natural  resources  by  his  own  labor 
and  those  resources  are  therefore  a  part  of  the  com- 
mon heritage.  They  constitute  a  grant  to  the  State  or 
to  all  people  and  are  not  to  be  exploited  for  the  sole 
benefit  of  particular  individuals  but  should  have  part 
of  their  value  taken  for  some  common  public  purpose. 

The  basis  of  the  argument  for  such  a  tax  is  the  at- 
tempt to  distinguish  natural  resources  from  real  es- 
tate or  real  property  generally. 

However,  natural  resources  as  they  lie  in  their  nat- 
ural state  are  often  inaccessible.  Hence,  it  is  common 
to  tax  them  according  to  their  existing  market  value 
in  place,  or  according  to  their  market  value  when  sev- 
ered, or  according  to  the  quantity  of  the  item  severed. 
In  fact,  then,  the  tax  is  not  on  the  value  of  the  min- 
eral or  resource  in  place,  but  the  value  of  the  mineral 
in  the  market  place  less  the  transportation  of  the  re- 
source from  its  original  site  to  the  place  of  first  sale 
or  manufacture.  Included  in  the  value  of  the  resource 
is  the  cost  of  building  access  roads,  the  cost  of  the  in- 
vestment and  effort  to  extract  the  resource,  and  the 
cost  of  preparing  the  mineral  for  shipment  to  market. 

One  other  qualification  necessary  in  the  taxation  of 
natural  resources  is  that  not  all  natural  resources  are 
taxed.  Only  those  are  taxed  that  have  an  economic 
value,  that  is,  a  market  value.  If  there  is  no  demand 
for  the  product,  then  there  is  no  value  for  that  par- 
ticular natural  resource  regardless  of  the  supply.  So 
the  question  of  taxation  of  natural  resources  naturally 
involves  taxing  only  those  items  that  do  have  some 
economic  value. 


One  thought  must  be  kept  quite  clear  in  the  ease 
of  resource  taxation.  A  tax  on  a  natural  resource  that 
is  to  raise  revenue  ought  by  definition  to  encourage 
the  production  of  the  resource.  Alternatively,  a  tax  on 
a  resource  designed  to  promote  resource  conservation 
would  discourage  the  production.  No  tax  can  at  the 
same  time  raise  revenue  for  a  unit  of  government  and 
tend  to  promote  conservation  of  the  resource.  It  will 
either  promote  the  conservation  hence  minimize  reve- 
nue, or  it  will  increase  revenue  and  minimize  the  con- 
servation effect. 

In  summary  form  the  constitutional  and  statutory 
provisions  for  taxation  of  natural  resources  in  Cali- 
fornia are  as  follows.  Natural  resources  including 
products  of  mines,  quarries,  natural  gas,  and  petro- 
leum are  defined  as  property.  All  taxable  property  in 
California  must  be  assessed  for  taxation  at  its  full 
cash  value.  (Article  XI,  Section  12,  California  Consti- 
tution). All  property  in  California  shall  and  is  being 
assessed  in  proportion  to  its  full  cash  value  (Article 
XIII,  Section  1,  California  Constitution;  Revenue  and 
Taxation  Code,  Sec.  401  et.  seg. ;  Rittersbacher  Case ;  ^ 
and  State  Board  of  Equalization  practice).  Real  prop- 
erty is  to  be  taxed  by  the  appropriate  county  assess- 
ing officer  for  each  revenue  district  for  the  State.  The 
Legi-slature  shall  not  have  the  power  to  impose  taxes 
on  local  government  jurisdictions,  but  may  vest  such 
authority  in  the  local  governments  (Article  XI,  Sec- 
tion 12,  California  Constitution).  The  Legislature 
shall  have  the  authority  to  establish  laws  needed  in 
carrying  out  the  provisions  of  Article  XIII,  California 
Constitution.  ^ 

A  criicial  point  is  the  assumption  that  the  dictum  as 
cited  in  the  Rittersbacher  case  is  correct  and  that 
property  may  be  evalued  at  some  fraction  of,  or  in 
proportion  to,  its  full  cash  or  market  value.  If  such 
is  done  and  if  reforms  are  necessary  in  the  California 
property  tax  structure,  then  the  appropriate  way  to 
get  standardized  and  equitable  assessment  practice  in 
California  is  through  the  Legislature,  which  should 
establish  a  criterion  of  value  to  guide  the  State  Board 
of  Equalization  and  the  assessors  in  their  work. 

If,  on  the  other  hand,  it  is  in  fact  constitutionally 
necessary  that  property  be  assessed  at  its  full  cash 
value,  the  Legislature  would  have  to  define  full  cash 
value  precisely. 

One  point  is  often  forgotten  when  dealing  with  the 
severance-processing  taxation  of  natural  resource 
products.  Any  tax  le\'y  on  a  product  is  not  only  a 
source  of  revenue  to  the  taxing  agency,  but  may  also 


'For  a  summary  of  severance  taxes  levied  by  State,  see  Appen- 
dix A. 


^Rittersbacher  vs.   Board  of  Supervisors    (1934),   220   Cal.   535. 
'Article  XIII,  Section  13,  California  Constitution. 


(5) 


Senate  Fact  Fixdikg  Committee  on  Revenxte  and  Taxation 


be  a  means  for  discriminating  for  or  against  a  prod- 
uct in  a  given  market.  Whenever  the  locally-produced 
item  is  taxed  and  the  imported  item  is  not  taxed,  or 
if  the  local  item  is  taxed  more  heavily  than  the  im- 
port, then  the  higher  price  of  the  domestic  item  tends 
to  discrimiaate  against  its  use,  and  conversely. 

The  point  will  be  demonstrated  below  that  Cali- 
fornia imports  very  substantial  percentages  of  its 
basic  resource  products.  To  tax  the  domestic  produc- 
tion of  resources  without  taxing  the  imports  is  to 
seriously  discriminate  against  the  former.  This  gen- 
eralization is  valid  for  both  severance  and  for  ad  va- 
lorem taxation.  Thirty  years  ago — or  even  ten  years 
ago — one  could  have  discussed  by  itself  severance  tax- 
ation of  California  oil  and  gas  or  timber  products  be- 
cause California  was  a  heavy  exporter  of  these  items. 
California  severance  or  ad  valorem  taxation  of  these 
products  without  taxing  imports  would  not  have  dis- 
criminated against  the  use  of  the  California  products 
in  the  California  market.  Today  the  opposite  is  true. 
Thus  one  cannot  accurately  consider  alone  a  tax  on 
resource  industries,  but  must  simultaneously  consider 
a  processing  or  use  tax  on  imported  items  equal  to  the 
severance  or  ad  valorem  tax  on  domestic  production. 

For  California,  constitutional  amendments  might 
be  required  if  the  State  or  the  counties  were  to  impose 
a  severance  tax  in  lieu  of  all  other  assessments  on 
natural  resources.*  Probably  a  constitutional  amend- 
ment would  be  needed  if  the  severance-processing  tax 
on  domestic  and  imported  oU  and  gas  were  to  be  used 
for  general  fund  purposes,  rather  than  being  directed 
into  highway  use  fund.^ 

Conclusions: 

The  first  conclusion  is  that  a  severance  tax  would 
have  no  inherent  advantage  in  lieu  of  ad  valorem  as- 
sessments in  taxing  natural  resources.  Second,  a  sev- 
erance tax  in  lieu  of  ad  valorem  (general  property 
tax)  assessments  would  tax  only  known  quantities  and 
qualities  of  the  resource  as  produced,  but  would  raise 
serious  administration  problems  for  county  assessors. 

Third,  following  directly  from  the  analysis  above,  if 
local  government  ad  valorem  assessments  are  contin- 
ued in  California,  the  State  Legislature  should  estab- 
lish the  valuation  criteria.  This  is  in  accordance  with 
the  provisions  of  Article  XIII,  Section  13,  Califomia 
Constitution. 

Fourth,  it  will  be  argued  below  in  the  context  of 
specific  industries  that,  in  fact,  a  processing  tax  on 
imported  products  together  with  a  severance  tax  on 
domestic  production — California  production — tends 
to  make  the  entire  severance  processing  tax  act  as  a 
consumer  tax.  This  is  because  the  nature  of  the  pro- 
cessing tax  imposition  is  such  that  the  industry  passes 
the  tax  forward  to  the  consumer.  Thus  when  a  sever- 


ance-processing tax  is  discussed,  a  sales  or  consumer 
excise  tax  is  in  fact  being  considered. 

Summary  and  Conclusions:  Petroleum:  * 

Certain  conclusions  appear  quite  clear  in  the  analy- 
sis of  the  California  petroleum  industry.  California 
liquid  hydrocarbon  production  is  declining  and  Cali- 
fomia is  a  deficit  demand  State  in  that  increasingly 
large  quantities  of  liquid  hydrocarbons  are  being  im- 
ported. 

California  natural  gas  availability  is  apparently 
stable.  California  is  an  importing  state  obtaining  pres- 
ently around  65  percent  of  its  natural  gas  from  out- 
side sources.  Demand  for  both  liquid  hydrocarbons 
and  for  natural  gas  is  steadily  expanding  in  the  State. 

It  appears  therefore  clear  that  any  attempt  to  im- 
pose severance  taxation  on  either  Califomia  natural 
gas  production  or  California  liquid  hydrocarbon  pro- 
duction would  immediately  be  confronted  with  the 
need  to  tax  natural  gas  and  Liquid  hydrocarbon  im- 
ports into  Califomia.  A  tax  on  either  liquid  hydro- 
carbon or  natural  gas  would  require  an  equivalent 
tax  on  the  other.  If  this  were  not  done  the  tax  would 
be  discriminatory  against  the  taxed  product  and 
market  substitution  would  probably  occur. 

Any  attempt  to  impose  a  compensatory  tax  on  nat- 
ural gas  imported  into  California  would  undoubtedly 
be  regarded  as  an  increase  in  the  cost  of  service  which 
the  Public  Utilities  Commission  would  regard  as  justi- 
fication for  a  price  increase  in  natural  gas  to  the  Cali- 
fornia consumer.  Thus  the  effect  of  the  severance  tax- 
ation of  natural  gas  with  a  compensatory  processing 
or  use  tax  on  imported  gas  would  be  on  the  consumer 
use  of  the  product,  not  on  the  severance  of  the  com- 
modity or  on  the  producer  as  is  intended. 

Any  attempt  to  impose  a  severance  tax  on  Califor- 
nia crude  oil  and  liquid  hydrocarbon  production 
would  also  entail  a  processing  or  use  tax  on  imported 
liquid  hydrocarbons. 

Under  California  Constitution,  Article  XXVI,  Sec- 
tion 1  (a)  (the  antidiversionary  clause  relating  to 
taxes  imposed  upon  the  manufacture,  sale,  distribu- 
tion, or  use  of  motor  vehicle  fuel  for  use  in  motor  ve- 
hicles) it  is  probable  that  the  tax  revenue  would  be^ 
placed  in  the  highway  or  motor  vehicle  fund.  Any  at-B 
tempt  to  retain  these  severance  and  proces.sing  tax 
revenues  in  the  general  fund  would  undoubtedly  re- 
quire a  constitutional  amendment. 

A  constitutional  amendment  would  be  required  if 
the  severance  tax  were  to  be  in  Ueu  of  other  ad  va- 
lorem assessed  taxes  on  the  property. 

It  appears  clear  that  California  oil  production  rep- 
resents a  declining  industry. 

An  additional  severance  tax  could  be  justified  if 
only  the  margin  per  barrel  on  California  crude  pro- 
duction were  considered.  Any  additional  severance  tax 


*  Article  XIII.  Section  1,  California  Constitution. 
»  Article  XXVI,  California  Constitution. 


"  For   an   analysis   of   the   economic   situation   of   the   California 
petroleum  industry  see  Appendix  B. 
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on  oil  which  was  in  addition  to  the  property  tax  would 
necessitate  a  similar  levy  on  natural  gas,  and  all  im- 
ported fuels.  Any  additional  tax  on  natural  gas  would 
probably  be  held  by  the  PUC  to  be  grounds  for  an  in- 
crease in  price  to  the  consumer.  Because  of  the  inte- 
grated nature  of  the  oil  industry,  any  tax  on  crude 
would  probably  be  passed  to  the  consumer.  An  in- 
crease in  taxes  on  the  fuel  industry  would,  therefore, 
act  as  a  consumer  tax. 

Given  this,  and  the  fact  that  the  wide  margin  per 
barrel  enjoyed  by  California  crude  producers  results 
from  the  fact  that  the  industry  is  declining;  and 
recognizing  that  any  additional  costs  could  lead  to  the 
acceleration  of  this  decline,  it  is  believed  that  no  sev- 
erance tax  in  addition  to  local  property  taxes  is  jus- 
tified. 

Summary  and  Conclusions:  Timber:  "^ 

The  average  annual  cut  in  California  is  approxi- 
mately 5.5  billion  board  feet  of  lumber  per  year. 
Average  annual  growth  is  approximately  3.5  billion 
board  feet  per  year.  Thus,  the  forest  industries  and 
their  related  economic  activities  in  California  have 
been  based  largely  on  "mining"  the  natural  forests 
of  the  State. 

Projecting  estimates  to  1975,  the  annual  cut  and 
growth  may  be  around  5.5  billion  at  that  time.  Thus, 
over  a  long  run  period,  given  good  forest  management 
practices,  it  is  possible  that  the  California  timber  in- 
dustry will  be  self-sustaining. 

Regarding  the  future,  there  are  serious  questions 
faced  by  the  industry  and  government  as  related  to 
the  adequacy  and  the  changing  nature  of  this  forest 
resource.  How  much  longer  can  the  present  forest- 
based  economic  activity  be  sustained  by  private  old 
growth  timber?  How  much  longer  can  the  industry 
cut  exceed  annual  growth  ?  To  what  extent  will  public 
old  growth  timber  be  available  to  replace  the  private 
timber?  What  kinds  of  geographic  structural  shifts 
in  the  forest  industries  are  likely  to  result  from  the 
declining  of  old  growth  and  the  transition  to  a  young 
growth  timber  base?  "What  are  the  probable  conse- 
quences of  these  changes  on  the  economies  of  the 
northern  counties? 

The  softwood  lumber  industry  appears  to  be  a 
slowly,  but  steadily,  declining  industry.  The  increased 
use  of  lumber  products  is  not  expected  to  keep  pace 
with  the  growth  of  the  economy.  The  expected  per 
capita  use  of  lumber  products  is  expected  to  decline 
throughout  the  next  40  years.  The  major  reasons  for 
the  declining  position  of  lumber  include  supply  limi- 
tation and  cost  increases  in  the  United  States  relative 
to  foreign,  primarily  Canadian,  supplies ;  inroads 
made  in  historic  lumber  markets  by  lumber  substi- 
tutes including  light,  and  other,  metals;  architectural 

'For  an  analysis  of  the  economic  situation  of  tiie  timber  industry 
in  California  see  Appendix  C. 


changes  in  residential,  commercial,  and  factory  con- 
struction. 

One  of  the  basic  problems  found  in  any  prospective 
additional  taxation  of  the  California  timber  industry 
arises  from  the  fact  that  the  timber  industry  is  in  an 
extremely  poor  competitive  position.  Many  types  of 
lumber  products  cannot  be  supplied  to  the  market  at 
prices  competitive  with  substitute  materials.  A  second 
allegation  concerns  the  weak  competitive  position  of 
lumber  products  stemming  from  the  lumber  product 
cost  increases  due  to  a  supply  limitation. 

Canadian  imports  accounted  for  about  96.6  and  95 
percent  of  total  lumber  imports  in  1961  and  1962.  As 
of  1961,  Canadian  imports  were  valued  at  $67  per 
1,000  board  feet  as  opposed  to  a  comparable  Califor- 
nia and  U.  S.  value  of  $95  per  1,000  board  feet  of  soft- 
wood lumber.  The  advantage  to  firms  importing  lum- 
ber is  obvious. 

The  8  million  acres  held  as  private  commercial  for- 
est land  in  California  are  divided  into  large,  medium 
and  small  holdings.  Of  the  23  holdings  classed  as  large 
ownerships  totaling  more  than  50,000  acres  each,  the 
largest  has  more  than  10  times  as  much  acreage  as  the 
smallest.  The  5  largest  holdings  total  exactly  half  of 
the  3.4  million  acres  held  in  the  large  holdings  group. 
All  but  one  of  the  23  large  holdings  manage  the  land 
for  commercial  timber  production  as  a  primary  objec- 
tive. Seventeen  of  these  23  land-holding  companies  are 
vertically  integrated  with  lumber  production,  ply- 
wood and  other  forest  products.  These  17  firms  carry 
out  primary  processing  of  most  of  the  timber  cut  from 
their  land  in  their  own  sawmills.  The  remaining  6 
operate  their  forest  land  to  sell  stumpage  to  other  con- 
cerns. All  23  of  the  large  holders  employ  professional 
foresters  in  various  capacities.  These  land  holdings 
include  some  of  the  most  intensively  managed  forest 
lands  in  the  State.  Although  not  all  operations  main- 
tain the  productivity  of  the  land  at  high  levels,  the 
average  intensity  and  success  of  forest  management 
practices  of  large  holdings  compared  is  remarkable. 
The  small  holdings  in  California  maintain  their  land 
for  current  income.  Generally  these  holders  engage  in 
no  forestry  practices  except  those  which  may  be  con- 
sistent with  farm — agricultural — practices.  Medium 
size  holders  range  from  those  holding  timber  for  cur- 
rent income  to  those  holding  it  for  sustained-yield  cut- 
ting. 

The  changes  which  the  California  lumber  products 
industry  is  undertaking  now  and  plans  for  the  future 
will  clearly  fall  most  heavily  on  certain  counties.  The 
impact  will  primarily  be  where  the  manufacturing 
activity  of  the  county  is  heavily  weighted  toward 
lumber  and  wood  products,  and  where  a  large  part  of 
the  economic  activity  of  the  county  is  dependent  upon 
timber  production.  Thus,  the  problem  of  the  change 
that  the  California  lumber  products  industry  is  cur- 
rently undergoing  is  not  so  much  a  direct  problem  for 
the  entire  State.  Any  change  in  this  industry  will  in- 
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volve  not  only  unemplojTnent  in  the  affected  counties 
but  the  complete  range  of  government  services  from 
■welfare  to  education. 

Abandonment  of  property  taxation  in  favor  of 
either  yield  or  severance  taxation  on  forest  properties 
could  conceivably  be  justified  if  assessment  taxation 
discriminated  against  these  properties,  or  if  it  ap- 
peared that  assessment  administration  difficulties  -were 
insuperable.  In  other  words,  forest  economists  have 
usually  maintained  that  there  are  theoretical  problems 
to  property  taxation  that  make  property  taxes  inher- 
ently inequitable  in  forest  taxation. 

The  relevant  question  here  seems  to  concern  abso- 
lute forest  investment,  not  absolute  investment  in  the 
economy.*  The  problem  as  seen  by  the  forest  owner 
is  one  of  sufficient  investment  to  satisfy  a  market. 
The  problem  that  the  conservationist  sees  is  to  in- 
crease investments  in  forests.  One  must  know  why  the 
investment  in  forestry  is  made. 

Basically  the  question  of  the  appropriate  property 
tax  for  forest  land  involves  three  conflicting  issues: 
First,  the  consideration  of  the  effect  of  the  tax  on  the 
management  of  forests;  second,  needed  revenue  to 
support  the  local  government  activities;  third,  the 
question  of  equity  between  forest  owners  and  holders 
of  other  real  property. 

It  is  possible  to  note  that  considerable  progress  has 
been  made  by  1963  in  creating  equitable  county 
assessments  of  timber  valuation.  This  progress  is  not 
limited  to  California,  for  as  Ellis  Williams  points  out, 
improved  assessment  methods  and  increasingly  closer 
cooperation  between  county  assessors  and  the  boards 
of  equalization  have  improved  the  status  of  local 
assessment  of  forest  lands  considerably.® 

Presently  nine  California  counties  use  the  methods 
recommended  by  the  California  Timber  Manual,  four 
counties  use  alternative  bases,  and  nine  counties  assess 
without  reference  to  prior  timber  appraisal  data. 
Given  the  relative  concentration  of  commercial  tim- 
berlands  in  a  few  counties,  this  record  is  probably  as 
good  as  can  be  expected. 

"Wliat  of  the  equality  of  timber  assessment  with 
regard  to  other  taxable  properties  as  found  in  1963? 
Timber  is  heavily  assessed  relative  to  other  resources. 
The  ratio  of  asse.ssed  value  of  petroleum  mineral  rights 
to  the  annual  value  of  petroleum  production  is  about 
80  percent.  Non-petroleum  mineral  properties  are 
taxed  only  as  land  and  not  as  a  natural  resource.  The 
ratio  of  assessed  value  to  annual  value  of  production 
of  timber  is  about  300  percent.  Hence,  the  conclusion 
is  that  timber  is  taxed  more  heavily  than  other  natu- 
ral resource  properties.^" 

'Is  the  problem  to  increase  absolute  investment  in  forests  for 
lumber  production  or  for  recreation,  etc.  Or,  alternatively, 
is  the  problem  to  obtain  sufficient  investment  in  the  economy 
so  that  lumber  or  any  substitute — plastics  or  aluminum — 
may  satisfy  the  market  that  lumber  partially — historically — 
satisfies. 

•Ellis  Williams,  "Trends  in  Forest  Taxation,"  Xational  Tax 
Journal,  June,   1961. 


The  economic  situation  in  California  presently  is 
that  cutover  lands  are  being  retained  by  operating 
companies,  which  are  attempting  to  augment  their 
holdings  of  these  lands.  The  problem  of  determining 
a  proper  discount  rate  or  factor  in  computing  the 
present  worth  of  timber  properties  for  assessment 
purposes  is  one  that  will  rest  with  the  county  assessors 
as  long  as  there  is  ad  valorem  assessment  of  timber 
property  in  the  State. 

Conclusions  here  are  tentative,  pending  the  outcome 
of  studies  currently  under  consideration  regarding 
the  cost  of  growing  timber,  and  the  problems  of  as- 
sessing timber.  However,  the  following  conclusions  do 
appear:  first,  that  timber,  both  resource  and  bare 
land,  is  heavily  assessed  relative  to  other  natural 
resources;  second,  that  there  is  no  justification  for 
adopting  an  alternative  to  the  property  tax  for  tim- 
ber; third,  there  is  no  justification  for  raising  the 
current  property  tax  levels  on  timber.  This  is  particu- 
larly true  in  light  of  the  competitive  position  of  soft- 
wood lumber  in  its  historic  markets.  On  balance  it  is 
felt  that  to  propose  additional  .severance  or  other 
taxation  on  timber  is  not  now  appropriate. 

Summary  and  Recommendafions:  Non-Petroleum 
Minerals:  ^' 

The  fact  that  substantial  minerals  exist  on  a  given 
tract  of  land  is  not  evidence  that  the  land  has  value 
as  a  mining  or  mineral  deposit.  A  mineral  deposit 
has  value  only  to  the  extent  that  it  is  associated  with 
a  market  demand  for  the  mineral,  and  with  mining 
costs  low  enough  to  provide  a  profit  for  the  operator 
in  supplying  the  demand.  In  the  final  analysis,  only 
the  likelihood  of  a  profit  will  cause  investment  in, 
and  actual  extraction  of,  the  mineral. 

The  usual  classification  of  mineral  extraction  oper- 
ations includes  the  following : 

A.  The  continuous  extraction  and  integrated  proc- 
essing operation,  generally  characteristic  of  ce- 
ment and  some  sand  and  gravel  operations. 
These  are  usually  permanent  installations  with 
relatively  heavy  investment  in  site  development 
and  plant. 

B.  The  pit-run  mineral  extraction  is  commonly  an 
operation  that  maj'  be  associated  with  one  or 
more  sand,  gravel  and  cement  plants.  The  ac- 
tual plant  may  not  be  located  on  the  site  of  the 
extraction,  and  may  not  depend  solely  on  one 
mining  pit. 

C.  The  pit-run  or  extraction  operation  associated 
with  no  fixed  plant  or  equipment.  Here  the  op- 
erator simply  sells  the  unprocessed  mineral  as 
it  is  taken  from  the  ground.  Such  a  mining 
operation  may  be  only  temporary — e.g.,  it  may 


1"  The  heavier  discount  of  petroleum  mineral  rights  as  against 
timber  is  undoubtedly  due  to  the  fact  that  petroleum  lies 
unseen  below  the  ground  and  timber  grows — visibly — above 
ground. 

"  For  analyses  of  the  economic  situation  in  these  industries  in 
California,  see  Appendix  D. 
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be    connected    with    a    particular    highway    or 
other  construction  contract. 

Certain  types  of  mineral  production  require  very 
little  on-site  plant  construction,  since  some  minerals 
can  be  mined  in  small  quantities  and  only  during 
particular  times  of  the  year.  Such  extraction  is  char- 
acteristic in  the  northern  counties  of  California.  Most 
of  this  mineral  production  is  not  presently  being 
assessed  because  on  the  first  Monday  of  March  the 
pit  or  quarry  is  inactive.  Further,  since  many  of  these 
are  in  remote  areas,  the  assessor  never  finds  out  that 
production  actually  occurred  during  any  given  year 
in  which  he  is  trying  to  make  an  assessment.  The 
operator  typically  moves  in  during  the  late  spring, 
after  the  lien  date,  sets  up  his  portable  equipment, 
makes  his  extractions,  and  is  gone  by  November. 
There  is  no  way  of  assessing  or  valuing  this  type  of 
operation  at  the  present  time. 

All  of  the  counties  in  the  State  face  this  problem 
in  the  case  of  sand  and  gravel  production.  Some  of 
the  counties,  however,  have  large  producing  plants, 
that  is,  stable  units  which  have  a  rock  crusher,  pos- 
sibly a  dredge,  and  so  forth.  This  sort  of  operation 
is  located  on  a  particular  site  and  works  all  year. 
In  fact,  the  assessment  procedure  in  the  Assessor's 
Handbook  is  really  designed  for  these  year-round 
permanent  operations. 

In  its  simplest  form  the  mineral  deposit  in  the 
ground  is  regarded  as  a  unit.  It  is  valued  in  place  in 
one  of  the  approved  ways.  As  the  mineral  is  mined 
the  deposit  is  depleted.  The  deposit  is  re-valued  the 
first  Monday  in  March  to  reflect  the  production — 
e.g.,  depletion  of  the  deposit. 

One  of  the  problems — for  instance,  for  sand  and 
gravel — is  that  the  amount  of  deposits  in  California 
vastly  exceeds  present  and  foreseeable  use.  Thus  little 
attempt  is  made  to  value  any  but  active  and  perma- 
nent mining  operations.  Most  assessors  actually  value 
any  given  site  as  having  a  value  for  potential  sand 
and  gravel  production  only  if  it  is  directly  adjacent 
to  a  presently  producing  site,  and  if  it  is  of  basically 
the  same  grade  as  the  site  presently  being  exploited. 

The  second  basic  problem  for  the  assessment  of 
minerals  lies  in  the  fact — noted  above — that  much 
of  the  activity  is  temporary,  leaving  no  trace  on  the 
first  Monday  of  March. 

The  problems  outlined  by  this  study  leave,  princi- 
pally, three  possible  courses  of  action.  The  first, 
of  course,  is  to  continue  the  present  system  of  ad 
valorem  taxation  of  natural  resources.  The  acceptance 
of  such  a  course  would  require  the  institution  of  pro- 
cedures designed  to  correct  the  assessor's  three  prin- 
cipal problems:  determining  the  full  cash  value  of  a 
mineral  deposit;  insufficient  knowledge  of  site  loca- 
tions; and  operators  who  enter  and  leave  production 
between  assessment  dates. 


The  second  possibility  is  for  the  State  to  assess 
the  property  and  collect  the  tax  on  an  in  lieu  basis 
as  in  the  case  of  automobile  property  taxes. 

The  third  possibility  is  for  the  counties  to  impose 
an  in  lieu  severance  tax  on  non-petroleum  minerals. 
The  problem  here  would  lie  in  counties  imposing  a 
use  or  processing  tax  on  imported  materials. 

Whichever  possibility  is  chosen  it  is  suggested : 

1.  That  a  program  of  mandatory  reporting  of  all 
mineral  production  by  all  mining  operators  in 
California  be  instituted. 

2.  That  the  program  for  mapping  and  surveying 
the  State's  natural  resources  be  extended  and 
considerably  expanded. 

The  success  of  any  of  the  possibilities  is  predicated 
on  these  suggestions.  Whichever  course  is  followed, 
more  complete  information  on  mineral  production  is 
vital  if  the  assessor  is  to  fulfill  his  duties. 

The  Bases  for  Natural  Resource  Taxation: 

The  common  dictionary  definition  of  the  term  na- 
tural resource  includes  any  capacity  or  material  sup- 
plied by  or  in  nature,  and  usually  includes  water, 
waterpower,  land,  climate,  minerals,  timber,  and  so 
forth. 

It  is  necessary  to  define  more  precisely  what  one 
includes  among  taxable  natural  resources.  Natural 
resources,  as  suitable  objects  for  taxation,  are  often 
defined  as  any  materials  of  economic — monetary  or 
market — value  that  are  extracted  from  the  land  or 
waters  of  a  state  or  nation. 

Usually  some  additional  condition  is  added  to  the 
definition  providing  that  the  material  severable  be 
an  exhaustible  or  only  slowly  reproducible  com- 
modity, such  as  timber  with  a  40  to  200  year  ma- 
turity cycle.  This  is  done  in  order  to  eliminate  the 
necessity  for  considering  agriculture.  Soil,  as  a  na- 
tural resource,  may  be  so  badly  used  in  agriculture 
that  it  is  completed  depleted  or  "mined".  By  con- 
vention, this  comes  under  the  consideration  of  soil 
conservation.  Agriculture  itself  is  considered  a  com- 
mercial market  industry  rather  than  a  natural  re- 
source industry  such  as  timber,  petroleum  and  natural 
gas  production,  and  so  on.  Whether  this  distinction 
is  made  for  just  and  good  economic  reason,  or  whether 
it  is  made  in  order  to  eliminate  Henry  George  and 
the  single-tax  from  natural  resource  consideration, 
is  equivocal. 

A  natural  resource  may  be  taxed  in  three  ways. 
The  resource  may  be  taxed  as  wealth  in  place  by 
use  of  property  taxes.  In  this  instance  the  value  of 
the  material  in  place  is  estimated  and  the  tax  is  then 
imposed  as  a  precentage  of  the  estimated  site  or 
place  value. 

The  resource  may  be  taxed  as  it  is  removed  from  the 
land.  The  measure  of  the  tax  as  it  is  removed  may  be 
either  the  dollar  value  of  the  product  as  it  is  removed, 
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or  the  quantity  of  the  material  removed.  This  method 
of  taxation  is  called  a  Severance  Tax  or  Yield  Tax.*^ 

The  resource  may  be  taxed  by  having  the  income 
earned  from  the  sale  of  the  resource  subject  to  taxa- 
tion. 

Typically,  counties  and  other  local  units  of  govern- 
ment levy  the  first  type  of  tax  on  natural  resources — 
that  is,  the  assessed  property  tax.  States  may  impose 
a  severance  tax  on  natural  resources,  either  in  lieu  of, 
or  in  addition  to,  the  county  or  local  government  tax.^^ 
The  Federal  government  normally  taxes  only  the  sale 
or  disposition  of  the  natural  resource  either  as  an 
income  tax,  capital  gains  tax,  or  as  an  excise  tax. 

What  is  the  justification  for  taxes  on  natural  re- 
sources ?  1*  The  best  single  answer  might  be  that  nat- 
ural resources  afford  a  rather  popular  object  upon 
which  to  levy  a  tax.  Further,  from  the  point  of  view  of 
local  governmental  units,  when  an  ad  valorem  assessed 
tax  is  levied  on  the  resource,  a  stable  revenue  may  be 
developed  for  the  taxing  unit. 

In  attempting  to  justify  taxes  on  natural  resources, 
students  of  taxation  have  long  pointed  to  the  fact  that 
man  did  not  create  natural  resources  by  his  ovro  labor 
and  they  are  therefore  a  part  of  the  common  heritage. 
They  constitute  a  grant  to  the  state  or  to  all  people 
and  are  not  to  be  exploited  for  the  sole  benefit  of 
particular  individuals  but  should  have  part  of  their 
value  taken  for  some  common  public  purpose. 

It  is  possible  to  argue  that  in  the  area  of  taxation 
of  natural  resources,  as  in  the  area  of  death  and  gift 
taxation,  a  social  ideal  is  served.  The  government  may 
tax  particular  commodities  or  resources  where  the 
intent  of  the  tax  is  not  to  raise  substantial  revenue 
but  is  to  serve  the  social  function  of  demonstrating 
that  the  given  object  or  objects  are  being  subjected 
to  a  unique  or  special  tax.  The  basis  of  the  argument 
for  such  a  tax  is  the  attempt  to  distinguish  natural 
resources  from  real  estate  or  real  property  generally. 
People  feel  natural  resources  simply  ought  to  be 
taxed;  consequently  a  tax  is  levied  upon  them. 
Whether  or  not  the  tax  brings  in  a  great  deal  of  reve- 
nue is  of  secondary  importance.  In  any  event,  in  the 
history  of  American  taxation  it  has  always  been  popu- 
lar to  attach  some  sort  of  tax  to  the  severance  of 
natural  resources  from  land  and  waters. 

Given  the  definition  of  natural  resources,  it  would 
seem  that  the  tax  ought  to  be  levied  only  on  the  value 
of  the  resource  in  place  and  not  on  the  value  of  the 
resource  as  it  is  taken  from  the  ground.  The  act  of 
taking  a  resource  from  the  ground  or  removing  it  from 
its  natural  site  is  in  fact  to  apply  human  effort  and 
investment  to  it.  It  would  appear  unfair  and  inequi- 

^  cf.  Kenneth  D.  Ramsing,  "Forest  Taxation",  Western  Economic 
Journal,  Volume  1,  No.  1,  19  62,  pp.  73-79. 

"cf.  State  Tax  Reporter,  Issues  for  current  year,  passim. 

"  This  introduction  discussion  is  partially  taken  from  :  Arthur  A. 
Smith.  "Some  Economic  Aspects  of  Natural  Resources  Tax- 
ation", Proceedings,  National  Tax  Association,  1959,  pub- 
lished Harrisburg,  Pa.,   1960,  pp.   24-31. 


table  to  tax  a  natural  resource  and  simultaneously  to 
tax  investment. 

However,  natural  resources  as  they  lie  in  their  nat- 
ural state  are  often  inaccessible.  Hence,  it  is  common 
to  tax  them  according  to  their  existing  market  value 
in  place,  or  according  to  their  market  value  when 
severed,  or  according  to  the  quantity  of  the  item 
severed.  In  fact,  then,  it  is  not  the  value  of  the  mineral 
or  resource  in  place  that  is  being  taxed,  but  the  value 
of  the  mineral  in  the  market  place  less  the  transporta- 
tion of  the  resource  from  its  original  site  to  the  place 
of  first  sale  or  manufacture.  Included  in  the  values 
of  the  resources  are  the  costs  of  building  access  roads, 
the  costs  of  the  investment  and  the  efforts  to  extract 
the  resource,  and  the  costs  of  preparing  the  mineral 
for  shipment  to  market.  In  the  instance  of  oil  and  gas 
and  other  minerals,  the  value  subject  to  either  sever- 
ance, yield,  or  ad  valorem  tax  is  measured  at  the  well- 
head or  at  the  mine  mouth.  In  the  case  of  timber,  it  is 
common  to  use  the  sawmill  board  foot  value  in  assess- 
ing and  taxing. 

Not  all  natural  resources  are  taxed.  Only  those  that 
have  an  economic  value,  that  is,  a  market  value,  are 
subject  to  taxation.  If  there  is  no  demand  for  the 
product,  then  there  is  no  value  for  that  particular 
natural  resource  regardless  of  the  supply.  So,  the  ques- 
tion of  taxation  of  natural  resources  involves  only 
those  items  that  do  have  some  economic  value. 

Whj^  are  natural  resources  taxed?  The  best  answer 
seems  to  be  that  the  taxes  satisfy  social  objectives  and 
they  produce  revenue.  It  should  be  noted  that  in  prac- 
tically no  instance  is  only  the  resource  taxed.  The  tax 
is  on  the  resource  plus  investment. 

Conservation  is  always  a  factor  in  considering  the 
taxing  of  natural  resources.  Over  the  years  tax  experts 
have  cautioned  that  a  natural  resource  tax  should  not 
induce  excessive  exploitation.  Taxation  ought  not  allow 
a  producer  to  sell  out  from  under  the  tax  since  this 
would  conflict  with  the  conservation  goal.  Those  who 
first  proposed  taxing  natural  resources  urged  a  tax 
upon  the  severance  because  of  a  belief  that  the  ad  valo- 
rem tax  worked  against  conservation.  Later  advocates 
of  severance  taxes  in  lieu  of  ad  valorem  or  general 
property  taxes  pointed  to  the  difScult  problem  of  plac- 
ing a  fair  and  equitable  assessment  on  natural  resourcea 
where  they  were  not  available  to  be  examined  in  thei: 
natural  state  prior  to  production. 

One  point  must  be  kept  quite  clear  in  the  case  of  re-^ 
source  taxation.  A  tax  on  a  natural  resource  that  is  to 
raise  revenue  ought  by  definition  to  encourage  the  pro- 
duction of  the  resource.  Alternatively,  a  tax  on  a  re- 
source designed  to  promote  resource  conservation 
ought  to  discourage  extraction.  No  tax  can  at  the  same 
time  raise  revenue  for  a  unit  of  government  and  tend 
to  promote  conservation  of  the  resource.  It  will  either 
promote  the  conservation  hence  minimize  revenue,  or 
it  will  increase  revenue  and  minimize  the  conservation 
effect. 
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Consfitufional  and  Sfatutory  Basis  for 
Resource  Taxafion  in  California: 

Arthur  Smith  states  that  a  natural  resource  tax  is 
any  tax  that  falls  upon  the  resource  itself,  or  upon 
some  closely  related  aspect  of  it,  as  measured  by  a 
unit  value  or  a  physical  quantity. ^^  Thus  a  natural 
resource  tax  could  be  either  a  property  tax,  a  sever- 
ance tax,  or  a  yield  tax. 

Many  students  of  natural  resource  taxation  have 
held  that  a  severance  tax  is  more  appropriate  than  a 
property  tax  in  dealing  with  natural  resources.  The 
general  belief  has  been  that  a  severance  tax  imposed 
on  the  resource  as  produced  for  market  sale  would 
tend  to  have  a  conservation  effect.  This  point  was 
considered  above. 

The  second  argument  for  severance  taxation  points 
to  an  obvious  advantage  which  is  that  the  severance 
tax  imposes  a  levy  on  a  known  value.  That  is,  it  taxes 
a  specific  quantity  or  value  of  the  resource  such  as 
barrels  of  petroleum  of  a  specific  gravity  and  quality 
at  the  wellhead,  cubic  feet  of  natural  gas  of  specific 
content,  tons  of  mineral  at  the  mine  mouth,  or  board 
feet  of  timber  delivered  to  the  sawmill.  Ad  valorem 
taxes  place  the  levy  on  an  unknown  amount  of  the 
good,  that  is,  on  the  quantity  or  value  of  the  resource 
in  place. 

Local  units  of  government  in  California  have  his- 
torically relied  on  the  property  tax  since  a  general 
revenue  law  of  1850  provided  for  a  general  property 
tax  for  state  and  county  purposes.^®  A  Legislative 
Commission  appointed  in  1905,  in  its  final  report  in 
1906,  recommended  "that  sources  of  State  and  local 
revenue  be  separated  .  .  .  ".^'  The  Commission  sug- 
gested that  the  general  property  tax  be  abandoned 
as  a  source  of  State  revenue  and  reserved  for  counties 
and  cities. ^^  Historically,  since  the  1910  revision  of 
the  California  tax  system,  property  taxation  has  been 
mainly  used  by  local  governments,  but  is  not  the 
exclusive  property  of  local  governments.  The  second 
paragraph  of  Article  4,  Section  34a  of  the  California 
Constitution,  an  amendment  adopted  iu  1946,  indi- 
cates that  the  State  may  levy  a  property  tax,  such 
as  the  private  car  tax  which  the  State  imposes. 

Perhaps  here,  then,  we  can  attempt  to  clarify  the 
problem  of  severance  taxation  of  natural  resources, 
as  that  problem  would  appear  to  the  California  Legis- 
lature. The  Legislature  could  substitute  severance  for 
ad  valorem  taxation  of  natural  resources,  or  it  could 
place  an  additional  tax  on  natural  resources,  or,  fin- 
ally, it  could  establish  more  positive  value  criteria 
for  assessment  valuation  of  natural  resources.  The 
first  two  elements  are  discussed  throughout  the  re- 
port, and  the  third  is  considered  specifically  later  in 
this  section. 


>=  Smith,  op.  cit.,  p.  25.  Also,  Ramsing-,  op.  cit.,  passim. 

"J.    Gould,    "The    California    Tax    System",    West's    Annotated 

California   Codes,   Volume    59.    (St.    Paul,    Minnesota:    West 

Publishing  Co.,    19),   p.    43. 
"Ibid.,  p.  17. 
^Ibid.,  pp.  18,  19,  49. 


After  the  revenue  revision  of  1910  the  general  prop- 
erty tax  was  abandoned  as  an  active  source  of  state 
revenue.  The  1906  Commission  report  stated  that  sep- 
aration of  State  from  local  taxation  would  abolish 
"the  expense,  friction  and  annoyance  of  the  vain 
attempt  to  equalize  between  the  different  counties, 
that  it  would  thereby  place  each  tax  in  the  hands  of 
that  branch  of  the  government  which  is  best  adapted 
to  administer  it;  and  that  the  different  taxing  dis- 
tricts could  each  have  practical  home  rule  in  matters 
relating  to  taxation  ".^^  The  separation  of  State  from 
local  taxing  powers  was  accomplished  by  reserving  to 
the  local  governments  the  property  tax.  This  home 
rule  provision  was  abandoned  in  1946  by  the  noted 
amendment. 

Article  XIII,  Section  1  of  the  California  Constitu- 
tion provides:  "All  property  in  the  State  except  as 
otherwise  in  this  Con.stitution  provided,  not  exempt 
under  the  laws  of  the  United  States,  shall  be  taxed 
in  proportion  to  its  value,  to  be  ascertained  as  pro- 
vided by  law,  or  as  hereinafter  provided.  The  word 
"property"  as  used  in  this  Article  and  Section  is 
hereby  declared  to  include  monies,  credits,  bonds, 
stocks,  dues  franchises,  and  all  other  matters  and 
things,  real,  personal,  and  mixed,  capable  of  private 
OAvnership  ...  ".  The  Article  then  proceeds  to  spec- 
ify certain  types  of  exemptions. 

Sections  103  through  106  of  the  Revenue  and  Taxa- 
tion Code,  provides  explicit  legislative  definition  of 
the  property  subject  to  taxation.  Section  103  defines 
property  as  all  matters  and  things  real,  personal,  and 
mixed  capable  of  private  ownership.  Section  104  states 
that  real  property  or  real  estate  includes  the  posses- 
sion of,  claim  to,  ownership  of  or  the  right  to  the  pos- 
session of  land ;  all  mines,  minerals,  and  quarries  in 
the  land,  all  standing  timber  whether  or  not  belonging 
to  the  owner  of  the  land  and  all  rights  and  privileges 
appertaining  thereto;  and  improvements  which  are 
defined  in  Section  105.  Section  607.5  of  Article  6  of 
the  California  Revenue  and  Taxation  Code  states  that 
in  the  event  that  a  separate  assessment  of  rights  and 
privileges  appertaining  to  mines  or  minerals  and  land 
is  made,  the  descriptive  words  "mining  rights"  or 
"mineral  rights"  on  the  assessment  roll  shall  include 
the  right  to  enter  in  or  upon  the  land  for  the  explora- 
tion, development,  and  production  of  minerals,  in- 
eluding  oil,  gas  and  other  hydrocarbons. 

This  discussion  merely  demonstrates  that  under 
California  constitutional  and  statutory  law  minerals, 
mines,  and  quarries  are  to  be  considered  as  real  prop- 
erty subject  to  taxation.  Article  XIII,  Section  10,  of 
the  California  Constitution,  as  amended  November  8, 
1910,  states:  "All  property,  except  as  otherwise  in 
this  Constitution  provided,  shall  be  assessed  in  the 
county,  city,  city  and  county,  town  or  township,  or 
district  in  which  it  is  situated,  in  the  manner  pre- 
scribed bj'  law". 


"Gould,  op.  cit.,  pp.  18-19. 
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The  California  Constitution,  Article  XI,  Section  12, 
as  amended  on  June  27,  1933,  directs  that  all  prop- 
erty subject  to  taxation  shall  be  assessed  at  its  full 
cash  value.  The  Legislature  and  the  State  Board  of 
Equalization  are  specifically  mentioned  as  being  em- 
powered to  establish  a  valuation  standard  or  criteria 
by  which  the  assessors  may  or  shall  value  the  prop- 
erties. 

Chapter  1,  Section  110,  Revenue  and  Taxation 
Code,  defines  value  or  "full  cash  value"  as  follows: 
"Value,  full  cash  value,  or  cash  value,  means  the 
amount  at  which  property  would  be  taken  in  payment 
of  a  just  debt  from  a  solvent  debtor".  According  to 
Federal  law,  a  debt  may  be  satisfied  if  one  furnishes 
legal  teuder  or  lawful  money — Federal  Reserve  notes 
or  silver  certificates — to  the  creditor  in  the  specified 
amount  at  the  time  and  place  designated.  Thus,  any 
debt  may  be  satisfied  by  payment  of  cash  or  lawful 
money.  Consequently,  the  economic  sense  of  the  above 
definition  is  that  full  cash  value  is  synonymous  with 
the  term  market  value  or  the  money  that  a  piece  of 
property  would  bring  in  the  open  market  where  a  will- 
ing buyer  faces  an  unhurried  seller.  In  other  words, 
the  value  of  the  property  is  to  be  determined  on  the 
basis  of  a  free  market  sale  without  compulsion  on 
either  side.^° 

Section  110  continues  that  the  a.ssessor  shall  not 
take  into  account  the  existence  of  any  custom  or  com- 
mon method,  if  any,  in  arriving  at  the  full  cash  value 
of  any  class  or  classes  of  property.  Section  128  points 
out  that  "assessor"  refers  to  the  assessing  officer  of 
a  county,  by  whatever  title  he  may  be  known.  Section 
122  says  that  a  revenue  district  exists  or  includes 
every  city  and  district  for  which  the  county  officers 
assess  property  and  collect  taxes  and  assessments. 
Cities  may  have  their  own  assessors. 

Finally,  Article  XI,  Section  12,  of  the  California 
Constitution  declares  that:  .  .  .  "except  as  otherwise 
provided  in  this  Constitution,  the  Legislature  shall 
have  no  power  to  impose  taxes  upon  counties,  cities, 
towns  or  other  public  or  municipal  corporations,  or 
upon  the  inhabitants  or  property  thereof,  for  county, 
city,  town  or  other  municipal  purposes,  but  may,  by 
general  laws,  vest  in  the  corporate  authorities  thereof 
the  power  to  assess  and  collect  taxes  for  such  pur- 
poses". 

In  condensed  form  the  constitutional  and  statutory 
foundations  for  taxation  of  natural  resources  in  Cali- 
fornia lies  in  the  following  provisions: 

1.  Natural  resources  including  products  of  mines, 
quarries,  natural  gas,  and  petroleum  are  defined 
as  property. 

2.  All  property  in  California  must  be  assessed  for 
taxation  at  its  full  cash  value.  The  Legislature 
and  State  Board  of  Equalization  may  establish 

"De  Luz  Homes  Inc.  vs.  San  Diego  County,  45  Cal.  2d  546    Also 
A     ^•oi^''?l'"'®   ^<""P'"«!'   ''"«•   Los  Angeles   County,   186    Cal. 

■A J*!).    ^Q  471. 


value  standards  for  assessors.  (Article  XI,  Sec- 
tion 12,  California  Constitution). 

3.  All  property  in  California  shall  and  is  being 
assessed  in  proportion  to  its  full  cash  value. 
(Article XIII,  Section  1,  California  Constitution; 
Rittersbacher  Case;  and  State  Board  of  Equali- 
zation practice). 

4.  Real  property  is  to  be  taxed  by  the  appropriate 
county  assessing  officer  for  each  revenue  district 
in  the  State. 

5.  The  Legislature  shall  not  have  the  power  to  im- 
pose taxes  on  local  government  jurisdictions,  but 
may  vest  such  authority  in  the  local  governments. 

6.  The  Legislature  shall  have  the  authority  to  estab- 
lish laws  needed  in  carrying  out  the  provisions 
of  Article  XIII,  Section  13,  California  Constitu- 
tion. 

The  State  may  not  impose  a  severance  tax  on  nat- 
ural resources  in  lieu  of  local  assessment  of  such  prop- 
erty without  a  constitutional  amendment.^^  The  State 
would  probably  be  able  to  impose  a  severance  tax  on 
local  natural  resource  production,  on  a  unit  value  or 
quantity  of  production  basis,  that  would  be  in  addition 
to  any  locally  assessed  property  tax.-^ 

Country  assessment  practice  consists  of  determining 
the  total  quantity  and  value  at  full  cash  value  of  the 
mineral  resource  in  place.  The  assessor  then  finds  some 
fraction  of  the  full  cash  value  which  is  set  as  the 
assessed  value.  The  tax  rate  is  levied  against  this  as- 
sessed valuation.  For  instance  if  some  mineral  deposit 
were  valued  at  a  total  of  $5,000,000 — aggregate  value 
of  the  miuerals  in  place  at  current  prices — this  would  > 
be  the  full  cash  value.  The  county  would  place  an  as-  I 
sessed  value  of  some  fraction  of  the  full  cash  value, 
say  50  percent,  on  the  property.  Thus,  the  assessed 
value  would  be  $2,500,000.  The  county  tax  rate  of  say 
6  percent  would  be  then  placed  against  the  assessed 
value  of  $2,500,000  to  determine  the  countj'  tax,  which 
would  be  $150,000.00. 

In  Rittersbacher  vs.  Board  of  Supervisors,  220  Cal. 
535,  the  California  Supreme  Court  stated  in  para- 
graph 10,  concerning  proportional  valuation  and  uni- 
formity, that  it  is  the  assessor 's  duty  to  see  that  the 
valuations  placed  on  the  various  kinds  of  property  be 
in  proportion  to  the  worth  of  such  properties.  Fur- 
ther, the  assessment  on  personal  property  must  be  on 
a  basis  which  is  fair  to  the  owners  of  real  property 
so  that  none  shall  suffer  to  the  advantage  of  the  other. 
However,  if  the  valuation  placed  on  the  various  kinds 
of  property  is  proportional  and  all  are  treated  aUke, 

^  Office  of  the  Attorney  General,  Views  on  Certain  Questions 
with  Respect  to  Taxation  of  Oil  and  Natural  Gas,  November 
21,    i;i60.   Questions  A  and   D. 

"  Letter  from  office  or  the  Attorney  General  to  the  MacBride 
Committee,  May  IS,  1959  re:  Constitutionality  of  Severance 
Taxation  in  California.  Letter  from  office  of  the  Legislative 
Counsel  to  the  MacBride  Committee,  May  22,  1959  ;  re:  Sev- 
erance Taxation   in  California. 
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assessments  are  not  required  to  be  at  a  full  100  per- 
cent. 

Paragraph  11  held  that  the  valuation  placed  by  the 
assessor  on  various  kinds  of  property  shall  be  pro- 
portioned to  the  worth  of  such  properties,  as  deter- 
mined under  the  rules  described  and  the  methods 
pursued  b.v  him. 

The  same  decision  observed  that  the  assessor  has  a 
tremendous  volume  of  work.  All  properties  must  be 
appraised  and  assessed  within  the  limited  time  be- 
tween the  first  Monday  in  March  and  the  first  Monday 
in  July,  but  the  workload  can  afford  no  justification 
for  an  illegal  tax.  This  fact  is  justification  for  the 
setting  up  of  certain  standards,  rules  and  formulas  for 
general  use  in  order  to  secure  uniformity  of  valuation 
as  required  by  law.  The  only  proviso  is  that  the  me- 
I  thods  pursued  are  not  so  unlawful,  discriminatory  and 
i  inequitable  as  to  constitute  a  constructive  fraud  upon 
I  certain  taxpayers. 

'  In  this  case,  in  contrast  to  Article  XI  of  the  Consti- 
tution, the  Supreme  Court  of  California  declared  that 
property  in  California  does  not  have  to  be  assessed 
at  its  full  cash  or  market  value,  but  can  be  assessed 
at  some  proportion  of  that  value  so  long  as  all  prop- 
erties are  assessed  uniformally.  The  Court  also  noted 
that  there  is  a  very  large  amount  of  discretion  given 
to  the  assessor,  who,  in  order  to  accomplish  uniformity, 
must  set  up  certain  rules  and  criteria  for  guidance  in 
valuing  property.  If  the  valuation  placed  on  the 
'  various  kinds  of  property  is  proportional  and  all  are 
treated  alike,  taxpayers  are  not  required  to  be  taxed 
on  a  full  100  percent  value. 

The  assessors  and  the  State  Board  of  Equalization 

1  are  currently  assessing  property  for  tax  purposes  at 

■  around  23  percent  of  the  full  cash  value.  The  Supreme 

,  Court  remarked  in  the  Rittersbacher  decision  that 

".  .  .  no   one  contends  that  the   taxpayers  must  be 

charged  a  full  100  percent  for  such  is  not  required  by 

I  law  .  .  .".  That  holding  ran  directly  counter  to  Sec- 

f  tion  401,  Revenue  and  Taxation  Code,  and  to  Section 

'  12,  Article  XI  of  the  Constitution  which  explicity  pro- 

:  vided  that  all  property  subject  to  taxation  shall  be 

\  assessed   for   taxation   at   its   full   cash   value.    This 

amendment  was  adopted  June  27,  1933.  The  decision 

.  in  the  Rittersbacher  case  was  given  the  very  next 

i  year.  This  is  the  case  that  has  come  to  be  regarded 

»|  as  the  precedent  case  in  evaluating  or  in  considering 

'  valuation  of  property  or  assessing  of  property  for  tax 

purposes  in  California. 

It  may  be  argued,  however,   that  in   1959,  when 
Sections  1815  through  1825  of  the  Revenue  and  Taxa- 
tion   Code    were    enacted,    Section   401    was    tacitly 
I  amended  to  legalize  assessment  at  less  than  full  cash 
lvalue.  Otherwise   the    State   Board   of    Equalization 
'  could  hardly  be  instructed  to  ascertain  and,  if  need  be, 
to  equalize  the  ratio  between  assessed  valuation  and 
full  cash  value  for  all  counties.  It  will  be  remembered 
that  this  equalization  is  primarily  for  application  or 
consideration  for  use  of  school  funds. 


None  of  this  means,  however,  that  assessment  at 
less  than  full  cash  value  is  constitutional.  For  the 
Supreme  Court  said,  in  Eisley  vs.  Mohan,  that  the 
Legislature  cannot  set  aside  a  requirement  of  the 
Constitution.  Furthermore,  Sections  1815  through 
1825  of  the  Revenue  and  Taxation  Code  were  not 
passed  by  two-thirds  majorities  in  both  Houses,  which 
would  be  needed  to  supersede  a  constitutional  require- 
ment. 

Another  interesting  point  of  the  Rittersbacher  state- 
ment is  that  nothing  in  the  Rittersbacher  suit  had  any- 
thing to  do  with  the  issue  of  whether  property  might 
be  assessed  at  less  than  full  cash  value.  That  was  not 
before  the  court.  This  is  perhaps  whj^  the  Legislative 
Counsel  in  opinions  on  May  14,  1957,  and  September 
5,  1958,  considered  the  Court's  statement  as  only  dic- 
tum, an  opinion  that  no  doubt  is  still  valid.  Even  so, 
Rittersbacher  is  generally  considered  the  precedent 
ease. 

In  1948  the  constitutional  issue  was  raised,  but  only 
concerning  Section  987  of  the  Revenue  and  Taxation 
Code.  This  section  instructed  assessors  to  assess  certain 
possessory  interests  at  certain  stated  percentages  of 
full  cash  value.  The  Supreme  Court  in  Eisley  vs. 
Mohan  declared  Section  987  invalid  as  conflicting  with 
the  constitutional  requirements  of  assessing  at  full 
cash  value. 

The  question  at  the  present  time  is  whether  the 
Supreme  Court,  following  the  Eisley  vs.  Mohan  prece- 
dent would  hold  the  present  practice  of  the  assessors 
and  of  the  State  Board  of  Equalization  to  be  consti- 
tutional. If  this  issue  were  raised  currently,  the  Board 
of  Equalization  and  the  assessors  would  clearly  be 
found  to  be  assessing  land  at  less  than  its  full  cash 
value  and  this  is  clearly  in  conflict  with  Article  XI 
of  the  California  Constitution. 

Conclusions: 

The  best  conclusions  that  are  presently  possible  to 
this  section  of  the  discussion  may  be  summarized  in 
a  series  of  questions  which  point  out  the  salient  con- 
siderations above. 

1.  Is  property  to  be  assessed  for  tax  purposes  at 
its  full  cash  value,  or  in  proportion  to  its  full 
cash  value  at  some  fraction  thereof? 

2.  What  is  the  meaning  of  the  word  "assess",  as 
used  in  the  California  Constitution?  Does  it 
mean  "to  value"  or  "to  impose"? 

3.  With  respect  to  Section  13,  Article  XIII  of  the 
California  Constitution,  to  what  extent  is  it  ap- 
propriate for  the  Legislature  to  enact  laws  estab- 
lishing tax  policy  guidelines  for  taxes  imposed 
under  Article  XIII? 

Presently  pending  before  the  District  Court  of  Ap- 
peal in  Los  Angeles  county  are  two  cases,  Hanks  vs. 
State  Board  of  Equalization  and  Michaels  vs.  Watson, 
whose  outcomes  are  expected  to  be  important  in  pro- 
viding answers  to  the  questions  above.  Until  these 
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cases  have  been  finally  decided,  it  appears  that  no 
further  action  would  be  feasible  on  the  problems  dis- 
cussed.^* 

Evaluation  of  Ad  Valorem  and  Severance  Levies  for 
Natural  Resource  Taxation:  -* 

The  questions  of  ad  valorem  versus  severance  taxa- 
tion of  natural  resources  fall  into  five  distinct  cate- 
gories : 

1.  Ad  valorem  taxation  as  viewed  by  the  local  gov- 
ernmental taxing  unit. 

2.  Ad  valorem  taxation  as  viewed  by  the  industry 
taxpayer. 

3.  The  severance  tax  as  viewed  by  the  taxing  unit. 

4.  State  imposed  severance  taxation  as  viewed  by 
the  taxpayer. 

5.  Burden  of  the  severance  taxes. 

Ad  Valorem  Taxation  as  Viewed  by  the 
Local  Governmental  Taxing  Unit: 

One  state  that  has  had  much  experience  in  ad  valo- 
rem and  severance  taxation  of  natural  resources  is 
Oregon,  specifically  in  taxation  of  forest  products. 
This  discussion  of  the  ad  valorem  versus  the  severance 
tax  efEect  on  the  local  revenue  district  is  drawn  par- 
tially from  the  Oregon  experience. 

While  the  ad  valorem  property  tax  has  been  con- 
tinually criticized  from  many  sources,  the  taxing  dis- 
tricts usually  take  a  rather  different  point  of  view. 
The  property  tax  has  historically  proved  to  be  a  good 
and  predictable  revenue  producer  yielding  a  stable  in- 
come even  in  periods  of  depression.  This  is  true  be- 
cause the  income  is  built  into  the  system.  The  assessor, 
knowing  the  budget,  need  only  adjust  the  assessed 
value  or  the  tax  rate  appropriately  in  order  to  raise 
the  desired  amount  of  money. 

Property  taxation  is  suited  to  local  government  ad- 
ministration. The  material  taxed  is  within  the  bound- 
aries of  the  taxing  district  or  county  for  which  the 
revenue  is  intended.  The  only  prerequisite  for  effec- 
tive taxation  is  the  state  law  establishing  the  author- 
ity of  the  revenue  district.  The  local  unit  of  govern- 
ment using  the  property  tax  needs  little  else  from  the 
state  since  it  may  operate  the  tax  quite  effectively  vrith 
its  own  resources  and  its  own  personnel. 

There  is  local  familiarity  with  the  property  tax. 
Local  ofiicials  are  able  to  cope  with  it  since  they  devise 
the  methods  of  assessment  and  collection.  Perhaps 
even  more  important  is  that  most  of  the  resident  citi- 
zens are  also  familiar  with  the  property  tax,  coming 
into  constant  contact  with  it  because  of  levies  on  their 
homes  and  personal  property. 

Finally,  abstracting  from  the  problem  of  state- 
assessed  properties  and  of  state  attempts  at  tax  equal- 


^  Attorney  General's  Opinion,  62-172,  December  18,   1962. 

**  For  a  major  historical  study  of  severance  taxation  in  California 
see :  Herman  D.  Graham,  "State  Taxes  Upon  Selected  Types 
of  Biusiness  Enterprise:  Extractive  Industries",  fftate  and 
Local  Taxes  in  California:  A  Comparative  Analysis,  Senate 
Interim  Committee  on  State  and  Local  Taxation,  April,  1951. 


ization,  the  fact  that  funds  are  levied  annually,  even 
though  the  methods  used  may  be  lax,  speaks  highly 
for  the  durability  of  the  sj-stem.  It  is  a  local  admin- 
istration system  where  the  will  of  the  citizenry  may 
be  directly  imposed  if  the  system  goes  too  far  awry. 

There  are,  however,  certain  objections  to  the  con- 
tinued use  of  the  property  tax  for  natural  resource 
taxation  even  on  the  local  level.  First,  since  the  tax 
base  is  essentially  subjective,  both  as  to  California 
constitutional  stipulation  concerning  the  basis  for 
valuation,  and  concerning  local  administration  in  as- 
sessing the  property  and  collecting  the  tax,  the  sy.stem 
tends  to  get  out  of  order  easilj^  and  is  difficult  to 
repair.  The  second  element  of  the  problem  of  taxing 
property  stems  from  the  establishment  of  exemptions, 
such  as  those  for  veterans  and  churches,  and  exclu- 
sions such  as  land  owned  by  state  and  Federal  gov- 
ernments. 

Overlapping  districts  may  create  unequal  tax  bur- 
dens in  dift'erent  parts  of  a  county.  For  instance,  one 
part  of  a  countj-  with  a  school  district,  a  road  district, 
a  sewer  district,  and  several  other  special  districts, 
and  which  happens  to  lie  within  a  city  and  county, 
is  likely  to  have  a  considerably  higher  tax  burden 
than  another  part  of  the  count.y  that  is  outside  the 
city  and  has  fewer  overlapping  districts.  The  tax  bur- 
den differential  maj-  be  because  of  the  difference  in 
services  provided.  To  compound  this  problem,  a  nat- 
ural resource  might  and  probably  would  lie  in  the 
unpopulated  part  of  the  county.  Thus  the  owner 
might  claim  that  the  resource  is  being  relatively  over 
taxed  to  pay  for  countywide  services  outside  of  hi 
own  area.  Alternatively,  the  burden  of  the  tax  maj 
lie  most  heavily  upon  the  urban  center.  However,  thef 
city  as  a  special  revenue  district  within  the  county 
may  have  essential  tax  equality  throughout  its  own 
area,  just  as  the  districts  outside  the  city  in  the  rest 
of  the  county  may  have  essential  tax  equality  among 
themselves. 

These  contentions  must  now  be  considered  in  at- 
tempting to  draw  some  conclusion  concerning  ad  va- 
lorem taxes  from  the  tax  district's  point  of  view. 
Theoretically,  any  severance  tax  on  mineral  resources 
could  be  levied  by  the  State  in  lieu  of  all  other  ad 
valorem  assessments  or  by  the  county  in  lieu  of  other 
ad  valorem  assessment.  The  severance  tax  might  be 
by  State  or  county  in  addition  to  existing  locally- 
assessed  taxes.  Thus,  the  only  question  at  issue  ini- 
tially concerns  the  relative  merits  of  the  ad  valorem 
or  locally  assessed  tax  from  the  local  district  point 
of  view.  Any  attempt  on  the  part  of  the  State  to  im- 
pose a  severance  tax  in  lieu  of  locally-assessed  taxes 
would  certainly  create  severe  problems  of  intergof"- 
ernmental  financial  relations.  Two  of  the  major  prob- 
lems that  would  be  created  are  the  one  of  redistribu- 
tion of  income  among  counties,  and  that  of  bonded 
indebtedness. 
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Ad  Valorem  Taxation  as  Viewed  by  fbe  Industry  Taxpayer: 

The  Oregon  experience  has  been  rather  interesting, 
and  somewhat  at  odds  with  the  California  situa- 
tion.-^  The  resource  that  is  most  important  in  the  Ore- 
gon economy  is  timber.  Most  of  the  attack  on  the  ad 
valorem  taxation  of  timber  has  come  from  the  timber 
owners.  On  the  other  hand,  the  California  experience 
in  the  instance  of  petroleum  and  other  resources  is 
that  the  natural  resource  owner,  or  mine  or  I'esource 
extractive  operator,  has  tended  to  favor  the  ad  va- 
lorem taxation  of  resources  and  to  oppose  severance 
taxation. 

The  property  tax,  since  it  is  primarily  a  tax  on 
wealth,  is  imposed  at  least  conceptually  on  the  amount 
of  the  resource  in  place,  hence  it  would  not  vary  with 
the  amount  of  production.  In  this  way  the  ad  valorem 
tax  tends  to  become  a  fixed  cost  more  easily  budgeted 
for  annual  governmental  operations.  Further,  the  tax 
is  familiar  to  the  taxpayer.  The  stabilitj'  of  the  tax  as 
a  fixed  rather  than  a  variable  cost  of  the  extractive 
operations  is  the  reason  why  the  natural  resource 
operators  both  favor  and  dislike  the  ad  valorem  tax. 
At  a  time  of  rising  production,  the  ad  valorem  tax 
tends  to  lag  behind  the  production  level.  For  this  same 
reason,  when  the  production  level  is  declining  the  ad 
valorem  tax  will  tend  to  remain  stable  and  not  reflect 
the  production  decline.  This  situation  is  somewhat 
modified  for  California  since  the  assessors  of  natural 
resources  use  assessment  methods  that  are  basically 
dependent  upon  production  levels — e.g.,  production- 
decline  method,  production  capitalization,  royalty 
capitalization,  and  so  on. 

Another  point  tending  to  favor  ad  valorem  taxa- 
tion of  resources  involves  the  local  nature  of  the  tax. 
The  resource  owner  need  go  no  further  than  the  local 
city  or  county  assessor  to  protest  what  he  feels  is 
unjust  treatment. 

The  arguments  developed  against  ad  valorem  taxa- 
tion of  resources  are  much  more  pointed.  First,  the  ad 
valorem  tax  is  said  to  place  disproportionately  high 
burden  upon  the  properties  which  are  not  currently 
yielding  income.  Modifications  in  the  level  of  produc- 
tion of  various  properties  will  not  be  reflected  in  the 
assessment  value  of  the  particular  resource.  Resource 
owners  claim  that  property  subject  to  the  worst  treat- 
ment by  this  tax  is  resource  land— with  a  known 
quantity  of  extractable  material — that  has  been  set 
aside  by  management  for  severance  or  extraction  in 
some  future  period.  The  more  distant  the  date  set  for 
severance,  the  worse  is  believed  to  be  the  element  of 
discrimination. 

Since  the  basis  for  the  assessment  is  the  market 
value  of  the  resource,  the  tax  will  tend  to  dictate  the 
manner  of  resource  use.  Timber  operators  who  are 
attempting  to  manage  sustained  yield  lands,  or  min- 


^  Timber  Taxation  in  Oregon,  (Salem,  Oregon :  Oregon  State  Tax 
Commission,  1960),  p.  10. 


eral  operators  who  decrease  the  rate  of  extraction,  or 
set  some  lands  aside  for  extraction  at  a  future  date, 
will  incur  the  greatest  problems  with  the  ad  valorem 
tax. 

The  second  argument  against  the  ad  valorem  tax  is 
pertinent  to  the  location  of  natural  resources  relative 
to  centers  of  county  population,  and  is  partially  the 
result  of  earmarked  funds.  The  reasoning  is  that  ad 
valorem  tax  levies  are  used  for  services  which  have 
little  or  no  relation  or  benefit  to  the  various  resource 
industries,  since  it  is  contended  that  the  bulk  of  local 
government  services  are  urban-oriented  and  the 
natural  resource  is  typically  located  in  a  rural  area. 

Another  aspect  of  this  criticism  of  the  property  tax 
is  leveled  at  earmarked  funds.  The  controversy  con- 
cerns the  imposition  of  specialized  levies  on  a  county- 
wide  basis  to  raise  money  for  some  specific  function — 
park  district,  cultural  music  or  convention  center, 
sewer  district — all  in  addition  to  the  usual  county 
general  fund  levy.  Pi-operty  taxes  are  chiefly  used  to 
raise  general  fund  revenue  which  benefit  all  the  peo- 
ple of  the  county  through  the  provision  of  general 
services  and  for  the  accomplishment  of  county- 
wide  functions.  This,  in  itself,  is  sufficient  to  cause  a 
certain  amount  of  dissatisfaction  with  the  tax.  The 
dissatisfaction  tends  to  center  on  those  county  activi- 
ties that  least  benefit  the  immediate  taxpayer.  Most 
citizens  can  see  some  benefit  to  taxes  that  pay  for 
roads,  sidewalks  and  street  lights.  The  taxpayer  not 
infrequently  becomes  hostile  to  the  collection  and  use 
of  funds  for  facilities  or  activities  in  which  he  is  not 
personally  interested  or  benefitted.  This  problem  is 
aggravated  when  special  levies  are  used,  and  when  the 
specific  levies  are  used  for  purposes  that  have  prima- 
rily a  local  significance  for  a  particular  part  of  the 
county. 

The  third  criticism  of  the  ad  valorem  tax  on 
natural  resources  concerns  reproducible  resources,  and 
is  usually  raised  against  ad  valorem  taxation  of  tim- 
ber, which  may  be  mature  for  several  years  before  it  is 
harvested.  Timber  may  be  cut  when  it  is  30  to  40  years 
of  age,  or  it  may  continue  to  mature  until  it  is  80  or 
120  years  of  age,  increasing  significantly  in  value 
throughout  this  later  period.  When  a  state  constitu- 
tion provides  that  the  property  or  resource  must  be 
assessed  or  taxed  on  the  basis  of  full  or  partial  cash 
value,  this  type  of  tax  can  have  a  serious  effect  on 
industry  planning.  Such  taxation  could,  in  fact,  pre- 
clude orderly  sustained  yield  management  of  a  long- 
run  reproducible  resources. 

Many  economists  consider  timber  to  be  a  unique 
resource  because  it  is  reproducible  in  the  long  run, 
and  because  of  the  singularly  powerful  effect  that  a 
cash  value  assessment  tax  can  have  on  a  mature  forest 
crop  that  cannot  yet  be  harvested  to  best  social  or 
private  advantage. 
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Severance  Taxafion  as  Viewed  by  f/ie  Taxing  Unii: 

Since  severance  taxation  is  normally  considered  as 
a  state  function,  it  has  seldom  been  considered  from 
the  local  point  of  view.  However,  for  California,  cer- 
tain generalizations  are  possible. 

First,  there  seem  to  be  no  constitutional  or  statu- 
tory reasons  to  preclude  use  of  a  state  or  county 
severance  tax  in  addition  to  local  government  ad 
valorem  assessment.  Second,  there  appear  to  be  valid 
constitutional  prohibitions  to  either  a  county  or  the 
state  imposing  a  severance  tax  in  lieu  of  ad  valorem 
property  assessments  of  natural  resource  industries.-'' 

If  a  county  or  state  in  lieu  severance  tax  were 
desired,  it  would  be  necessary  to  make  certain  changes 
in  the  law  regarding  bonded  indebtedness  of  counties, 
cities  and  special  districts  insofar  as  they  were  affected 
by  the  substitution  of  a  severance  tax  for  an  ad  va- 
lorem tax.  A  county-based  and  county-administered 
severance  tax  in  lieu  of  property  tax  on  natural  re- 
source industries  could  be  administered  entirely  at 
the  county  level. 

The  major  benefit  to  the  county  would  be  in  the 
area  of  administration  and  of  efficiency  of  the  tax.  A 
severance  tax  in  lieu  of  ad  valorem  assessments  on  the 
resource  property  would  be  completely  objective.  The 
severance  tax  would  be  imposed  on  a  known  quantity 
of  a  particular  resource  of  a  known  quality,  or  on  the 
value  of  a  given  marketable  resource.  The  problem  of 
attempting  to  assess  an  unknown  quantity  of  a  re- 
source of  unknown  quality  would  be  eliminated.  How- 
ever, other  equally  serious  local  assessment  problems 
would  be  raised  as  well  as  problems  relating  to  bonded 
indebtedness. 

It  can  be  noted  that  much  of  the  assessment  of 
resource  industries  in  California — ranging  from  oil 
and  gas  mineral  rights  to  cement — is  currently  de- 
pendent on  production.  The  tj-pical  method  of  assess- 
ing oil  and  gas  is  on  the  basis  of  production-decline 
estimates.  Where  sand,  gravel,  or  limestone  are  as- 
sessed as  such,  it  is  typical  to  use  a  production-capi- 
talization method.  Most  counties,  however,  make  no 
attempt  to  assess  the  resource  such  as  sand  or  lime- 
stone as  distinct  from  the  land.  Where  there  is  a 
separate  assessment,  it  is  made  when  the  resource 
is  mined  and  the  product  is  valued  as  personal  prop- 
erty, not  as  a  resource.  In  some  counties,  the  valuation 
of  the  sand-gravel-limestone  mining  resources  is  noth- 
ing more  than  a  severance-type  tax  based  on  produc- 
tion or  royalties,  capitalized. 

While  not  often  considered  on  this  basis,  where  it 
is  possible  to  distinguish  the  resource  from  the  land, 
there  might  be  advantages  to  a  State  or  county  sev- 
erance tax  on  natural  resource  industries  in  lieu  of 
all  other  taxation  of  the  resource.  The  obvious  valu- 


ation standard  to  use  is  the  quantity  and  quality  of 
resource  as  severed  from  the  land.  This  would  raise 
serious  valuation  problems  for  mobile  resource  pro- 
duction. An  economic  criterion  to  use  in  valuing  the 
land  is  simply  as  bare  land  whose  highest  and  best 
use  is  in  the  production  of  the  resource  extracted.^^ 

One  problem  that  arises  is  that  with  either  an  ad 
valorem  tax  or  a  severance  tax,  a  use  or  a  processing 
tax  on  imports  is  often  necessary  to  protect  the  taxed 
domestic  production  against  untaxed  imports  from 
other  counties,  states,  or  foreign  countries.  Usually, 
the  taxing  unit  must  impose  use  taxes  on  comparable 
resources  brought  in  from  outside  in  order  to  protect 
the  competitive  position  of  the  local  resource  and  to 
maintain  the  revenue  integrity  of  the  domestic  sev- 
erance tax.  This  would  be  necessary  for  a  State  or 
local  severance  tax  in  lieu  of  other  taxes  on  resources, 
or  for  one  in  addition  to  local  ad  valorem  taxes. 
Thirty  years  ago — or  even  ten  years  ago — one  could 
have  discussed  severance  taxation  of  California  oil 
and  gas  or  timber  products  by  itself,  because  Cali- 
fornia was  a  hea\7  product  exporter  of  these  goods. 
California  severance  or  ad  valorem  taxation  of  these 
products  without  taxing  imports  would  not  have  dis- 
criminated against  the  use  of  the  California  products 
in  the  California  market.  Today  the  opposite  is  true. 
Thus  we  cannot  simply  consider  a  severance  or  ad 
valorem  tax  on  resource  industries,  but  must  simul- 
taneously consider  a  processing  or  use  tax  on  im- 
ported items  equal  to  the  tax  on  domestic  production. 
A  secoudarj-  question  concerns  the  equality  of  other 
area  taxation  of  the  products  sent  to  California,  with 
the  California  taxation  of  its  own  production. 

For  California,  constitutional  amendments  would 
probably  be  required  for  the  State  or  the  counties  to 
impose  a  severance  tax  in  lieu  of  all  other  assessments 
on  natural  resources.  Probably  a  separate  constitu- 
tional amendment  would  be  needed  if  a  .severance- 
processing  tax  on  domestic  and  imported  oil  and  gas 
were  to  be  used  for  general  fund  purposes  instead  of 
the  highway  use  fund.  n 

Burden  of  the  Severance  Taxes: 

In  the  following  Appendices  it  will  be  argued  in 
the  context  of  specific  industries  that,  in  fact,  a  proc- 
essing tax  on  imported  products  together  with  a  sev- 
erance tax  on  domestic  production  tends  to  make  the 
entire  severance-processing  tax  act  as  a  consumer  tax. 
This  effect  occurs  because  the  nature  of  the  process- 
ing tax  imposition  is  such  that  the  industry  passes 
the  tax  forward  to  the  consumer.  Thus  when  a  sev- 
erance-processing tax  is  discussed,  in  fact  a  sales  or 
consumer  excise  tax  is  being  considered.  , 


*  Some  of  these  questions  were  considered  above. 


^  For  a  detailed  and  valuable  discussion  of  valuation  problems  of 
natural  resources  see  Nevlin  and  Ashburn,  Memorandum 
Concerning  Proper  Method  of  Assessment  of  Borax  Mines, 
Los  Angeles,  California,  1937. 
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Severance  Tax  From  the  V/ewpoinf  of  ihe 
hdusfry  Taxpayer: 

Certain  argumeuts  favor  the  severance  taxation  of 
natural  resources  in  preference  to  ad  valorem  taxa- 
tion. The  severance  tax  is  appropriate  when  large 
capital  investments  are  needed  over  long  periods  of 
time  in  order  to  produce  relatively  moderate  amounts 
of  income,  since  the  tax  is  imposed  on  actual  extrac- 
tion. Secondlj%  the  severance  tax  is  more  equitable 
in  that  a  specific  levy  is  placed  on  specific  quantities 
of  the  resource.  Further,  the  severance  tax  could  be 
more  easilj'  administered  than  the  ad  valorem  tax 
because  it  is  more  objective.  This  point,  ho-svever,  is 
seriously  contested  by  local  assessors. 

Other  reasons  are  advanced  for  opposing  severance 
taxation.  Taxing  districts  hold  that  the  severance 
system  -vrould  not  retain  the  tax  stability  for  the  local 
district  that  is  found  vsdth  the  ad  valorem  tax.  Any 
attempt  to  have  the  severance  tax  in  lieu  of  local 
government  ad  valorem  assessments  of  natural  re- 
sources would  require  constitutional  amendments. 
Finally,  a  state-imposed  severance  tax  in  lieu  of  local 
taxation  would  also  involve  serious  questions  of  re- 
vamping intergovernmental  relations,  particularly  in 
connection  with  bonded  indebtedness. 

Questions  for  Considerafion:  Policy  Implicafions: 

Three  arguments  are  sometimes  used,  by  diiferent 
interests,  either  to  justify  or  to  attack  the  severance 
tax.  These  have  been  considered  previously  in  this 
report  upon  a  strictly  theoretical  basis.  It  is  proper, 
at  this  point,  to  evaluate  these  arguments  for  their 
implications  for  practical  policy-making. 
'  First,  it  is  contended  that  a  severance  tax  is  a  just 
payment  to  the  government  for  the  privilege  of  ex- 
tracting natural  resources  which  are  in  the  nature  of 
natural  heritage  and  are  not  specifically  reproducible 
in  the  short  run.  There  are  a  number  of  difficulties 
'with  this  argument.  Minerals  and  natural  resources 
are  sold  on  the  market  just  as  are  any  other  items  of 
personal  chattel  or  real  property.  Since  these  re- 
sources either  as  mineral  rights  or  mineral  sales  are 
purchased  and  sold  b.y  individuals  in  contractual  ar- 
rangements or  by  individuals  dealing  with  govern- 
ments, it  is  hard  to  see  how  this  class  of  commodity 
lis  different  from  any  other  property  that  is  purchased 
and  sold.  The  question  of  the  reproducibility  of  a 
resource  is  hardly  at  issue.  There  are  many  resources 
that  are  not  reproducible  but  are  not  used  because 
they  have  no  value.  The  lack  of  value  may  either 
be  because  there  is  no  use  for  the  item,  or  there  are 


numerous  low  cost  substitutes  making  it  uneconomic 
to  use  the  resource.  The  fact  that  a  natural  resource 
may  or  may  not  be  reproducible  seems  entirely  irrele- 
vant to  the  question  of  taxation  of  the  resource  for 
the  purpose  of  raising  revenue. 

The  second  argument  presented,  usually  in  oppo- 
sition to  the  severance  tax,  is  that  the  tax  would  in 
some  way  place  the  government  in  a  position  of  subsi- 
dizing resource  conservation,  development,  and  use. 
As  in  the  previous  case,  this  argument  seems  not  to 
be  relevant  to  the  question  of  severance  taxation  per 
se  or  to  ad  valorem  taxation  per  se,  but  to  the  height 
of  the  tax  rates  and  the  amount  of  revenue  raised  by 
taxation  of  the  resource. 

The  third  argument,  usually  presented  in  favor  of 
severance  taxation,  contends  that  the  severance  tax 
is  an  effective  device  for  curbing  waste  of  natural 
resources  and  that  it  tends  to  tax  in  a  manner  that 
makes  for  optimum  use  of  the  resource.  This  may  be 
true,  but,  again,  it  seems  quite  irrelevant.  There  is 
no  reason  to  suspect  that  any  unit  of  government 
should  rely  on  its  tax  authority  to  engage  in  con- 
servation of  resources,  which  is  more  appropriately 
handled  under  the  police  power.  ^Yhere  a  tax  would 
curb  resource  waste  or  regulate  resource  use,  it  is 
quite  likely  that  it  would  be  deficient  in  raising  reve- 
nue. Raising  revenue  is,  after  all,  the  first  dutj'  of  a 
tax. 

The  conclusion  is  that  these  three  arguments  tend 
only  to  confuse  the  issue  of  severance  taxation.  They 
are  quite  irrelevant  to  the  question  of  severance  ver.sus 
ad  valorem  taxation  of  natural  resources.  The  purpose 
of  taxation  is  primarily  to  raise  revenue.  The  ques- 
tion of  severance  or  ad  valorem  taxation  of  natural 
resources  in  California  should  stand  or  fall  on  this 
point  alone. 

Conclusions: 

A  severance  tax  would  have  no  inherent  advantage 
in  lieu  of  ad  valorem  assessments.  Second,  the  sev- 
erance tax  in  lieu  of  ad  valorem  general  propertj-  tax 
assessments  would  tax  only  known  quantities  and 
qualities  of  the  resource  as  produced,  but  would  raise 
equally  or  more  serious  administration  problems  for 
local  assessors,  particularly  as  related  to  use  or  proc- 
essing taxes  on  imports  to  the  county  or  State. 

Third,  following  directly  from  the  anah'sis  above,  is 
that  if  local  government  ad  valorem  asse.ssments  of 
natural  resources  are  continued  in  California  the 
State  Legislature  should  establish  valuation  criteria. 
This  would  accord  with  the  provisions  of  Article  XIII, 
Section  13,  California  State  Constitution. 
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APPENDIX  A 


STATE  SEVERANCE  TAXATION  ' 


Severance  taxes  are  usually  held  to  be  excise  taxes 
rather  than  property  taxes,  hence  are  not  subject  to 
the  usual  constitutional  restrictions  applicable  to  ad 
valorem  taxes.  A  few  taxes  having  the  characteristics 
of  severance  taxes  such  as  taxes  on  mineral  products 
based  on  gross  sales  and  stumpage  taxes  on  timber 
are  considered  as  "use  and  gross  receipts  taxes"  or 
as  "property  taxes".  Severance  taxes  are  le\aed  on 
the  privilege  of  severing  natural  resources  from  the 
soil. 

In  some  states  the  severance  tax  is  imposed  on  every 
person  severing  natural  resources  from  the  soil  or 
water.  In  a  majority  of  the  states,  however,  the  sev- 
erance taxes  are  limited  to  certain  specified  industries 
such  as  coal  or  iron  mining,  natural  gas  or  oil  pro- 


>  Taken  from  the  latest  issue  of  the  State  Tax  Guide,  All  States, 
Statiite  Summaries,  by  taxes  and  by  states,  1961-1963 
(amend). 


duetion.  While  the  tax  is  generalh'  paid  by  the  pro- 
ducer or  severer,  some  states  provide  that  the  tax 
shall  be  paid  by  the  first  purchaser.  Usually  a  ques- 
tion involving  definition  is  handled  by  statute,  such 
as  a  statement  of  wljat  constitutes  production. 

Generally  severance  taxation  is  based  on  the  value 
of  the  natural  resource  extracted  or  on  the  quantity 
of  production.  With  the  exception  of  coal  which  is 
taxed  on  the  basis  of  quantity  produced,  the  taxes 
are  usually  imposed  as  a  fixed  percentage  of  the  value 
of  the  product  severed.  "Value"  is  often  defined  to 
mean  market  value  as,  in  the  case  of  oil  and  gas  pro- 
duction, market  price  at  the  wellhead.  While  value 
means  market  price  per  unit  of  production,  its  inter- 
pretation varies  among  the  states  ranging  from  gross 
receipts  to  net  receipts.  Severance  taxes  may  be  on 
either  a  flat  rate  basis  or  a  graduated  scale. 
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Table  1 

STATE 

COMMODITY 

TYPE  OF  TAX 

P.A'i'ER 

IN  LIEU  OF  OTHER 
T.AX-ATION  OR  OTHER 

Alabama 

..  Iron  Ore 

Forest  products 

3  cents  per  ton 

Flat  per  unit,  varies  with  type  of 
wood,  lumber  or  wood  prod- 
uct 

2%   of  gross  value  at  point  of 
production  (wellhead) 

4%  of  the  gross  value  of  well- 
head 

Producer  or  mining  operator 
Timber  extractor 

AppUes  onlv  to  severance  lor 
sale 

Oil  and  gas 

(conservation) 
Oil  and  gas 

(production) 

Producer 
Producer 

Tax  is  levi'-d  on  the  ba.=is  of  the 
entire  production  including 
royalty    interest 

Alaska 

..   Raw  fish  tax                   1%  to  6%  of  the  value  of  the     Producer  for  commercial  product 
raw    fish    depending    on    the 
tj-pe  of  fish 
Additional  taxes  are  levied  on  cold  storage  and  other  fish  processors  and  on  fish  exports. 
Oil  and  gas  properties    1%  of  wellhead  value                       Producer 

production 
Oil  and  gas  conserva-    5  mills  per  barrel                                Producer 
tion 

• 
1. 

Arkansas 

Natural    Resources 

Severance  tax 

Oil  and  gas  conser- 
vation tax 

All     resources     except     petro- 
leiim  and  precious  stones  are 
taxed  at  a  flat  rate.  These  two 
are  taxed  at  a  percentage  of 
mined  value. 

Maximum  5  mills  per  barrel  }4 
mill  per  mcf  gas  flat  rate  per 
weU 

All  producers 
All  producers 

Exemption  for  personal  use  and 
natural  gas  for  recycling 

California 

Oil  and  gas  produc- 
tion tax 

Flat  rate  per  barrel 

All  producers 

Paid  in  addition  to  all  othei 
taxes  assessed 

Colorado 

Coal  tonnage  tax 

Oil  and  gas  conser- 
vation 

Oil  and  gas  produc- 
tion 

7/10's   of  a  cent   per  ton   plus 

annual  license  fee 
1  mill  per  $1.00  value 

2-5%   of  gross  income:  2%  on 
$25,000     to     5%      on     over 
8300,000 

All  producers 
All  producers 
All  producers 

1 

Includes  royalty  interest 

Florida 

.-_  Oil  and  gas  produc- 
tion 

5%   of  gross  value  at  point  of 
production 
Escaped  gas  12^% 

All  producers 

Oil  and  gas  used  for  least 
operations  on  the  lease — 
exempt 

Georgia Oil  and  gas  produc-     5  mills  per  barrel  of  oil  All  producers 

tion  J^  mill  per  mcf  gas 

Idaho Ore  severance  3%  of  value  (value  is  defined  as     All  producers 

exclusive   of  expenses,   losses 
and    deductions    allowable 
under  the  income  ta.x  law 
5  mills  per  barrel  and  5  mills  per 
50,000  cf  gas  (maximum) 


Oil  and  gas  produc- 
tion 


All  producers 


AH    producers    except    as 
duced  for  personal  use 

AU  producers 


All  producers 


Indiana Petroleum  and  gas        1%  of  value 

Kansas Oil  and  gas  Flat  rate:  1/lOth  of  1  cent  for 

prevention  of  stream  pollution. 
$.001  conservation,  $.0005 
mcf  natural  gas 

Kentucky Oil  production  J^  of  1%  of  market  value 

liOuisiana Natural    resources     Oil  production :  sliding  scale.  All     All  producers  severed  from  soil 

severance  tax  timber     other     than     virgin         or  water  of  Louisiana  Kent. 

stands :  ad  \-alorem  on  value.         CCH  45 :455 
Virgin   stands:   flat   rate.   All     Producers  of  dry  gas  or  gas  (in 
other:  flat  rate  per  unit  lieu  of  local  ad  valorem  tax) 

in    combination    with    liquid 
hydrocarbons  subject   to  ex- 
cise tax.  Kent.  CCH  47:631 
1  cent  per  mcf  plus  limited  addi-^All  producers 
tional 


Authority  in  Dept.  of  Mines  anc 
Geology 


All  interests  are  liable  excep 
U.S.  and  Idaho  interest.  In 
dian  interests  and  rec}'cle< 
gas 

pro-     In  addition  to  all  other  taxes 


Gas  Gathering   Tax 


In  addition  to  all'other  taxes 
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STATE 


COMMODITY 


TYPE  OF  TAX 


PAYER 


IN  LIEU  OF  OTHER 
TAXATION  OR  OTHER 


[icbigan. 


Oil  and  gas  severauue    2%  of  gross  cash  market  value     All  producers 

tax  plus  privilege  tax  of  Js  of  1 

cent  per  barrel  of  oil 

[innesota Iron  severance  tax       11%  plus  1%  of  value All  producers 


2.25%  tax  on  some  production 
from  1959-1964 


Ore  royalty  tax 


Taconite  &  iron  stil- 
phides  tax 


11%  plus  1%  of  value  All     producers     upon     royalty 

received  for  permission  to 
explore,  mine,  take  out  & 
remove  ore  from  Minnesota 
land.  Certain  credits  are 
allowable. 

5  cents  per  merchantable  ton  All  producers,  the  tax  is  in  addi- 
plus  1/10  of  1  cent  as  sliding         tioii  to  the  iron  severance  tax 


tississippi . 


scale   of  iron   content   above 
55% 


Oil  and  gas  severance  6  cents  per  barrel  or  6%  of  value 
whichever  is  greater,  6%  of 
value  of  gas 

Oil  and  Gas  Board  2  mills  per  bbl  of  oil  or  1/10 
Maintenance  Tax  mill  per  mcf  gas 

Timber  severance  tax     Flat  rate  per  unit  of  production 


Salt  severance  tax 


lontana Coal  mine  license  tax 


Metaliferous     mines 
license  tax 


Oil  producers  license 

tax 
Micaceous    minerals 

tax 
Cement  and  carbon 

black  tax 


3%  of  value  of  entire  production 
in  Mississippi 

5  cents  per  ton  on  all  tonnage 
over  50,000  tons 

Assessed  as  a  percentage  of  the 
value  of  the  product  ranging 
from  J^  of  1%  to  154%  over 
$500,000.  License  fee  of  f  1.00 

2%  of  gross  value 

5  cents  per  ton 
Flat  rate  per  unit 


and  the  royalty  tax,  but  is  in 
lieu  of  aU  other  taxes  on  semi- 
taconite  and  semi-taconite 
deposits  or  the  lands  thereof. 

All  producers 


All  producers 

All  producers,  primarily  against  Exemption  for  personal  use 
timber  grower  or  land  owner 

All  producers  of  salt  for  sale  or  Certain    exemption    for    under- 
commercial  use  ground  salt 

All  producers  as  noted 

All  producers 


Gross  value  is  market  price 
except  for  ores  requiring 
smelting 


'ebraska Oil  and  gas  severance    2%  of  value 


Oil  and  gas  conserva- 
tion 

'evada Mines  tax 

Oil  and  gas  conserva- 
tion 

'ew  Mexico Severance  tax 


Oil  and  gas  severance 
Oil  and  gas  privilege 

Oil  and  gas  ad 
valorem  produc- 
tion 

Oil  and  gas  mfger's. 
tax 

Oil  and  gas  conserva- 
tion tax 


2  mills  per  dollar  of  oil  or  gas 
produced 

Property  tax  rate  of  place  where 

mine  is  located 
5  mills  per  bbl  oil  or  50,000  cf 

natural  gas 

Potash:  2J^%  of  80%  of  posted 
field  price.  Other:  minerals: 
fraction  of  1% 

2J4%  of  value 

%  of  value,  255/100%  of  value 

Current  property  tax  rate  in  the 
district  where  the  mines  are 
located 

45/100%  of  value 

14/100%  of  value 


forth  Carolina. 


Oil  and  gas  conserva-     5  mills  per  bbl.  oil,  and  J^  mill 
tion  per  mcf.  gas  plus  flat  fees  for 

control  and  regulation  of  pro- 
duction 


orth  Dakota Oil    and    gas    gross     5%  of  gross  value  of  the  well 

product  tax 


All  producers 
All  producers 
All  producers 

All  producers 
All  producers 

All  producers 
All    producers 

All  producers 


All  producers 
All  producers 

All  producers 


All  producers 

AU  producers 

All  producers 
All  producers 


Computed  value 


Repressuring    or    recycling    ex- 
empted 
Effective  March,  1963 


Net  proceeds — computed 


value  ^  market 

Exempt:  U.S.,  State,  or  Indian 

royalty 
Exempt     as    in     oil     and     gas 

privilege  tax 

Exempt     as    in     oil     and     gas 

privilege  tax 
Exempt     as    in     oil     and     gas 

privilege  tax 

Dependent  on  discovery  of 
commercially  valuable  oil  and 
gas 


In   lieu   of  state   and   local   ad 
valorem  taxation 
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STATE 


COMMODITY 


TYPE  OF  TAX 


PAYER 


IN  LIEU  OF  OTHER 
TAXATION  OR  OTHER 


Oklahoma. 


Oregon. 


South  Dakota. 

Tennessee 

Texas 


Oil,  gas  and  minera 
production  tax 


Forest  Products  Sev- 
erance tax 

Severance  tax  on 
Eastern  Oregon 
timber 

Mineral  products 
severance  tax 

Oil  production  tax 


Natural  gas 
Oil  production 


Sulphur  production 
Cement  Distribution 

tax 
Dedicated    reserve 

gas  tax 


Utah. 


Mining 
tax 


occupation 


Oil  and  gas  conserva- 
tion 

Virginia Forest  products  tax 


Wyoming. 


Oil  and  gas  produc- 
tion 


Percentage  of  gross  value  of  pro-     All  producers 
duction.     An    excise    tax    is 
imposed  on  oil  and  gas  prod- 
ucts on  a  flat  rate  basis 

Flat  rate  of  5  cents  per  mbf  All  producers 

5%    of   the   immediate   market     All  producers 
value  of  merchantable  timber 


2i4%  of  value;  4%  if  value  rises    All  producers 
above  a  predetermined  level 


In    lieu    of    local    ad    valoreo 
property  tax 


Initial  mbf  exemption,  pig 
modified  additional  taxes 

In  lieu  of  ad  valorem  rea 
property  taxation 


Flat  rate  plus  a  percentage  of 
the  sale  price 

7%  of  market  value,  minimum 
given 

4.6%  of  market  value,  addi- 
tional tax  specified  in  some 
instances 

81.03  per  long  ton 

2J^  cents  on  100  lbs.  on  sale  dis- 
tribution or  use  only 

1  cent  per  mcf  gas  less  that  paid 
under  production  tax 

1%  of  the  gross  value  of 
minerals  and  2%  of  the  value 
of  oil,  gas  and  other  hydro- 
carbons value  at  the  wellhead 

2  mills  per  dollar  of  value,  value 
at  well 


All  production 

All  producers 
All  producers 


All  production 

On  all  sale,  distribution  or  use 


All  production 


Production  or  producers 


All  production  and  producers 


Exempt:  gas  lawfully  vented  0 
flared,  gas  injected,  lifting  at 


Certain  exemptions  and  reguls 
tions  specified 


Primarily  a  flat  rate  per  unit  of     All    producers,    for   commercial 
production,     although     some         sale  and  profit 
items  are  taxed  on  a  value- 
percentage  basis 


Not    to   exceed    2.5   mills    per 
dollar  of  valuation  at  wellhead 


All  producers 


Some  e.xemptions  including  per 
sonal  use,  some  agricultiua 
use.  some  state  use 


Exempt:  includes  U.S.,  State 
Indian,  and  oil  and  gu 
repressuring 


Source:  State  Tax  Chiide,  1961-1963. 


APPENDIX  B 

CALIFORNIA  PETROLEUM  ECONOMIC  SITUATION' 


California  has  traditionally  supplied  all  the  petro- 
sum  for  District  V,  which  presently  includes  Cali- 
Drnia,  Washington,  Oregon,  Nevada,  Alaska,  and 
fawaii.  Before  1947,  California  liquid  hydrocarbon 
reduction  was  ample  to  meet  total  District  refinery 
ans  as  well  as  to  provide  a  surplus  for  export.  Be- 
ween  1947  and  1952  local  liqixid  hydrocarbon  avail- 
bility  was  in  excess  of  the  district  demand,  but  for- 
:  ign  imports  and  interstate  receipts  were  approxi- 
lately  3  percent  of  total  District  V  crude  produc- 
iou.  Bj'  1952,  semi-finished  and  finished  product 
eeeipts  and  crude  imports  to  District  V  were  becom- 
ig  inereasinglj'  significant  in  pre-empting  Califor- 
ia's  marginal  petroleum  markets.  By  1962  it  was 
lear  that  the  State  was  not  only  unable  to  supply  its 
raditional  District  V  area,  but  that  California  pro- 
uction  was  unable  to  supply  the  petroleum  demands 
f  the  State.2 

As  shown  in  Table  1,  California  crude  oil  produc- 
lou  reached  a  peak  in  1953  and  has  steadily  declined 
ince  then. 

The  period  1956-1958  during  which  oil  production 
ropped  by  around  37,327,000  barrels,  or  about  11 
'ercent  of  the  1956  production,  is  explained  primarily 

This  study  follows  current  California  constitutional  and  statu- 
tory law,  as  presently  interpreted. 

Tliere  have  been  a  number  of  recent  articles  discussing  the 
California  petroleum  economic  situation  which  the  reader 
may  consult  for  further  information :  Stark  Fox,  "Should 
California  Crude  Prices  Rise?".  Western  Oil  and  Refining, 
July,  19  60;  Howard  Vesper,  "What's  Ahead  for  the  Cali- 
fornia Oil  Producer  by  1956".  Western  Oil  and  Refining, 
June,  1960  ;  Leslie  Cookenboo,  Jr.,  "How  an  Economist  Looks 
at  the  Next  10  Years  on  the  West  Coast".  Western  Oil  and 
Refining,  January,  1961 ;  "More  out-of-state  Gas  Heads  for 
California".  Western  Oil  and  Refining,  August,  1960. 


by  foreign  oil  imports  to  California  and  District  V. 
This  interval  was  the  one  in  which,  for  the  first  time, 
low  cost,  high  quality  foreign  crude  was  made  avail- 
able in  volume  to  United  States  and  other  consumers. 
Prom  that  time  on  the  problems  of  U.S.  and  California 
crude  producers  have  been  compounded  by  the  avail- 
ability of  inexpensive  high  quality  foreign  crude.  This, 
however,  will  be  discussed  more  specifically  below.  It 
is  to  be  noted  that  California  production  decreased  at 
the  same  time  relative  to  U.S.  production. 

Table  1 
CALIFORNIA  CRUDE  OIL   PRODUCTION 

1945-1962 
(thousands  of  barrels) 

Year  Production 

1945 325,935 

1946 314,639 

1947 334,036 

1948 341,116 

1949 333,984 

1950 328,573 

1951 354,569 

1952 359,532 

1953 365,005 

1954 355,859 

1955 354,811 

1956 350,756 

1957 339,053 

1958 313,433 

1959 307,172 

1960 304,049 

1961 298,523 

1962 295,580 


Percent  of  U.S. 
19.0 
18.2 
18.0 
17.0 
18.3 
16.6 
16.0 
15.7 
15.8 
15.8 
14.6 
13.7 
13.3 
13.2 
12.4 
12.3 
11.8 
11.6 


Source :    Conservation    Committee    of    California    Oil    Producers, 
Annual  Review   of  California   Crude   Oil   Production,   1963. 


Table  2 

CALIFORNIA  LIQUID   HYDROCARBON   SUPPLY 

CALIFORNIA  AND   DISTRICT  V    DEMAND 

(thousands  of  barrels) 


Item  1952 
lalifornia  Liquid  Hydrocarbons : 

A.  California  Crude  Prod.^ 359,450 

B.  Natural  Gasoline  ^ 30,700 

C.  Other  Condensate:  LPG» 9,352 

Total 389,502 

lalifornia  Petroleum  Demand' 250,000 

Mstrict  V  Demand^   (Domestic)  ' 357,219 

■alifornia  supply  excess  over  California  Demand 139,502 

'alifornia  Supply  excess  over  District  V  Demand 32,373 


1958 


1959 


1959' 


1960 


1961 


196S 


313,672 

19,200 

4,732 

307,327 

18,640 

5,238 

307,172 
17,270 
11,988 

304,049 
16,582 
11,388 

298,523 
16,378 
10,674 

295,580 
15,690 
10,621 

337,604 
298,919 
413,000 
38,685 
-75,996 

331,205 

313,414 

440,931 

17,791 

—109,726 

336,430 
314,553 
440,931 

21,877 
—104,501 

332,289 

330,197 

474,618 

2,092 

—142,329 

325,575 

341,215 

490,173 

—19,640 

—164,598 

321,891 

343,112 

498,914 

—21,221 

—177,023 

ource:  The  table  was  assembled  in  two  parts.  The  figures  for  years  1952-1959  were  prepared  in  1961.  The  figures  for  1959^-1962  were 
done  in  1964.  The  two  parts  of  the  table,  as  illustrated  by  year  1959  and  1959  i  are  in  close  agreement  except  for  the  figures  for 
Natural  Gasoline  and  other  Condensate  :LPG.  It  is  not  possible  to  determine  now  the  exact  composition  of  the  differences.  They  are 
small  enough,  however,  so  that  the  major  trends  are  clear.   Sources  for  the  components  are  as  follows ; 
lote :  ^  Conservation  Committee  of  California  Oil  Producers. 

2  U.  S.  Bureau  of  Mines.  District  V  Petroleum  Situation  Report. 

'  U.  S.  Bureau  of  Mines,  District  V  Petroleum  Situation  Report. 

■"Estimated  California  Consumption,  Standard  Oil  Company  of  California  Economics  Department:  1952-1962. 

''  U.  S.  Bureau  of  Mines,  District  V  Petroleum  Situation  Report. 

« In  1959  Hawaii  was  not  part  of  District  V;  estimated  demand  in  1959^-1962  is  reported  on  a  consistent  basis. 


(25) 
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It  is  clear  from  Table  2  that  the  California  produc- 
tion decrease  is  not  due  to  a  decline  in  California 
demand  for  petroleum  products.  In  1952,  California 
liquid  hydrocarbon  production  -was  greater  than  state 
and  District  V  demand  for  petroleum  products  by 
139,502,000  and  32,373,000  barrels,  respectively.  Be- 
tween 1952  and  1962  California  petroleum  production 
declined  by  63,952,000  barrels,  or  by  about  17  percent 


of  the  1952  production  level.  During  the  same  period 
California's  demand  for  liquid  hydrocarbons  in 
creased  by  93,112.000  barrels,  or  by  about  41  percent 
As  of  1962,  California  liquid  hydrocarbon  produc 
tion,  as  shown  in  Table  2,  lagged  behind  Californij 
demand  by  21,221,000  barrels.  Given  these  productioi 
and  demand  trends,  the  only  possible  conclusion 
that  California  will  continue  to  be  a  net  importer. 


Table  3 

CALIFORNIA   PRODUCTION   AND   DEMAND 

NATURAL  GAS 

(Mcf— 14.73  psia— 60'  F) 


Year 

California  Availahility 

Out  of  State  I mporti 

Marketed  Demand 

1954 

470,256,610 

465,550,711 

935,807321 

195.5 

505.36.3,203 

513,009.576 

l,01S,.-}72,779 

1956 

480,732,697 

557,732,835 

1,038,465,532 

1957 

459,4.56.571 

641.772,471 

1,101,229,042 

19.58 

421,105.221 

649.435,106 

1,070,229,042 

1959 

460,995,767 

738,350,797 

1,199,346,.564 

1960 

490.627,228 

83S,.S24,4.-',7 

1,.329.4.51.665 

1961 

549,038,673 

881,483,113 

1,430,.521,786 

1962 

514,124,773 

985,661,898 

1,499,789398 

Source :  Conservation  Committee  of  California. 
Oil  Production,  1954-1S62,  Table  2. 

The  point  seems  clear  from  the  table  that  California 
natural  gas  availability  is  rather  stable  at  approxi- 
mately 480,000,000  mcf.  It  is  also  clear  that  the 
demand  for  natural  gas  in  California  is  steadily  in- 
creasing and  that  the  balance  is  being  supplied  from 
out  of  state  producers.  As  of  1962,  present  imports  of 
natural  gas  to  California  constituted  approximately 
65  percent  of  all  natural  gas  used  in  the  State. 

Historically,  California  and  District  V  have  been 
isolated  from  the  rest  of  the  United  States.  Prior  to 
about  1956  the  local  crude  oU  availability,  the  District 
demand,  pipeline  size  relative  to  market,  and  pipeline 
costs  made  this  form  of  liquid  hydrocarbon  transpor- 
tation prohibitive.  Until  about  1958  tanker  rates  were 
high  relative  to  the  price  differentials  between  Cali- 
fornia and  out  of  state  crude.  Prior  to  1956,  then, 
California  crude  oil  production  had  a  captive  market. 
In  short,  if  imposed  now,  the  severance  tax  would  be 
about  30  years  too  late.  Presently,  the  difficulties  of 
the  California  crude  petroleum  industrj-  stem  from 


Oil  Producers,  Annual  Review  of  California  Crude 

the  poor  competitive  position  of  California  crude  ii 
its  own  market. 

California  crude  has  always  been  a  relatively  loi 
gravity  product  with  a  low  gasoline,  kerosene,  am 
distillate  yield,  but  a  high  residual  product  refiner; 
yield  as  shown  in  Table  4,  below.  Foreign  crude  H 
finery  products  are  similar  to  the  Oklahoma-Kansai 
ilissouri  figures  shown.  Inclusion  of  the  foreign  crud 
imports  in  the  California  totals  gives  an  upward  bia 
to  the  results  for  the  State.  The  point  is  clear  tha 
California  refinery  runs  show  a  much  higher  percenl 
age  yield  of  the  lower  value  residual  products  than  i 
true  for  the  United  States.  The  two  lower  value 
products  accounted  for  42.3  percent  of  California  H 
finery  output,  but  were  only  27.8  percent  of  the  na 
tional  refinery  average  production  and  no  more  tha 
24.6  percent  of  Oklahoma-Kansas-ilissouri  refiner 
runs.  If  crude  from  California  oil  fields  could 
isolated  from  foreign  imports  and  interstate  receipt! 
the  differences  would  be  even  more  marked. 


Table  4 

REFINERY  YIELDS  FOR  1958  AND  1960 
Percent  of  Total 

PERCE?.  T 


GatoUne  Kerosene  Distillates  Residual 

1958  1960  1958  1960  1958           1960               1958           1960 

U.S.   Average   44.9  45.2  3.9  4.6  22.5            22.4                12.9            11.2 

California*    38.9  39.1  .4  2.8  14.5            15.8                27.7            23.7 

Texas  Gulf 44.4  46.2  5.9  6.6  25.5            25.1                11.0              7.6 

Oklahoma,  Kansas 

Missouri 50.5  49.0  2.0  1.9  24.3 

Ix)nisiana»    41.5  46.1  7.9  9.0  22.7 


24.5 
21.6 


3.9 
7.0 


3.2 
6.8 


19.3 
21.9 


Notes :' Includes  lubricating  oUs,  refinery  fuels,  refinery  loss.  »  West  Coast  Refinery  nms,  includes  interstate  receipts  and  foreign  import 
»  itus  figure  represents  an  average  of  Louisiana  Gulf  and  Arlcansas-Louisiana  inland  refinery  runs. 

Sou'^s:  American  Petroleum  Institute,  Petroleum  Facts  and  Figures,  1959,  p.  144.  American  Petroleum  Institute.  Petroleum  Facts 
Figures,  1961,  p.  87. 
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It  is  difiScult  and  costly  to  crack  California  crude, 
id  little  attempt  was  made  to  do  so  before  1952. 
ae  substantial  liquid  hydrocarbon  availability  per- 
itted  California  to  supply  the  total  higher-valued 
oduet  demand  while,  simultaneously,  aecommodat- 
g  the  substantial  home  and  industrial  heating  de- 
and  with  its  residual  fuels.  After  that  time,  the 
creasing  size  of  the  heating  market  made  it  feasible 
receive  natural  gas  through  long  distance  pipe- 
les.  Pipelines  show  diminishing  per  unit  costs  to 
creasing  pipeline  size.  The  critical  factor  was  a  Cali- 
mia  market  large  enough  to  permit  a  pipeline  to 
ing  Texas  and  Canadian  natural  gas  into  the  Cali- 
mia  market  at  a  price  competitive  with  residual  oil. 
le  advantages  in  using  natural  gas  for  smog  preven- 
m  in  Los  Angeles,  and  cleanliness  for  home  use 
nerally  soon  enabled  this  fuel  to  pre-empt  a  sub- 
intial  portion  of  the  California  home,  commercial, 
d  industrial  heating  market.  This  development 
eated  serious  problems  for  the  local  petroleum  in- 
istry. 

During  this  same  post-1952  period,  substantial  for- 

?n  crude  was  discovered  and  produced.  This  foreign 

Njude  is  generally  of  a  higher  gravity  (quality),  with 

ihigher  yield  of  the  more  valuable  petroleiim  prod- 

•ts,  and  less  costly  to  find,  produce  and  refine.  The 

reign  crude  could  be  brought  into  the  California 

arket  at  up  to  $1.00  per  barrel  less  than  the  wellhead 

:-ice  of  California  crude.  California  refiners  have  at- 

'•mpted  to  crack  their  own  crude  into  larger  gasoline 

iid  distillate  yields,  but  the  higher  cost   of   these 

lacking  operations  have  kept  the  domestic  resource 

i    a   disadvantage    against   the    foreign    and    other 

nited  States  crudes.  As  of  January,  1963,  54  percent 

i'  all  California  crude  produced  was  under  25  degrees 

PI  gravity,^  while  90  percent  of  foreign  imports 

n-e  over  25  degrees  API  gravity. 


A  third  important  development  during  this  period 
concerned  the  costs  of  drilling  and  equipping  wells. 
Aside  from  the  problem  of  quality,  California  crude 
reserves  became  more  difficult  to  obtain,  and  more 
costly  to  maintain. 

A  study  in  the  Oil  and  Gas  Journal,  July  1963,  is 
the  most  recent  material  available  that  presents  a 
rough  comparison  of  the  current  well  costs,  for  Cali- 
fornia and  the  United  States,  with  the  weU  cost  fig- 
ures for  the  1955-1956  period.  "What  is  perhaps  most 
significant  is  that  the  average  cost  per  foot  of  drilling 
in  California  remained  well  above  the  national  aver- 
age of  $12.85.  Furthermore,  these  costs  were  only 
slightly  below  the  1955-1956  cost  per  foot,  while  the 
average  well  depth  had  declined  from  7,909  feet  in 
1956  to  3,900  feet  in  1961.  This  is  a  reduction  of  4,909 
feet,  or  56  percent  of  the  1956  depth.  Despite  this 
drastic  decline  in  well  depth,  average  well  costs  per 
foot  declined  only  by  $1.03,  or  approximately  6  per- 
cent of  the  1956  cost.  The  high  average  cost  per  foot 
in  spite  of  the  very  significant  decline  in  depth  of 
wells  is  generally  attributed  to  the  sharply  increased 
cost  per  foot  of  drilling  offshore  wells  in  California.* 
Further,  illustrating  the  relativelj'  increased  costs  of 
drilling  in  California,  and  a  consequent  decreased  im- 
portance of  drilling  expenditures,  was  the  fact  that 
while  California  had  6.8  percent  of  the  U.  S.  drilling 
expenditures  in  1956,  and  8.7  percent  in  1955,  the 
State  showed  only  5.9  percent  of  U.  S.  drilling  expen- 
ditures in  1961.^ 

The  American  Petroleum  Institute  studies  indicate 
that  California  drilling  has  steadily  declined  since 
1956,  as  follows:  California  average  well  costs  were 
approximately  82  percent  higher  than  average  United 
States  well  costs  for  the  two  year  period  noted.  These 
are  the  latest  data  available.  The  high  cost  per  foot 
drilled  in  California,  higher  than  any  state  except 


onservation   Committee   of  California   Oil   Producers,   op.   cit.. 

Table  18. 


*  Oil  and  Gas  Journal,  July  22,  1963,  p.  27. 
=  Ibid. 


Table  5 

SUMMARY:    ESTIMATED  COSTS  OF  DRILLING  AND 

EQUIPPING   WELLS:    1955-1956,   1961 

(dollars) 

1955                           1956 1961 

Average                                                      Avernijc  Average 

Average         Average        Depth         Average         Average           Depth  Average  Average  Depth 

Cost/Foot     Cost/Well      of  Well      Cost/Foot     Cost/Well        of  Well  Cost/Foot  Cost /Well  of  Well 

AREA                                      ($)                  ($)             (Ft)                 ($)                 ($)               (Ft)  ($)  ($)  (Ft) 

lited  States 11.55            46,500           4,026            12.35            50,200            4,064  12.85  54,500  4,244 

'llifornia 17.71            91,600           5,172            18.40            84,300            7,909  17.37  67,751  3,900 

'Ixas    10.85             46,700            4,304             11.07             47,700             4,310  11.43  52,193  4,566 

'uisiana    20.26           131,600            6,495             21.31           171,200             7,343  21.05  152,805  7,260 

Mahoma  10.04            33,600           3,348            10.50            37,100            3,537  11.75  43,846  3,731 

ansas    7.58            26,900           3,555              7.87            87,500            3,490  7.85  22,136  2,818 

|W  Mexico 14.00             59,300           4,327             14.76             65,600             4,442  13.07  67,784  5,184 

'yoming 15.33            75,200           4,903            16.55            70,600            4,265  12.75  63,045  4,944 

i'lrce:  Figures  for  1955-56  are  from  Joint  Association,  Joint  Association  of  Industry  Drilling  Costs,  1955-1956,  American  Petroleum 
•  Institute,  Midcontinent  Oil  and  Oas  Association,  Independent  Petroleum  Association  of  America.  Figures  tor  1961  are  from  Oil  and 
:    Gas  Journal,  July  22,  1963.  "WeU  Costs  Are  Down  Slightly",  p.  25. 
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Louisiana,  is  explained  by  well  depth,  geologic  struc- 
ture, and  rock  type  in  the  oil  field  formations.  The 
high  drilling,  equipping,  and  secondary  recovery  costs 
in  California,  plus  the  lower  gravity  crudes,  with 
their  accompanying  high  cost  of  refining  and  crack- 
ing, the  loss  of  the  residual  oil  market  to  natural  gas, 
and  the  low  cost-high  gravity  foreign  and  other  United 
States  crudes  all  combine  to  explain  declining  produc- 
tion in  California.  As  these  economic  and  market  pres- 
sures have  been  increasingly  focused  on  California 
crude,  local  production  has  dwindled.  Generally,  the 
wells  have  been  permitted  to  operate  on  a  "decline 
curve"  basis  with  a  continual  substitution  of  inter- 
state and  foreign  crude. 

Some  local  crude  may  be  entirely  shut  in  since  it 
makes  good  business  sense  for  internationally  inte- 
grated companies  to  substitute  a  low  cost-high  quality 
foreign  crude.  The  extent  that  local  production  may 
be  shut  in  depends  on  the  properties  actually  owned 
by  the  companies,  contiguous  field  operations,  land 
lease  arrangements,  and  availability  of  foreign  or  in- 
terdistrict  crude.  An  independent  refiner  without  ac- 
cess to  foreign  or  interdistrict  crude  may  have  no 
alternative  but  to  purchase  California  production. 
Nevertheless,  the  conclusions  are  clear.  Future  Cali- 
fornia production  seems  destined  to  follow  the  decline 
schedule,  with  imports  and  interstate  receipts  filling 
the  demand  deficits.  Any  price  high  enough  to  benefit 
local  crude  would  similarly  benefit  foreign  and  other 
United  States  crude  as  well  as  substitutes,  such  as  the 
Union  Oil  Company 's  potential  oil  shale  operations  in 
Colorado.  Any  consideration  of  taxes  must  be  congni- 
zant  of  this  basic  California  petroleum  situation. 

Conclusions: 

1.  California  liquid  hydrocarbon  production  is  de- 
clining and  California  is  a  deficit  demand  State,  im- 


porting increasingly  large  quantities  of  liquid  hydn 
carbons. 

2.  California  natural  gas  availability  is  apparent! 
stable.  California  is  an  importing  state  obtaining  pre 
ently  around  65  percent  of  its  natural  gas  from  ox 
of  state  sources. 

3.  California  demand  for  both  liquid  hydrocarboi 
and  for  natural  gas  is  steadily  expanding. 

4.  It  appears  therefore  clear  that  any  attempt  1 
impose  severance  taxation  on  either  California  naturj 
gas  production  or  California  liquid  hydrocarbon  pr( 
duction  would  immediately  be  confronted  with  tl: 
need  to  tax  natural  gas  and  liquid  hydrocarbon  Ib 
ports  into  California. 

5.  Any  attempt  to  impose  a  compensatory  tax  o 
natural  gas  imported  into  California  would  undoub 
edly  be  regarded  as  an  increase  in  the  cost  of  servi( 
which  the  Public  Utilities  Commission  would  consid(4 
justification  for  a  price  increase  to  the  Califom: 
consumer.  Thus  the  effect  of  the  severance  taxatio 
of  natural  gas  with  a  compensatory  processing  or  uf 
tax  on  imported  gas  would  be  on  the  consumer  va 
of  the  product,  not  on  the  severance  of  the  commodits 
or  on  the  producer  as  is  intended. 

6.  Under  California  Constitution  Article  XXV 
Section  1(a)  (the  anti-diversionary  clause  relating  i, 
taxes  imposed  upon  the  manufacture,  sale,  distrib^ 
tion,  or  use  of  motor  vehicle  fuel  for  use  in  mott 
vehicles)  it  is  probable  that  the  revenue  from  a  ae 
erance-use  tax  on  petroleum  products  would  be  plact 
in  the  highway  or  motor  vehicle  fund.  Any  attem] 
to  retain  these  revenues  in  the  general  fund  wonl 
undoubtedly  require  a  constitutional  amendment 

7.  A  constitutional  amendment  would  be  require 
if  the  severance  tax  were  to  be  in  lieu  of  other  a 
valorem  assessed  taxes  on  the  property. 


COUNTY  ASSESSMENT  METHODS  FOR  EVALUATING 
PETROLEUM  MINERAL  RIGHTS  IN  CALIFORNIA 


Assessment  of  underground  petroleum  mineral 
rights  involve  the  determination  of  the  quantity  and 
the  quality  of  the  resource.  Production  is  a  usual  but 
not  necessary  prerequisite  to  assessment.  The  quality 
of  the  petroleum  is  directly  ascertainable  by  chemical 
analysis.  The  second  step  is  the  determination  of  the 
quantity  of  the  petroleum  underground. 

Aggregate  reserves  are  the  total  amount  of  crude 
vrithin  the  oil  bearing  formation.  Proved  reserves  are 
known  petroleum  deposits  recoverable  under  present 
operating  and  economic  conditions. 

Primary  recovery  techniques  permit  extraction  of 
approximately  one-third  of  the  aggregate  reserve. 
Primary  recovery  may  be  explained  as  follows.  An 
oil  pool  consists  of  underground  sandstone  or  other 
porous  material  permeated  with  oil  and  usually  under 


pressure  from  natural  gas.  When  an  oil  well  pen 
trates  the  pool,  the  gas  escapes  through  the  structu: 
pushing  the  oil  with  it  to  the  well  where  the  oil  m^ 
be  lifted  via  the  natural  gas  pressure  or  by  pumpin; 
When  a  field  begins  to  lose  production,  additional  c{ 
can  often  be  recovered  by  providing  a  new  well  loci 
tion  in  the  field. 

Once  the  primary  gas  drive  begins  to  fail,  a  ne, 
drive  medium,  such  as  air,  gas  or  water,  may  1' 
injected  into  the  field.  These  secondary  recoveJ 
techniques  permit  added  production  of  up  to  65  pe 
cent  of  the  aggregate  reserves  of  the  field. 

When  assessing  underground  petroleum  miner 
rights,  California  counties  use  variant  forms  of  tf 
methods:  the  decline-curve,  also  called  the  productic 
decline,  method  and  the  volumetric  method.  The  pr 
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action  decline  method  is  based  on  the  known  fact 
lat  oil  fields  or  wells  exhibit  a  diminishing  annual 
reduction  level  over  time  as  the  primary  drive  is 
chausted,  or  as  the  total  recoverable  oil  is  removed. 
his  method  simply  extends  the  production  history 
;  a  well  or  field  to  its  economic  limit,  usually  the 
lancial  break-even  point,  determined  by  prices  and 
«ts  of  production.  This  limit  currently  ranges  from 
to  5  barrels  per  day  depending  on  the  wellhead 
'ice,  the  quality  of  the  crude,  and  production  costs. 
he  estimated  production  from  the  date  of  computa- 
on  to  the  break-even  point  represents  proved  re- 
rves,  and  becomes  the  basis  for  assessment.  The 
coud  or  volumetric  method  is  predicated  on  the 
dor  determination  of  the  proved  reserves  in  place 
trough  the  use  of  available  scientific  measurement 
p  vices. 

i Variations  of  the  production  decline  method  are 
ed  by  most  California  counties  and  by  the  State 
)ard  of  Equalization.  The  basic  premise  of  this 
Ifethod  is  that  all  oil  fields  and  pools  will  exhibit  a 
Itoduction  decline  over  time.  Secondary  recovery 
itehniques  will  modify  but  not  vitiate  the  decline 
iliature. 

;  Assume  that  field  ' '  Wildcat ' '  with  nine  wells  has 
'?monstrated  a  steady  decline  from  1951-1959.  Pro- 
iction  has  dropped  from  1,500,000  barrels  in  1951 
5oO,000  in  1959.  Estimates  of  economic  and  market 
editions  indicate  that  five  barrels  per  day  is  the 
wer  production  limit.  Table  6  indicates  the  exten- 
ou  of  production,  computations  of  reserves,  present 
orth,  assessed  valuation,  and  the  county  rate  levy 
r  the  field. 


Column  1  indicates  the  projected  production  figures 
to  the  economic  limit  of  16,800  barrels  in  1970,  with 
the  column  total  representing  the  proved  reserves  of 
1,504,200  barrels  illustrated  by  the  shaded  area  on 
the  graph.  The  estimated  annual  wellhead  valuation 
is  shown  in  column  2.  Costs,  in  columns  4,  5,  and 
6,  are  deducted  with  a  resultant  operating  net  in- 
come of  $3,652,000  shown  in  column  7.  The  operat- 
ing net  income  in  column  7  is  discounted  at  12  per- 
cent per  year  to  derive  the  present  worth  or  fair- 
market  value,  shown  in  column  8.  Total  assessed 
valuation  has  been  established  at  25  percent  of  fair 
market  value  approximating  present  county  prac- 
tices. The  tax  rate  of  $5.00  per  $100  assessed  valua- 
tion approximates  the  average  for  counties  in  the 
State. 

The  volumetric  method  represents  a  different  ap- 
proach to  the  problem  of  assessing  crude  reserves. 
The  first  step  establishes  the  estimated  proved  re- 
serves available,  i.e.,  recoverable  under  present  eco- 
nomic and  operating  conditions,  using  existing  meas- 
ui-ement  techniques.  With  the  quantity  of  proved  re- 
serves underground  determined,  the  next  step  is  to 
establish  the  price  or  net  worth  factor  which  is  the 
previous  year's  weighted  average  wellhead  posted 
price  minus  applicable  lifting  costs.  Normal  direct 
lifting  costs  include  field  wages,  local  and  ad  valorem 
taxes,  direct  maintenance,  and  other  field  costs.  Some 
counties  include  depletion  and  depreciation  allow- 
ances as  well  as  secondary  recovery  co.sts.  The  price 
minus  cost  figure  times  the  proved  reserves  is  the 
value  of  the  crude  proved  reserves  in  place.  The  value 
of  the  crude  in  place  is  discounted  by  a  factor  rang- 


Table  6 

"WILDCAT   FIELD,"  "Y"  COUNTY,  ASSESSED  VALUATION 

MARCH,  1959 

(dollars) 

1  2  S  4  5  6 


Production 

Har  (Barrels) 

432,000 

II 312,000 

!2 222,000 

160,800 

117,600 

84,000 

60,000 

J87 44,400 

31,800 

22,800 

HO 16,800 


Value  at 

$3.0S/bbl 

$1,331,000 

061,000 

684,000 

495,000 

362,000 

259,000 

185,000 

137,000 

98,000 

70,000 

52,000 


Wells 

9 
10 
11 
12 
12 
12 
11 
10 

9 

9 

9 


Costs 
$54,000 
60,000 
66,000 
72,000 
72,000 
72,000 
53,000 
48,000 
44,000 
38,000 
35,000 


Property 

Taxes 

$27,000 

27,000 

25,000 

20,000 

15,000 

10,000 

8,000 

6,000 

4,000 

1,000 

-0- 


D  rilling 
Costs 

$75,000 
75,000 
75,000 


Operating 

Net  Income 

$1,250,000 

799,000 

518,000 

328,000 

275.000 

177,000 

124,000 

83,000 

50,000 

31,000 

17,000 

$3,652,000 


8 

Operating 

Net  Income 

discounted 

at  12%/year 

$1,116,000 

637,000 

369,000 

209,000 

156,000 

88,000 

56,000 

34,000 

18,000 

10,000 

5,000 


1,504,200  $3,652,000  $2,698,000 

Fair  Market  Value $2,698,000 

Assessed  Valuation $674,500 

County    tax    rate .05 

County  tax  revenue $33,025  ' 

'tes:  1  If  the  field  were  on  Federal  land  the  county  tax  revenue  would  be  modified  to  exempt  the  appropriate  royalty  portion, 
jrce  :  State  of  California,  Department  of  Finance,  Budget  Division.  California  Severance  Taxation,  March,  1961,  p.  16. 
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Source:   State   of  California,  Department  of  Finance,  op.  cil.,  p.   17 
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lag  from  S  to  12  percent  to  determine  present  worth 
Dr  fair  market  value.  The  assessed  valuation  is  then 
established  at  approximately  25  percent  of  the  fair 
market  value  and  the  eouutj-  tax  rate  of  $100  assessed 
valuation  is  levied.  An  illustration  may  clarify  this 
method. 

Assume  that  a  county  establishes  crude  proved  re- 
serves of  6,000,000  barrels  using  the  underground 
measurement  techniques  available.  The  previous  year 's 
weighted  average  wellhead  price  is  $2.80,  and  appli- 
3able  costs  are  $1.40  per  barrel  leaving  a  price  minus 
eost  figure  of  $1.40.  The  net  worth  of  the  barrels  in 
place  is  6,000,000  times  $1.40  or  $8,400,000.  This  net 
worth  of  petroleum  in  place  is  discounted  at  10  per- 
!;ent  to  determine  a  fair  market  value  of  approxi- 
matelj'  $5,500,000.  Assuming  a  factor  of  25  percent 
for  assessed  value,  and  a  county  rate  of  5  percent, 
the  assessed  valuation  and  county  revenue  would 
be  $1,375,000  and  $68,750,  respectively. 

These  methods  are  two  step  operations  involving 
determination  of  a  proved  reserve  fair  market  value 
figure,  and  the  determination  of  assessed  valuation 
against  which  the  tax  rate  may  be  levied.^  There  is  no 
uniformity  among  California  counties  as  to  assess- 
ment methods  used,  discount  factors  applied  (with 
the  8-12  percent  range  noted),  determination  of  as- 
sessed valuation,  or  tax  rates  levied. 


Any  oil  properties  located  on  government  land 
would  be  exempt  from  ad  valorem  assessment  and  tax- 
ation. Where  such  land  is  leased  for  development,  the 
portion  of  the  land  representing  the  government  own- 
ership equity  in  the  production  is  exempt.  The  one- 
eighth  royalty  is  a  fair  approximation  of  the  leased- 
operation  exemption  for  government  lands. 

One  of  the  strong  arguments  for  an  in  lieu  sever- 
ance tax — in  lieu  of  local  government  ad  valorem  as- 
sessments ''  —  is  associated  with  county  petroleum 
assessment  records  as  indicated  on  Table  7.  In  1957 
assessed  valuation  was  80.6  percent  of  the  value  of 
petroleum  mineral  right  production.  By  1959  the 
ratio  of  assessed  value  to  annual  production  value 
was  97.5  for  the  oil  counties  noted,  with  variations 
shown  for  the  individual  counties.  By  1962,  the  ratio 
of  assessed  value  to  annual  production  value  had  de- 
creased to  79.2  percent.  This  means  that  the  assessed 
value  of  mineral  rights  in  place  was  only  about  80 
percent  of  the  annual  value  of  production. 

An  important  point  noted  by  the  table,  for  the  ma- 
jor oil  counties  shown,  is  that  there  is  no  uniformity 
of  treatment  among  the  counties.  The  second  impor- 
tant point  is  that  the  typical  production  decline  curve 
type  assessment  methods  used  by  the  counties  gener- 
allj'  result  in  an  assessed  value  of  mineral  rights  in 
place  that  is  approximately  80  percent  of  the  annual 
production.  This  is  obviously  impossible. 


TAXATION  OF  CALIFORNIA  PETROLEUM  MINERAL  RIGHTS 


introduction: 

Since  California  counties  now  tax  petroleum  min- 
eral rights  on  an  ad  valorem  basis,  any  real  discus- 
sion of  severance  taxation  must  involve  either  addi- 
tional taxation,  a  modification  of  the  existing  tax 
process,  or  both.  Economic  justification  for  severance 
taxation  must  be  based  on  one  of  the  following  issues. 

:    A.  Petroleum  mineral  rights  are  now  under-taxed. 

I  Either  the  petroleum  mineral  rights  are  not  as- 

sessed equitably  with  other  property  in  the 
State,  or  the  computation  of  the  fair  market 
value  of  the  property  is  inadequate. 

B.  The  second  basis  for  additional  taxation  would 
be  that  petroleum  mineral  rights  have  a  superior 

i  taxpaying  ability.  Regardless  of  equity  of  tax- 
ation within  the  State,  petroleum  mineral  rights 
may  have  a  superior  competitive  position  rela- 
tive to  competition. 

C.  The  third  basis  for  additional  taxation  would 
be   that  these   petroleum  mineral   rights   may 

■'■Variations  in  the  production  decline  method  are  characterized 
I        variously  as  capitalization  methods.  These  methods  usually 
'        multiply  the  previous  year's  weighted  average  net  value  of 
production  by  a  factor  ranging  from   3-4    (years)    to  deter- 
mine   the    fair    market    value    figure.    Counties    using    this 
method  then  reduce  the  fair  market  value  to  the  assessed 
value  figure,  which  is  25  percent  of  the  former,  it  is  empha- 
;        sized  that  the  general  statement  is  adequate  but  that  county 
practice  varies  widely. 


have   a  superior  taxpaying  obligation  because 
they  are  depleting  resources. 

Analysis  of  California  County  Practices  in  Evaluating  and 
Assessing  Petroleum  Mineral  Rights: 

How  effective  is  the  assessment  of  petroleum  min- 
eral rights  in  California?  How  accurately  are  the 
proved  reserves  evaluated  and  assessed  over  time? 
How  equitably  are  California  petroleum  mineral 
rights  assessed  relative  to  other  California  property? 

Computations  of  proved  reserves  are  used  as  the 
basis  for  county  assessed  valuation  of  petroleum  min- 
eral rights,  for  the  State  inter-countj-  tax  equalization, 
and  for  petroleum-finding  cost  determination  by  the 
industry.  These  computations  are  usually  made  by 
petroleum  engineers.  The  methods  available  for  deter- 
mining the  size  and  characteristics  of  the  underground 
reserves  are  largely  dependent  upon  the  location  and 
characteristics  of  the  related  wells  within  a  field  or 
pool.  As  a  result,  the  available  data  present  a  spotty 
picture  of  the  oil  unit  area.  This,  plus  the  character- 
istic of  well  measurement  data  available,  results  in 
substantial  discounts  for  risk.  The  problems  lie  in  the 
underground  character  of  the  reserve,  measurement 
techniques,   and  reliance   on  the  ad   valorem   assess- 

'  An  in  lieu  severance  tax  may  be  imposed  and  operated  on  a 
county  basis  as  well  as  on  a  state  basis. 
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Table  7 
CALIFORNIA  COUNTIES  PRODUCT  AND  ASSESSED  VALUATION 


(dollars  in  thousands) 


105' 


1958 


1959 


Prod. 

Fresno 127,815 

Kern 315,811 

Kings 9.240 

Los  Angeles 293,9.'50 

Orange 137,161 

San  Luis  Obispo 7,952 

Santa  Barbara 96,034 

Ventnra 203,578 


A.V. 

131,397 

275,118 

24,775 

181,873 

104,347 

3.500 

72,9.38 

169,727 


Ratio 
A.r.toP.% 


102.4 
87.1 

268.1 
61.9 
76.7 
44.0 
76.0 
83.4 


Total 


1,191,541         960,195        80.6 


subtotal    3,062,149,000 

add:  production,   1941-1962 6,744,485,000 


Original-probable-proved-reserres 

in  place,  Jan.  1,  1941 9,806,6.34.000  barrels 


Prod. 

108.314 

277,040 

8.295 

262,445 

126..523 

6,391 

80,909 

177,521 


A.r. 
135,046  ' 
186.923 

19.677 

1.59,.561 

107,093 

3,311 

73,985 
174,742 


Ratio 
AT.  to  P.cfc 


124.7 
104.2 
237.2 
60.8 
84.6 
51.8 
91.4 
9S.4 


Prod. 

87.386 

2S7,.30S 

7,074 

210.638 

103303 

6,0S3 

68,072 

146..536 


A.r.  A 


I* alio 

.V.  to  P.% 


124.900 
260.975 

16.906 
161.695 

95,942 
2  ''22 

66i223 
164,481 


142.9 
90.8 

239.0 
76.8 
92.9 
36.5 
97.3 

112.2 


1,048,338        960,338        91.6 


ments  for  the  propertv  involved.  Examination  of 
monograph  and  text  materials,  inters'iews  with  the 
county  and  State  assessors,  and  discussions  with  in- 
dustry spokesmen  have  indicated  that  the  methods 
used  in  calculating  proved  reserves,  for  government 
and  industry  uses,  and  for  calculating  assessed  valua- 
tion are  sufBciently  similar  to  permit  the  following 
discussion  and  conclusions. 

The  first  point  is  developed  using  Table  8,  below, 
which  shows  California  proved  reserves,  discoveries, 
extensions  of  reserves,  and  production  1941  to  1962. 
Since  1941,  the  annual  extension  and  revision  figures 
have  been  approximately  equal  to  production.  Essen- 
tially, each  year's  production  has  been  from  non- 
assessed  crude  reserves.  From  1941  to  1962,  produc- 
tion aggregated  6,744,48-5,000  barrels,  and  ending  re- 
serves were  estimated  at  3,614,729,000  of  crude  in 
place.  Assuming  the  ending  reserve  figure  to  be  cor- 
rect, which  it  probably  is  not.  the  original-probable- 
proved-reserves  in  place  would  have  been  9,385,221,- 
000  on  Januarj-  1,  1941,  which  would  then  have  been 
the  basis  for  assessed  valuation. 

Ending  Reserve,  January,  1962__  3,614,729,000  barrels 
Jess:  new  discoveries 552,580,000 


The  1962  ending  reserve  figure  is  probably  under- 
stated as  much  as  was  the  1941  figure.  The  present 
techniques  of  assessing  petroleum  mineral  rights  have 
resulted  in  significant  windfall  gains  to  the  petroleum 
owners. 

Counties  are  not  only  discriminating  against  their 
own  production  because  of  unequal  State  tax  burden 
on  petroleum  liquid  hydrocarbons  utilized  in  the 
State,  but  the  counties  are  also  failing  to  aecurately 
assess  existing  petroleum  mineral  rights. 

The  problem  of  more  accurate  assessment  of  petro- 
leum mineral  rights  cotdd  be  solved  bv  anv  of  three 


916,400        893344        97,5    . 

t 

proposals.  First,  use  a  severance  tax  in  lieu  of  lo€i 

government  ad  valorem  property  assessments  of  petro 
leum  mineral  rights,  as  is  done  in  the  major  oil  pro 
ducing  states  of  Louisiana  and  Oklahoma.  Second,  x» 
a  severance  tax  in  addition  to  existing  ad  valoroi 
assessments  of  petroleum  mineral  rights  as  do  th" 
major  oil  states  of  Texas,  Wyoming,  and  New  Mexicofl 
Third,  use  some  evaluation  method  permitting  ini 
tially -accurate  estimates  of  final  proved  reserves,  here 
after  called  the  final-probable-reserve  method. 

The  first  proposal,  above,  is  equivalent  to  a  five  per 
cent  severance-processing  tax  on  wellhead  value  pe 
barrel.  This  proposal  would  completely  equalize  th< 
State  tax  burden  on  aU  crude  utilized  in  Californii 
as  well  as  permit  accurate  tax  levies  on  production  o; 
receipt  into  the  State.  The  second  proposal,  above,  i: 
equivalent  to  retaining  the  present  ad  valorem  systen 
of  assessing  petroleum  mineral  rights  but  adding  th( 
two  percent  severance-processing  tax.  State  practict 
for  the  major  oil  producing  states  is  shown  below.  Out 
of  the  most  important  reasons  why  the  major  oil  pi^l 
ducing  states  have  almost  unanimously  adopted  sever » 
ance  taxation  is  in  the  basic  accuracy  of  the  severancti. 
tax  imposition  as  contrasted  with  the  inaccuracy  of  thtj 
ad  valorem  assessment  of  petroleum  mineral  rights.     I 

The  third  proposal,  above,  is  the  equivalent  of  J" 
method  which  would  permit  reasonably  accurate  ini 
tial  estimates  of  final-probable-reserves,  which  woulc 
be  integrated  into  existing  county  assessment  prac  i 
tices.  The  petroleum  industry  has  long  needed  a  me| 
thod  of  accurately  determining  finding-costs  per  barl 
rel  of  crude.*  Since  the  exploration,  development,  am 
operating    cost    expenditures   could    be  isolated,   th(l<s 
problem  was  to  relate  them  to  the  proper  number  o:l* 
barrels.  Three  groups  of  figures  were  available:  num 
ber  of  barrels  produced,  number  of  barrels  added  t( 
reserves,  and  number  of  barrels  found.  R.  E.  MegU 
argued  that  the  relation  of  finding-costs  to  productioi 
was  meaningless  unless  the  company  was  just  replac 
ing  current  production  with  current  expenditures  ii 


'The  Petroleum  industry  has  been  cognizant  of  the  problem  c 
accurate  statement  of  finding-costs  per  barrel  of  petroleun 
actually  found.  A  workable  solution  to  this  problem  wai 
developed  :  J.  R.  Arrington.  "Predicting  Size  of  Discoveries— 
Kev  to  Evaluating  Exploration  Programs,".  Oil  and  Goi 
Journal,  Volume  No.  5S,  No.  9.  130.  February  29,  1960. 
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Table  7 — Continued 
CALIFORNIA  COUNTIES  PRODUCT  AND  ASSESSED  VALUATION 

(dollars  in  thousands) 

1960                                                       1961  1962 

Ratio                                                         Ratio  Ratio 

Prod.                  A.V.    A.V.  to  P.%           Prod.               .A.V.    A.V.  to  P.%        Prod.  A.T.  A.V.  to  P.% 

Fresno 84,996         115.099       135.4                  83,041         10ti,047       127.7  79,464           94,000       118.3 

Kern    283,618         2G0.:!.-'.0         91.8                279,545         245,722         87.9  276,835         235,672         85.1 

Kings 7,419           l.J,!).->7       215.3                    9,036           15,312       169.5  7,283           13,691       188.0 

Los  Angeles 209,263         145.000         69.3                212,035         138,000         65.1  233,052         135,958         58.3 

Orange     97,815           80,441         82.2                  96,024           73,451       130.7  95,747           64,486         67.4 

San  Luis  Obispo 4,476             1,800         40.2                    4,030             1,300         32.3  3,831             1,250         32.6 

Santa  Barbara 68,846           58,278         84.6                  69,723           56,643         81.2  78,951           51,475         65.2 

Ventura 144,6.36         145,768       100.8                135,624         125,454         92.5  124,031         115,906         93.5 

Total    901,069        822,673         91.3                889,058         761,929         85.7  899,194         712,498         79.2 

Source :    A.    V.    Statistics    computed   from    county    and    SEE    statistics,    Product    from    State    Division    of    Mines    and    Geology    reports 
(computed). 

Table  8 

CALIFORNIA  PROVED   RESERVES,  PRODUCTION   ANNUAL  CHANGES 

(barrels  in  thousands) 


Year 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 


Votes  :  ^  Includes  Condensate. 

-ource  :  Tiiis  table  is  a  partial  reproduction  of,  and  computation  from  :  Conservation  Committee  of  California,  Annual  Review  of  Cali- 
fornia Crude  Oil  Productioii,  Los  Angeles,  California.  1962,  Table  XI.  These  figures  represent  a  portion  of  Table  XI,  totals  are 
computed  for  this  study.  Figures  cited  are  as  reported  by  the  American  Petroleum  Institute.  Permission  to  reproduce  this  table 
was  granted  by  a  letter  from  Mr.  Wardner,  Conservation  Committee  of  California  Oil  Producers,  Nov.  16,  1960. 


Estimated 

Extensions 

% 

Reserves: 

New 

and 

of 

January  1 

Discoveries 

Revisions 

Production 

Ch  ange 

V.8. 

3,291,382  1 

18,750 

243,278 

230,263 

+31,765 

16.8 

3,323,147  1 

5,195 

115,830 

248,326 

—127,301 

15.9 

3,195,846  > 

16,170 

408,993 

284,186 

+  140,977 

16.6 

3,330,823  ^ 

76,925 

242,575 

311,771 

+  7,729 

16.4 

3,344,5.52  > 

63,254 

328,586 

326,444 

+05,396 

16.4 

3,318,006 

13,876 

276,787 

315,178 

—24,515 

15.8 

3,293,491 

13,355 

321,281 

333,164 

+1,472 

15.3 

3,294,963 

58,075 

750,614 

340,069 

+468,620 

16.2 

3,763,583 

66,195 

225,915 

332,942 

+59,168 

15.5 

3,822,731 

10,745 

227,673 

327,607 

—80,189 

14.8 

3,733,562 

7,159 

374,710 

3.54,561 

+27,308 

13.7 

3,700,870 

43,542 

409,209 

359,450 

+93,301 

13.8 

3,8.54,171 

20,802 

409,491 

365,085 

+65,208 

13.5 

3,919,379 

26,345 

298,729 

355,905 

—30,791 

13.2 

3,888,588 

29,608 

237,964 

354,812 

—87,180 

12.7 

3,801,408 

18,903 

301,800 

350,754 

—30,051 

12.4 

3,771,357 

15,000 

312,412 

339,075 

—11,603 

12.4 

3,759,754 

15,569 

404,0S9 

313,072 

+106,676 

12.7 

3,806,430 

8,080 

195,155 

307,158 

—103,923 

11.8 

3,702,.507 

11.6 

3,658,542 

20.800 

233,850 

298.523 

^3,813 

11.4 

3,614,729 

4,052 

325,233 

295,580 

—33,705 

11.6 

552,580 

6,644,774 

6,744,485 

+494,549 

310.5 

Table  9 
JSTATE  TAXATION   OF   LIQUID   HYDROCARBONS,   1959 


Texas    

OS.'?, 840,000 

y,.s 

No 

>ouisiana 

354,011,000 

Yes 

Yes 

.'alifornia 

307,327.000 

No 

Oklahoma 

190,847,000 

Yes 

Yes 

iVyoming 

125,908,000 

Yes 

No 

\ansas   

119,514,(K)0 

Passed  Leg 

islature 

Courts  Denied 

\"iw    Mexico 

105,092,000 

Yes 

No 

I    Subtotal   ___2,193,799,000 

, Percent  of  U.S 85.2% 

;U.S.  Total  -__2,574,.590,000 

Source:  State  of  California,  Department  of  Finance,  op.  Cit.,x>.  31. 

^qnal  ratio. ^  Additions  to  reserves  are  primarily  ex- 
I'lisions  and  revisions  of  previous  reserve  estimates 

2— L,-1268 


for  existing  fields  rather  than  new  discoveries.  The 
primary  reason  why  finding-costs  are  not  related  to 
barrels  found  is  that : 

.  .  .  the  quantity  of  barrels  found  is  not  immedi- 
ately known.  Although  the  initial  estimate  of 
resei'ves  is  based  on  the  best  information  avail- 
able, it  is  usually  substantially  smaller  (on  the 
average)  than  the  final  estimate.  Thus  any  find- 
iug-co.st  per  barrel  based  on  initial  estimates 
would  be  unreasonably  high. 

Anticipating  a  point  which  will  be  clarified  later, 
anv    assessed    valuation    on    newlv    found    reserves 


»R.  E.  Megill,  op.  cit.  (no  page  numbering). 
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Table  10 

CALIFORNIA   COUNTIES,   PETROLEUM    AND    NATURAL  GAS 

ASSESSED   VALUATION,   FAIR    MARKET  VALUE 

1959-1960 

(dollars  in  thousands) 


County 

Fresno 

Kern 

Kings  _     

Los  Angeles 

Monterey 

Orange 

Sacramento 

San  Benito 

San  Luis  Obispo- 
Santa  Barbara—. 

Solano 

Ventura 


/ 

0 

.1 

Patio: 

5 
Ratio: 

Total  Pptroleum 

State  Board 

Rafin: 

Asspx-ieil  Value  to 

Atmexscii  Value  to 

liiqhtx: 

Equalization 

A  sxpsspil 

Full  Canh  Value: 

Full  Cash  Value: 

A HHessed 

Fair  Market 

Valuatiou  to 

Other 

All 

Valuation 

Value 

FM.V.,  % 

Cty.  Property  *  % 

Cty 

Property  '  % 

124,967 

338,024 

36.9 

1S.7 

21.3 

25.5,982 

707,720 

36.1 

19.1 

24.0 

17,007 

71,720 

23.8 

26.1 

25.7 

141,695 

504,613 

28.1 

23.4 

23.5 

9,586 

31,002 

30.9 

25.1 

25.3 

95,942 

243,508 

39.4 

21.2 

22  2 

14,605 

57,207 

25.5 

22.2 

22.3 

883 

3,071 

28.7 

25.8 

25.9 

2,222 

10,234 

21.7 

18.6 

18.7 

66,256 

260,747 

25.4 

19.1 

20.3 

10,738 

42,061 

25.5 

23.2 

23.4 

164,481 

450,387 

36.5 
33.2" 

20.2 
22.7 » 

24.8 

904,364 

2,719,822 

2.3.2 ' 

California  Total 

Notes-  » Ratio:  Assessed  value  to  full  cash  value    (equivalent  to  fair  niiirket  value)   of  all  locally  assessed  tangit-Ie  property  net  of 

P'^'^.°4'L"t^.'^"|I™d' value ^f  (equivalent  to  fair  market  value)  of  all  locally  assessed  tangible  property  (including 

petroleum 'minera"]  rights).  Ratio  published  as  a  public  document  by  State  Board   of   Kqualization.  Assessed  valuaUon   and   Full 
Cash  Value  figures  computed. 

» Weighted  average.  .  ,, 

Source:  State  of  California,  Department  of  Finance,  op.  cit.,  p.  34. 

would  be  unreasonably  small  relative  to  the  final- 
probable-reserves  (on  the  average)  actually  available. 

Arrington  concluded  that  the  industry  needed  a 
system  which  would  isolate  reserve  estimates,  group- 
ing them  by  year  of  discovery;  allocate  subsequent 
reserve  changes  back  to  the  year  of  discovery;  and 
adjust  current  estimates  for  future  revisions. 

Arrington  has  developed  data  for  the  Carter  Oper- 
ations in  the  mid-continent  area  showing  the  normal 
extensions  of  proved  reserve  figures  over  time  as 
more  accurate  data  are  provided.  The  initial  estimate 
of  reser^^es  is  multiplied  by  a  factor  representing 
normal,  regional,  proved  reserve  extensions.  The  final- 
probable-reserve  estimate  thus  developed  represents  a 
reasonably  accurate  estimate  of  the  fiual-proved-re- 
serves  of' the  field.  The  final-probable-reserve  factor 
■was  3.540  in  the  initial  year,  2.950  at  the  end  of  the 
first  year,  and  1.000  at  the  30th  year.  Assume  a  field  is 
discovered  and  initially  estimated  at  1.000,000  bar- 
rels of  crude,  proved  reserves.  This  would  be  multi- 
plied by  the  factor  3.540  to  determine  the  estimate 
of  the  final-probable-proved  reserve  figure  which 
would  be  3,540,000  barrels.  As  the  actual  field  history 
developed,  the  current  annual  proved  reserve  esti- 
mate plus  all  production  to  date  would  approach  the 
final-probable-estimate.  Use  of  this  method  would 
provide  the  oil  company  with  an  initially  accurate 
estimate  of  finding-costs  per  barrel  of  oil  actually 
found.io 

The  final  question  concerns  the  relationship  be- 
tween assesseci  value  and  fair  market  value  for  pe- 

"  Arrfngton.  op.  cit. 


troleum  mineral  rights  and  other  county  assessed 
properties.  Accepting  the  noted  deficiencies  in  local 
government  assessment  of  petroleum  mineral  rights, 
oil  properties  are  presently  assessed  at  a  higher  per- 
centage of  fair  market  value  than  are  other  county- 
assessed  tangible  properties.  Table  10  relates  mineral 
property  assessments  to  fair  market  value,  and  other 
propertj^  assessed  valuation  to  fair  market  value  fig- 
ures. Comparison  of  columns  3  and  4  indicates  that  in 
all  instances  counties  assess  petroleum  mineral  rights 
at  a  higher  percent  of  fair  market  value  than  they 
value  other  county-assessed  tangible  property. 

There  are  three  important  conclusions  from  the  dis- 
cussion in  this  chapter.  First,  crude  proved  reserves 
are  under-valued  and  under-assessed  relative  to  ac 
tual  reserves  in  place  recoverable  under  current  eco 
nomic  and  operating  conditions.  The  basic  errors  lie 
in  the  nature  of  assessment  of  an  underground  prop 
erty  that  is  not  directly  observable  or  measurable  and 
is  not  susceptible  to  accurate  initial  estimate.  Never- 
theless, prior  unassessed  but  subsequently  acknowl- 
edged reserves  are  not  assessed,  hence  not  taxed,  fot 
years  prior  to  acknowledgment.  The  result  is  a  large 
tax  loss  to  counties  and  a  windfall  gain  to  petroleum 
owners. 

The  second  conclusion  is  that  there  are  certain 
remedies  available  that  could  offset  the  problems  of 
accurately  assessing  underground  minerals.  Severance 
taxation  could  be  substituted  for  the  ad  valorem  as 
sessment.  Severance  taxation  could  be  added  to  the 
existing  ad  valorem  assessments  to  partially  offset  the 
inherent  difficulties  in  evaluating  underground  min- 
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eials.  Or  a  method  is  available  which  would  permit 
initially  accurate  estimates  of  final-probable-reserves 
in  place  which  would  then  form  the  basis  for  assessing 
petroleum  mineral  rights. 

The  third  conclusion  is  that,  given  the  existing 
evaluation  and  assessment  techniques,  petroleum  min- 
eral rights  are  assessed  at  a  higher  percentage  of  fair 
market  value  than  other  county-assessed  tangible 
property.  Oil  properties  are,  after  all,  purchased  and 
sold  on  this  basis.  Present  methods  of  determining 
assessed  valuation  result  in  assessments  of  approx- 
imately 33.2  percent  of  fair  market  value  of  currently 
estimated  reserves  in  place.  If  county  assessments 
were  related  to  final-probable-reserves  in  place,  cur- 
rent assessed  valuation  figures  would  be  approximately 
9  percent  of  that  fair  market  value  figure. 

These  conclusions  are  important  in  understanding 
deficiencies  in  existing  methods  of  taxing  petroleum 
1  mineral  rights   in   California   and   in   understanding 
,  -vfhy  most  other  major  oil  pi-oducing  states  rely  totally 
or  partiall.y  on  severance  taxation  of  petroleum  min- 
eral rights. 

Jusfificafion  for  Additional  Taxaiion  of  the 
Crude  Pefroleum  Industry: 

Justification  for  additional  taxation  must  be  based 
on  the  competitive  position  of  the  California  crude 
lietroleum  production  industry.  Eegardless  of  the 
eijuity  of  taxation  within  the  State,  California  petro- 
Irimi  may  have  a  competitive  advantage  or  disad- 
vantage relative  to  other  crudes.  The  ensuing  discus- 
sion draws  heavily  on  the  conclusions  noted  above. 

Crude  petroleum  is  a  depleting  resource.  Crude  sold 
tiiday  is  usuallj^  crude  that  was  discovered  in  tlie  past 
and  left  underground  until  needed.  This  point  was 
developed  in  an  article  in  Forbes  magazine,  July  1, 
1959."  The  article  posed  the  question:  Where  is  the 
profit  in  crude?  It  argued  that  the  profit  lay  in 
the  difference  between  the  current  posted  price  and 
the  actual  finding-cost  ^^  of  the  crude  sold,  not  in  the 
difference  between  the  current  posted  price  and  the 
cost  of  finding  new  crude." 

'^Forbes.  "The  Oreat  Petroleum  Revolution",  Vol.  S4,  No  1  Julv 
1,  1U5'J,  p    12.  ■  .         y 

^  Finding  co.st  as  used  here  refers  to  the  relationship  between 
exploration,  development  and  operating  cost  expenditures  and 
number  of  barrels  produced  or  initially  found,  not  finding 
expenditures  related  to  flnal-probable-proved-reserves  actu- 
ally found. 

'"Forbes,  .July.  1959:  p.  12:  — With  profits  of  $658,000,000  in  the 
fir.'-t  quarter  of  1959,  the  oil  imUustry  remained  the  single 
most  profitable  business  in  the  U.  S.  But  more  than  one 
intelligent  oilman  found  himself  wondering  whether  profits 
were  really  what  they  seemed.  Most  outspoken  was  John  W. 
Brice.  President  of  Jersey  Standard's  Carter  Subsidiary.  'Our 
profits  in  195S',  said  he,  'are  largely  from  the  sale  of  lower 
cost  crude  oil  found  years  ago — there  is  little  if  anv  profit 
at  today's  crude  prices  in  reserves  found  currently.'  .".  .  'It's 
quite  true,'  says  Albert  Nickerson,  President  "of  Soconv 
Mobil,  'the  dome.-itic  industry  is  barely  covering  its  replace- 
ment costs  at  today's  prices  and  will  continue  to  have  that 
problem   until   prices  go   up   again.' 

The  economies  were  simple  enough.  It  now  costs  an 
average  of  $1.35  to  find  and  develop  a  barrel  of  oil  in  the 
U.  S.,  and  some  oil,  of  course,  costs  much  more.  When 
pumped  up,  that  oil  brings  roughly  $3.00  in  the  market 
place.  What  with  the  cost  of  pumping  it  up,  it  is  obvious 
that  there  is  little,  if  any,  profit  left  over  for  replacing  that 
barrel.  Only  when  current  production  was  from  fields  devel- 
oped in  lower-cost  days  could  there  be  a  certainty  of  profit. 
See  also  footnote  12,  above. 


Excessively  high  finding-costs  in  any  region  would 
probably  inhibit  exploration.  The  region  would  pro- 
duce its  existing  known  reserves  and  import  any 
deficit  from  other  producing  areas.  Hence,  high  find- 
ing-costs would  not  eliminate  any  profit  in  crude  pro- 
duction per  barrel  produced,  but  would  shift  crude 
purchases  to  areas  where  production  would  show  a 
good  profit  margin  at  current  posted  prices.  Crude 
produced  in  a  region  of  declining  production  and  high 
present  finding-costs  would  continue  to  show  a  high 
profit  margin  even  at  relatively  low  posted  price.  A 
high  profit  margin  on  crude  is  characteristic  of  areas 
where  the  crude  petroleum  industry  is  declining  or 
depressed. 

Assuming  that  average  finding-costs  (net  of  direct 
lifting  costs)  for  California  were  $.35  per  barrel 
prior  to  1940,  this  crude  would  show  a  significant  mar- 
gin when  sold  at  current  posted  prices  of  approxi- 
mately $2.55  per  barrel.  Even  during  periods  of  exces- 
sive crude  production  and  low  prices,"  the  margin 
between  posted  prices  and  finding  plus  lifting  costs 
could  be  sufficient  to  encourage  some  continued  pro- 
duction, although  the  high  cost,  low  gravity  wells 
would  be  shut  in. 

Exploration  and  development  costs  in  foreign 
countries  are  low  enough  to  encourage  production 
even  at  low  world  posted  prices.  Examples  of  explora- 
tion and  development  costs  were  noted  in  the  Forbes 
article : 

Canada    $.54  per  li.-irrol 

Africa    .39 

Venezuela    .24 

Middle  East   .01 

Present  day  posted  prices  range  from  approximately 
$1.59  per  barrel  in  Kuwait  to  a  high  of  approximately 
$3.31  in  California  and  elsewhere. ^^  The  conclusion  is 
that  when  actual  finding-costs  for  liquid  hydrocar- 
bons are  related  to  current  posted  prices,  there  are 
u.sually  significant  profits  in  crude  operations. 

California  crude  with  a  finding-cost  of  $.25  to  $.45 
per  barrel  in  the  1930 's  shows  remarkable  profits 
when  sold  in  the  1950 's  and  1960 's.  The  point  dis- 
cussed above  may  be  stated  as  follows.  As  the  crude 
price  in  California  falls,  and  as  California  crude 
comes  into  continual  competition  with  the  relatively 
higher  gravity  and  lower  priced  foreign  crudes,  Cali- 
fornia production  tends  to  decline.  As  California 
production  declines  the  high  gravity,  lower  priced 
foreign  crude  is  substituted  for  California  crude. 
Further,  the  obvious  California  crude  that  is  shut-in 
first  is  the  high  cost  and  low  gravity  crude  often 
termed  stripper  wells.  Compounded  with  this  is  the 
California  problem  of  high  finding,  drilling,  and  ex- 
ploration costs. 

1' Fox,  op.  cit.,  p.  11. 

"^  Oil  and  Gas  Journal,  Feb.  27,  1961,  p.  173.  31,0-31.9  gravity 
crude  f.o.b.  Kuwait,  $1.59  per  barrel.  California  wellhead 
price  31.0-31.  gravity  crude  was  $3.00,  and  37.0-37.9  gravity 
crude  was  $3.31. 
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The  overall  effect  of  these  complications,  from  an 
economic  point  of  view  is :  cessation  of  production  of 
high  cost  low  quality  California  crude;  cessation  of 
new  exploration  and  drilling  in  California ;  importa- 
tion of  foreign  crudes  to  satisfy  the  domestic  market. 
The  result,  however,  is  that  the  crude  in  California 
that  continues  to  be  produced  -n-ill  show  a  high  profit 
margin.  In  fact,  as  California  crude  is  continually 
shut-in,  and  as  new  exploration  and  development  is 
cut  down,  the  margin  per  barrel  of  oil  produced  in 
California  mil  increase. 

The  relevant  question  now  concerns  the  actual  mar- 
gin on  crude  in  California  and  the  relation  between 
the  margin  on  California  crude  and  the  margin  on 
United  States  crude.^" 

During  the  period  1929-1941.  California  cnide  had 
a  substantial  economic  margin  on  the  average,  over 
United  States  crude  as  illustrated  in  Table  11. 

Table  11 

CALIFORNIA   AND    UNITED   STATES 
MARGIN   PER  BARREL  OF  CRUDE 

CaUfornia  United  States  California 

Year  Margin /Barrel     Margin/Barrel     Percent  of  D.  S. 

1929 $.610  3.220  277% 

1932    .513  n.a.  n.a. 

1936    -543  n.a.  n.a. 

1939    .617  .237  260 

1940    .617  .259  238 

19411    .597  .349  170 

Notes :  >  First  9  months. 

Source-  U.  S.  Senate.  Cost  of  Crude  Petroleum,  71st  Congress, 
3rd  Session,  Senate  Document  No.  267  (Washington,  D.  C. : 
Government  Printing  Office,   1S31),  p.   62.  „,     ,_.      ^ 

U  S  Tariff  Commission,  Crude  Petroleum.  (Washington 
25  b  C. :  Government  Printing  Office,  1942),  pp.  5-7.  Also: 
Joe  Bain,  Economics  of  the  Pacific  Coast  Petroleum  Industry, 
(University  of  California  Press,  Berlceley,  California,  194o), 
p.  82. 

What  has  happened  to  this  margin  since  1950? 
Professor  Bain,  in  a  letter  to  the  Department  of  Fi- 
nance in  1959,  stipulated  that  he  saw  no  reason  to 
believe  that  the  positions  of  California  and  United 
States  margin  figures  had  changed. 

Table  12.  below,  was  developed  utilizing  the  format 
of  the  U.  S.  Tariff  Commis.sion  Study,  Crude  Petro- 
leum. The  study  covers  the  years  1952-1958,  and 
shows  margin  per  barrel  figures  for  the  United  States 
and  for  California.  Data  for  both  the  United  States 
and  California  are  based  on  sample  computations,  and 
have  a  bias  toward  large  integrated  companies,  but 
the  sample  results  appear  comparable. 

The  margin  per  barrel  of  crude  produced  in  the 
United  States  is  shown  on  line  20,  Table  12,  and 
ranges  from  $.61  in  1954  to  a  high  of  $.87  per  barrel 
in  1957.  The  margin  per  barrel  on  crude  produced  in 
California,  shown  on  line  44,  ranges  from  a  low  of 

wForeigTi  crude  F.O.B.  California  is  usually  much  lower  priced 
than  any  U.  S.  or  California  crude  compared  on  an  equal 
gravity  basis.  However,  foreign  crude  can  always  be  isolated 
from  the  U.  S.  or  California  markets  by  tariffs,  import 
quotas,  or  import  prohibitions.  See,  State  of  California, 
Department  of  Finance,  Budget  Division,  op.  cit.,  p.  45. 


$.863  in  1953  to  a  high  of  $1,267  in  1958.  The  latter 
figure  is  173  percent  of  the  1958  national  margin  per 
barrel  of  crude  produced,  nearly  identical  to  the  per- 
centage margin  differential  in  1941,  and  definitely  in 
agreement  with  the  Bain  statement.  While  the  study 
cannot  precisely  represent  the  respective  industry  sit- 
uations, it  does  indicate  trends.  California  has  not  lost 
its  competitive  advantage  in  crude  production,  as  was 
discussed  above. 

One  other  point  derived  from  the  Table  is  indica- 
tive of  the  different  situation  of  the  petroleum  in- 
dustry in  California.  In  1958  United  States  crude 
petroleum  oi^erations  paid  total  non-Federal  taxes 
amounting  to  an  average  of  $.27  per  barrel  or  about 
8.97  percent  of  the  crude  value  per  barrel.  In  that 
same  year  California  crude  paid  approximately  $.18 
per  barrel  or  about  6.20  percent  of  the  crude  value 
per  barrel.  This  is  as  expected  given  the  lower 
gravity — quality- — and  higher  cost  of  obtaining  Cali- 
fornia crude.  These  figures  include  all  non-Federal 
taxes  paid. 

The  sample  data  indicate  that  the  joint  well  natural 
gas  margin  per  barrel  of  crude  produced  was  higher 
in  California  than  in  the  United  States,  amounting  to 
$.346  and  $.270  per  barrel,  respectively,  in  1958. 

The  foregoing  discussion  has  lead  to  the  following 
conclusions.  California  crude  production  indicates  a 
high  margin  per  barrel.  The  margin  per  barrel  has 
been  increasing  as  the  production  of  California  crude 
has  decreased.  Given  the  characteristics  of  the  crude 
oil  production  industry,  the  margin  per  barrel  wiU 
tend  to  rise  as  production  and  exploration  decline. 
California  crude  production  is  continuing  to  decline. 
Since  California  crude  production  and  exploration 
are  falling  faster  than  United  States  crude  production 
and  exploration,  the  margin  per  barrel  on  California 
crude  is  higher  relative  to  the  United  States  crude. 

Secondly,  it  would  be  tempting  to  argue  that  the 
high  margin  per  barrel  on  California  crude  justifies 
additional  taxation  on  crude  and  natural  gas  produc- 
tion. The  basic  problem  with  California  crude  today, 
however,  is  dwindling  production,  not  over-produc- 
tion. Additional  taxation  on  the  California  crude  pro- 
duction industry  at  the  present  time  would  simply 
amplify  the  problem  of  declining  production  and  em- 
plojTnent  in  California. 

Obligafion  of  Petroleum  Mineral  Righfs  as  a  Deplefing 
Resource  to  Pay  Additional  Taxes: 

While  considerable  argument  might  be  generated 
on  this  subject  of  taxation  of  depleting  resources, 
there  seems  little  reason  to  review  this  here.  Petroleum 
mineral  rights  may  be  depleting  resources,  but  they 
are  treated  as  normal  property  and  purchased  and 
sold  as  such.  One  purchases  petroleum  mineral  rights, 
not  as  a  depleting  resource,  but  as  the  present  value 
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of  some  future  income.  The  petroleum  iu  place  is 
valued  for  assessment  purposes,  and  for  sale  purposes, 
not  as  the  ultimate  amount  of  oil  that  might  be  re- 
covered, but  as  the  amount  that  can  be  recovered  in 
the  forseeable  future  using-  present  recovery  tech- 
niques. Our  market  economy  regards  oil  mineral 
rights  no  differently  from  a  car,  truck,  or  any  other 


investment  goods.  Any  or  all  of  them  will  be  purchased 
if  the  price  of  the  item  is  at  least  equalled  by  the 
present  value  of  the  future  income  derivable  from  the 
item.  Consequently,  there  is  no  reason  to  assume  that 
petroleum  mineral  rights  are  different  from  other  real 
property  nor  should  petroleum  mineral  rights  be  taxed 
differently  from  other  real  property. 


Table  12 
MARGIN   PER   BARREL  OF  CRUDE  PRODUCED,   UNITED  STATES  AND  CALIFORNIA' 

CRUDE  OPERATIONS,  1952-58 


Production  1952 

Crude  oil  (000  barrels) 1,272,300 

Gross  Income $3,219,000 

Expenses 2,359,000 

Taxes  other  than  Federal  Income.  236,000 

Amortization  2 

Depreciation    432,000 

Depletion    885,000 

Pension  Plans 

Interest 39,000 

Other  Operating  Expense 776,000 

Net  Income 860,000 

Less :  Federal  Income  Tax 254,000 

Margin    606,000 

Margin  attributed  to  crude  per  bar- 
rel (cents/bbl.)   $.480 

Margin  attributed  to  natural  gas, 
natural  gasoline,  condensate  pel 

barrel   (cents/bbl.) .ISO 

Total  margin  per  barrel  (cents/bbl.)  .660 


(dollars  In 

thousands) 

1953 
1,306,335 

UNITED  STATES 
1954                 1955 
1,252,680        1,523,145 

1956 
1,608,190 

1957 
1,637,755 

1958 
1„511,465 

$3,500,000 

2,574,000 

258,000 

$3,482,450 

2,825,000 

296,000 

$4,219,000 

3,020,000 

310,000 

$4,486,850 

3,308,000 

348,000 

$5,060,662 

3,676,000 

377,000 

$4,549,509 

3,640,000 

416,000 

524,000 
962,000 

575,000 
1,056,000 

629,000 
1,160,000 

745,000 
1.234,000 

815,000 
1,392,000 

885,000 

1,251,000 

1,000 

95,000 

992,000 

50,000 
780,000 

59,000 
839,000 

59,000 
862,000 

69,000 
912,000 

84,000 
1,008,000 

927,000 
273,000 
654,000 

657,000 
169,488 
488,000 

1,199,000 
333,000 
866,000 

1,178,000 
316,000 
862,000 

1,384,000 

328,000 

1,056,000 

910,000 
219,000 
691,000 

1.500 


$.390 


$.570 


$.540 


?.650 


$.460 


.220 

.220 

.220 

.210 

.230 

.270 

.720 

.610 

.700 

.750 

.870 

.730 

CALIFOR'NIA 
Crude  Oil  (000  barrels) 82,747  84,991  81,855  83,332  85,882  87,006  77,578 

Gross  Income $190,582  $215,264  $214,398  $219,914  ,$230,492  .$264,044  .$228,847 

Expenses 118,954  132,067  138,968  133,465  153,491  188,828  148,639 

Taxes  other  than  Federal  Income.  8,299  10,679  11,943  11,243  14,337  16,822  14,347 

Amortization  2 

Depreciation 10,747  11,793  12,523  12,909  18,565  25,429  17,388 

Depletion    55,471  64,326  63,492  64,348  62,567  76,017  66,689 

Pension  plans  2 

Interest  2    

Other  Operating  Expense 44,437  45,269  51,010  44,965  58,022  70.560  .50.215 

Net  Income 71,628  83,197  75,430  86,449  77,001  75,216  80,208 

Less :  Federal  Income  Tax 22,789  40,702  31,014  26,233  32,056  12,011  8,794 

Margin    48,839  42,495  44,416  60,216  44.945  63,205  71,414 

Margin   attributed  to  crude  per  bar- 
rel (cents/bbl.)   $.590  $.500  $.543  $.723  $.524  $.726  $.921 

41     Margin    attributed    to    natural    gas, 
natural  gasoline,  condensate  per 

142  barrel : 

143  margin    per    barrel    ( cents/bbl. )__  .3175  .363  .348  .361  .387  .390  .346 

144  Total  margin  per  barrel .9075  .8630  .891  1.084  .911  1.116  1.267 

•45     Total  margin  per  barrel  as  %  of  U.  S.  137%  120%  146%  137%  121%  128%  17.3% 

Notes :  i  Based  on  Crude  Operations  only.  California  data  developed  from  Sample  Survey  made  by  the  Franchise  Tax  Board  for  the 

Department  of  Finance,  October  28,  1960. 
I  -  Included  in  Operating  ISxpense. 

Source:   State  of  California,  Department  of  Finance,  op.  cit.,  p.   40. 
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SEVERANCE  TAX  PROPOSALS 


The  Governor's  tax  program,  presented  to  the  Cali- 
fornia Legislature  in  1959,  included  a  proposal  for 
severance  taxation  of  liquid  hydrocarbons,  subse- 
quently introduced  as  AB  1174.  The  proposed  levy 
was  two  percent  of  the  wellhead  value  of  the  petroleum 
extracted.  Amendments  to  the  bill  included  a  compen- 
sating processing  tax  ou  imported  crudes,  exemption 
of  domestic  stripper  wells,  and  tying  the  severance 
revenues  to  special  funds.  The  bUl  was  defeated  in 
committee. 

Subsequent  discussions  analyzing  the  bill  developed 
the  following  consideration.  Existing  ad  valorem 
asses.sments  of  petroleum  mineral  rights  tax  the  value 
of  the  product  in  the  ground.  Such  tax  emphasizes 
the  removal  of  the  resource,  tending  to  encourage 
wasteful  use.  It  was  argued  that  the  severance  tax 
would  tend  to  inhibit  production  unless  actual  market 
demaud  exists  because  the  tax  is  a  production  tax. 
For  this  reason,  consideration  was  given  to  the  ad- 
visability- of  proposing  that  the  severance  tax  should 
be  in  Ueu  of  local  government  ad  valorem  taxes  on 
petroleum  mineral  rights.  This  feature  would  prevent 
the  conservation  aspect  of  severance  taxation  from 
working  at  cross  purposes  to  the  ad  valorem  tax,  and 
from  impairing  local  government  ad  valorem  tax 
revenues. 

Certain  aspects  of  this  consideration  may  be  han- 
dled summarily.  Inducement  to  production,  not  con- 
servation, is  now  the  major  California  petroleum 
problem.''  It  is  entirely  equivocal  whether  a  two  per- 
cent severance  tax  would  noticeably  effect  conserva- 
tion. 

A  second  proposal  was  considered  for  a  specific 
scale  equivalent  to  a  two  percent  severance-processing 
tax  on  all  liquid  hydrocarbons  produced  or  utilized 
in  California  with  an  added  five  percent  specific  scale 
equivalent  on  domestic  production  to  be  collected  by 
the  State  in  lieu  of  county  assessments  on  petroleum 
properties  and  rebated  to  the  counties.  Since  this  in 
lieu  feature  on  domestic  production  could  be  avoided 
by  leaving  the  petroleum  in  the  ground,  companies 
with  access  to  interstate  and  foreign  crude  would 
probably  shift  to  non-California  crude  to  avoid  the 
in  lieu  tax.  Local  crude,  already  at  a  price  and  quality 
disadvantage,  would  face  a  further  setback  if  this 
form  of  the  severance  tax  were  enacted.  A  double 
incentive  would  then  exist  for  the  substitution  of  other 
cmde  for  California  crude:  the  avoidance  of  the  in 
lieu  tax  on  domestic  production;  and  the  obtaining 

>•  Howard  Vesper,  op.  cit.,  p.  7 ;  also :  Leslie.  Cookenboo,  Jr.,  op. 
at.  p.  3.  This  point  was  diso\  ssed  above. 

"  Texas,  with  a  relatively  high  severance  tax,  relies  on  the  Texas 
Rpuroad  Conumssion  for  conservation  or  production  pro- 
rationing. 


of  a  higher  quality,  lower  priced  crude.^*  The  result- 
ant shift,  over  time,  to  non-California  liquid  hydro- 
carbons would  seriously  curtail  domestic  production, 
county  revenues.  California  crude  exploration,  and 
existing  California  investments.  This  represents  a 
fatal  defect  to  further  consideration  of  this  form  of 
the  severance  tax. 

A  third  possible  severance-processing  tax  proposal 
includes  a  specific  gravity  scale  equivalent  to  a  five 
percent  average  levy  on  California  production  and  on 
receipts  into  the  State.  The  five  percent  severance  tax 
would  be  in  lieu  of  all  local  government  ad  valorem 
assessments  on  petroleum  mineral  rights.  This  could 
be  imposed  either  by  the  State  or  by  counties,  and 
would  apply  uniformly  to  all  domestic  production, 
foreign  imports,  and  interstate  receipts  of  liquid 
hydrocarbons  including  natural  gas.  The  logic  of  this 
tax  is  apparent.  Counties  now  assess  only  domestic 
petroleum  mineral  rights.  California  producers  pay 
ad  valorem  taxes  on  liquid  hydrocarbons  equal  to 
approximately  $.1.5  per  barrel  with  no  equivalent  tax 
on  interstate  receipts  or  foreign  imports.  Counties  in 
California  are  definitely  and  seriously  discriminating 
against  their  own  crude  production. 

As  California  production  declines,  county  revenues 
are  lost  with  no  compensating  tax  revenue  increa.ses. 
The  five  percent  severance-processing  tax  would  levy 
no  new  tax  on  California  crude,  but  would  equalize 
the  State  tax  burden  on  all  crude  utilized  in  the  State. 

There  are  certain  basic  advantages  to  this  tax  pro- 
posal. Xo  additional  tax  is  recommended  for  domestic 
production.  Further,  by  imposing  equal  tax  burden  ou 
all  liquid  hydrocarbons  utilized  in  the  State,  addi- 
tional State  revenues  would  be  developed  while  re- 
moving the  local  tax  discrimination  against  local 
production. 

The  basic  problems  involved  in  this  proposal  con- 
cern the  implementation  of  the  tax.  The  tax  would 
require  Legislative  enactment  plus  a  constitutional 
amendment  to  permit  State  in  Ueu  of  county  mineral 
right  taxation.  A  further  constitutional  amendment 
might  be  needed  to  prevent  the  processing  portion  of 
the  revenues  from  the  severance-processing  tax  being 
diverted  into  the  highway  fund  tinder  Article  26, 
Section  1  (a)  of  the  California  Constitution.  Despite 
the  equalization  aspect  of  this  tax.  any  attempt  to 
modifj-  the  existing  tax  structure  on  interstate  and 
foreign  commerce  may  be  considered  as  interference 
with  interstate  and  foreign  commerce,  hence  Federally 


■«  Presidential  Proclamations  No.  3279  and  3290,  1959,  established 
and  regTilated  the  mandatory  crude  petroleum  import  system 
for  the  United  States.  The  proclamations  specificaUy  permit 
District  V  (California)  to  import  any  deficit  between  current 
supply  and  demand,  as  established  by  the  Bureau  of  Mines 
on  six  month  bases.  There  is  no  arbitrary  limit  to  maximum 
crude  imports  to  District  V  over  time.  Any  long  run  produc- 
tion decline  in  California  may  be  fully  compensated  for  by  | 
substitution  of  foreign  injports. 
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unconstitutional.  Therefore,  the  State  five  pei'cent 
severance-processing  tax  would  have  to  be  levied  after 
the  "original  package"  was  broken.  Any  California 
attempt  to  levy  equal  State  tax  burden  on  all  liquid 
hydrocarbons  utilized  in  the  State  would  i^ndoubtedly 
be  challenged  by  the  companies  having  access  to  for- 
eign and  interstate  crude.  There  are  eases  where  state 
taxes  have  been  levied  equally  on  domestic  production 
and  receipts  into  the  State  and  the  courts  have  upheld 
the  constitutionality  of  such  a  tax. 

The  fourth  possible  severance-processing  tax  pro- 
posal is  a  specific  scale  equivalent  to  a  seven  percent 
severance-processing  levy.  This  is  a  combination  of  the 
first  and  third  proposals,  above,  that  is,  the  two  per- 
cent and  the  five  percent  severance-processing  taxes. 
There  are  certain  unique  advantages  to  this  proposal. 
The  State  or  county  would  receive  additional  revenues 
from  the  two  percent  le\'y  for  general  fund  purposes. 
Because  of  the  margin  developed  for  local  production, 
and  because  of  the  equalization  of  the  State  tax  bur- 
den on  all  liquid  hydrocarbons  utilized  in  the  State, 
it  would  be  unnecessary  to  consider  any  exemptions 
from  the  tax.  As  Avith  the  previous  proi^osal,  the  proc- 
essing aspect  of  the  revenues  would  become  more  im- 
portant over  time  as  California  production  continues 


to  decline,  and  interstate  receipts  and  foreign  imports 
of  crude  increase. 

The  problems  associated  with  the  implementation  of 
this  seven  percent  severance-processing  tax  are  pre- 
cisely tho.se  associated  with  the  five  percent  severance- 
processing  tax,  hence  will  not  be  rej^eated  here. 

The  seven  percent  severance-processing  tax  is  the 
most  attractive  revenue  alternative  studied.  The  five 
percent  severance-processing  proposal  would  provide 
greater  tax  burden  equalization  on  hydrocarbons  util- 
ized in  California  than  would  the  two  percent  pro- 
posal, while  providing  approximately  the  same  net 
general  fund  revenues.  The  five  percent  severance- 
processing  tax  would  be  considerably  more  difficult  to 
implement  than  the  two  percent  severance-processing 
tax  because  of  the  in  lieu  tax  feature  that  would  pos- 
sibly require  a  constitutional  amendment.  A  second 
constitutional  amendment  would  probably  be  needed 
to  prevent  the  processing  revenues  from  this  tax  from 
being  diverted  from  the  general  fund  to  the  highway 
fund  under  California  Constitution,  Article  26,  Sec- 
tion 1  (a).  Thus,  it  appears  probable  that  no  sever- 
ance-processing tax  could  be  imposed  to  develop  any 
general  fund  revenue  from  petroleum  without  at  least 
one  constitutional  amendment. 


SEVERANCE  TAX  INCIDENCE 


Since  the  severance  tax  is  an  imposition  on  the 
privilege  of  severing  natural  resources  from  the  lands 
of  the  State,  it  would  normally  be  paid  by  the  owner 
of  the  mineral.  Administrative  feaisibility  might  dic- 
tate that  the  tax  be  paid  through  the  petroleum  oper- 
ator who  could  collect  it  for  the  State  from  the 
mineral  owner.  In  such  a  case,  the  producer  or  oper- 
ator would  merely  be  a  tax  collector  in  the  way  the 
operator  of  a  retail  store  is  a  tax  collector.  A  critical 
question  is :  Will  the  tax  remain  on  the  owner  of  the 
land  or  mineral  right  on  whom  the  tax  was  initially 
placed,  or  will  it  be  shifted  ?  This  becomes  the  question 
of  final  tax  incidence:  "Who  ultimately  bears  or  pays 
the  tax? 

If  the  tax  cannot  be  shifted  the  lando^vner  must 
bear  it.  The  State  or  county  government  can  legislate 
the  original  imposition  of  the  tax  onto  the  landowner, 
and  it  can  direct  payment  through  an  intermediary 
such  as  a  producer  or  operator.  It  cannot  prevent  the 
shifting,  or  affect  the  final  incidence,  of  the  tax  which 
is  primarily  determined  by  economic  pressures  operat- 
ing within  and  upon  the  industry.  Three  obvious  pos- 
sibilities exist.  The  tax  will  be  borne  entirely  by  the 
landowner ;  or  the  tax  will  be  shifted  to  the  refiner ;  or 
the  tax  will  be  shifted  to  the  consumer. 

One  of  two  basic  circumstances  would  be  necessary 

for  the  tax  to  be  shifted  forward  from  the  landowner 

to  the  refiner  and  final  consumer.  First,  supply  con- 

.  ditions  might  be  such  that  the  tax  would  act  to  di- 

;  minish  the  supply  of  crude  available  to  the  California 


i 


market.  If  the  tax  were  to  decrease  the  supply  of 
crude  relative  to  demand,  the  wellhead  price  of  crude 
would  rise,  thereby  passing  the  tax  forward.  The 
amount  of  the  price  rise  would  indicate  the  portion 
of  the  tax  being  shifted  forward.  Second,  industry 
structure  and  characteristics  may  be  such  as  to  induce 
a  uniform  industry  reaction  to  the  tax  imposed.  If  the 
tax  affected  the  entire  California  crude  supply — do- 
mestic production  and  imported  crude— equally,  the 
industry  could  respond  to  the  equal  impact  with  a 
uniform  price  increase. 

There  are  significant  price  and  quality  differentials 
among  the  domestic,  interstate,  and  foreign  crudes 
used  in  California.  A  specific  base,  severance-process- 
ing tax  levy  (with  a  sliding  scale  for  gravity)  would 
probably  fall  with  equivalent — although  perhaps  not 
equal — impact  on  all  crude  competing  in  the  Califor- 
nia market.^" 


li 


»  The  reports  filed  under  previous  Compact  extension  resolutions, 
69  Stat.  3S5  (1955),  and  73  stat.  290  (1959)  were:  Attorney 
General,  Report  Pursuant  to  Section  2  of  the  Joint  Reso- 
lution of  July  2S.  1955  (Sept.  1,  1956)  ;  Attorney  Generaly, 
Second  Report  Pursuant  to  Section  2  of  the  Joint  Resolution 
of  July  2S.  1955,  (As  of  Sept.  1,  1957)  ;  Attorney  General, 
Third  Report  Pursuant  to  Section  2  of  the  Joint  Resolution 
of  July  38,  1955  (As  o£  Sept.  1,  1958)  :  Attorney  General, 
Fourth  Report  Pursuant  to  Section  3  of  the  Joint  Resolution 
of  July  25,  1955,  (As  of  Sept.  1,  1959)  :  Attorney  General, 
Report  Pursuant  to  Section  2  of  the  Joint  Resolution  of 
August  7,  1959,  (May  15,  1963)  ;  Attorney  General,  Report 
Pursuant  to  Section  2  of  the  Joint  Resolution  of  September 
6,  196S,  Consenting  to  an  Interstate  Compact  to  Conserve  Oil 
and  Gas,  June,  196!,.  Also:  United  States  vs.  Standard  Oil 
Company  of  California,  Civil  No.  11584 — C.S.D.  California, 
May  12,  1950.  Also:  Attorney  General,  Second  Report  of  the 
Attorney  General  Pursuant  to  Section  2  of  the  Joint  Resolu- 
tion of  July  38,  1955,  (Sept.  1,  1957),  pp.  60-63.  Also:  The 
Oil  and  Gas  Joi'rnal  "Producer  Sells  Out  His  New  Peak", 
November  4,  1963,  p.  88. 
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The  high  overhead  cost  structure  with  low  direct 
production  costs,  lack  of  expenditures  for  local  explor- 
ation, the  continuing  profit  margin  on  California 
crude  production,  and  the  diversity  of  crude  owner- 
ship and  production  could  argue  against  any  uniform 
reaction  to  a  severance-processing  tax.  The  dominant 
control  of  United  States,  California,  and  foreign  crude 
by  the  major  producers  and  very  large  integrated 
independents  would  argue  for  a  uniform  impact  of 
the  proposed  tax  and  a  uniform  industry  reaction. 
However,  crude  production  is  not  particularly  respon- 
sive to  crude  price  changes.  For  instance,  in  response 
to  a  32.0  percent  price  decrease  in  crude  from  19.58  to 
1959,  heav.y  crude  production  decreased  only  7.9  per- 
cent.-" From  1959  to  I960,  heavy  crude  prices  de- 
creased by  an  additional  1.1  percent  ($.021  barrel 
average)  while  heavj-  crude  production  increased  by 
.0023  percent  or  .6  million  barrels. 

On  the  other  hand,  the  existence  of  a  valid  foreign 
substitute  for  California  crude,  where  the  substitute 
is  of  a  higher  quality  and  lower  price,  is  significant.  It 
is  possible  that  an  increase  in  the  wellhead  cost  of 
production  via  a  tax  change  would  act  to  shut  down 
some  additional  California  crude  production,  permit- 
ting a  price  increase  by  the  amount  of  the  tax. 

The  rising  California  demand  for  products  relative 
to  the  California  supply  of  petroleum,  the  increased 
United  States  and  world  crude  supplies,  the  falling 
crude  prices  in  the  U.S.  and  the  world,  the  high  qual- 
ity crudes  available  to  California  from  interstate  and 
foreign  sources,  together  with  the  absence  of  effective 
petroleum  import  restrictions  to  California,  indicate 
that  the  proposed  severance-processing  tax  would 
probably  be  ineffective  in  decreasing  supply  relative 
to  California  demand,  but  would  probably  decrease 
the  quantity  of  California  crude  produced. 

The  conclusion  is  that  any  proposed  severance  tax 
would  affect  the  California  produced  supply  but  not 
the  aggregate  supply  of  crude  relative  to  demand  in 
California.  Any  proposed  tax  would  probably  fall  with 
uniform  impact  on  California  crude  availability.  The 
tax  would  probably  not  be  borne  by  the  mineral 
rights  owner  on  whom  it  was  originally  placed  but 
would  be  passed  forward  to  the  consumer.  This  is  par- 
ticularly true  for  the  processing  aspect  of  the  sever- 
ance-processing tax. 

This  question  of  severance-processing  tax  incidence 
may  be  examined  more  closely  by  looking  at  a  realistic 
although  completely  hypothetical  situation.  Assume  a 
specific  seven  percent  severance-processing  tax  rate 
which  includes  a  levy  in  lieu  of  county  ad  valorem 
tax.  It  is  possible  to  anah^ze  the  impact  of  such  levy 

>»  Fox,  op.  cit,,  p.  11.  Pacing  a  32%  price  decrease,  a  mucli 
greater  percentage  production  cut  would  be  expected  if  the 
in'lustry  had  the  power  to  control  prices  and  production. 


on,  say,  31.0-31.9  gravity  crude.  The  barrel  price  of 
the  31.0-31.9  gravity  crude  f.o.b.  Kuwait  is  $1.59,  and 
the  posted  wellhead  price  at  Signal  Hill,  California, 
is  $3.00. 

Assuming  that  the  entire  seven  percent  severance- 
processing  tax — the  equivalent  $.21  per  barrel — is 
borne  bj-  the  individuals  on  whom  it  is  initially  im- 
posed, the  following  reaction  must  occur.  The  domes- 
tic producer  would  pa}'  an  additional  $.06  per  barrel, 
the  other  $.15  per  barrel  being  a  substitution  for  the 
existing  county  ad  valorem  tax  levy.  Equal  State  tax 
burden  on  all  crude  utilized  in  California  demands 
that  imports  and  interstate  receipts  pay  the  full  $.21 
per  barrel.  To  illustrate:  | 


As.sumpc]  present  sitn.ition  31.0-31.9  gravity  crude. 


California  Wellhead  Price 

To  produf>er  $2.85 

To  county  .15 

Kuwait  Crude  f.o.b.  California 

f.o.b.  Kuwait  $1.59 

Transport  charRes  .60 

Margin  favoring  Kuwait  crude 


$3.00  per  barrel 


$2.19 


$0.81  per  barrel 


Situation  assuming  tlie  net  severance-processing  tax  is  borne  by 
the  mineral  owner  or  foreign  shipper. 
California  wellhead  price  $3.00  per  barrel 


To  produeor  $2.79 

To  county  .15 

To  State"  .06 
Kuwait  crude  f.o.b.  California 

f.o.b.  Kuwait  $1.38 

Transport  charge  .60 

Processing  tax  .21 
Margin  favoring  Kuwait  crude 


$2.19 


3.81  per  barrel 


Should  this  situation  prevail,  all  crude  utilized  in 
California  would  be  subject  to  equal  State  tax  burden. 
Given  the  tax,  the  f.o.b.  Kuwait  price  would  fall  $.21 
per  barrel  ($1.59— $.21=$1.38)  while  the  California 
crude  price  to  the  producer  would  fall  only  $.06  per 
barrel  ($2.85— $.06=$2.79),  developing  a  $.15  cent 
per  barrel  margin  favoring  California  crude  at  the 
expense  of  the  foreign  seller  or  importer.  Kuwait 
shippers  would  be  somewhat  less  willing  to  ship  crude 
to  California,  resulting  in  a  potentially  increased  de- 
mand for  California  crude  and  an  attendant  impact 
on  the  domestic  crude  industry.  Precisely  what  effect 
the  $.15  per  barrel  margin  would  have  in  stimulating 
the  domestic  crude  industry  and  in  raising  California 
wellhead  prices  is  problematical  in  view  of  the  domes- 
tic-foreign price  differential.  Nevertheless,  the  margin 
development  is  favorable  to  California  crude  produc- 
ers, since  the  equal  tax  burden  on  all  crude  utilized  in 
California  has  the  effect  of  closing  an  existing  loop- 
hole and  hence  of  developing  the  margin  for  Cali- 
fornia crude.  It  is  probable,  in  this  instance,  that  the 
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tax  would  at  least  partially  be  shifted  forward  to  the 
refiner  and  the  consumer. 

A  successful  shift  of  the  tax  forward  can  be  illus- 
trated here.  The  assumed  present  situation  for  31.0- 
31.9  gravity  crude  is  below. 

Sitiiatiiin  given  a  $.21  per  barrel  specific  base  severance-process- 
iiis  tax  (including  in  lieu  feature),  assuming  the  net  tax 
imposed  is  passed  forward. 

California  wellhead  price  $3.06  per  barrel 


To  producer 
Severance  levy 

$2.85 
.21 

Kuwait  crude,  f.o.b.  California 

f.o.b.  Kuwait 
Transport  charges 
Processing  levy 

$1.59 
.60 
.21 

Margin  favoring  Kuwait  crude 

$2.40 


$0.66 


The  assumed  forward  shift  of  the  net  tax  imposed 
on  foreign  and  domestic  crude  would  increase  the  well- 
head price  by  the  amount  of  the  net  tax  imposed. 
California  crude  wellhead  prices  would  increase  from 
$3.00  to  $3.06,  while  Kuwait  prices  (f.o.b.  California 
ports)  would  increase  from  $2.19  to  .$2.40.  The  margin 
favoring  Kuwait  crude  would  fall  from  $.81  to  $.66 
per  barrel,  with  some  favorable  impact  on  domestic 
production.  Again,  the  severance-processing  levy, 
which  places  equal  burden  on  all  crude  utilized  in 
California,  would  not  fall  with  equal  impact  on  the 
industry,  hence  no  uniform  industry  response  could 
be  expected.  The  existing  price  differentials  would 
prevent  the  impact  from  being  equal,  although  the  tax 
burden  is  equal.  The  margin  developed  for  California 
production  would  tend  to  stimulate  local  production 
and  the  local  crude  producers  would  definitely  benefit, 
while  the  tax  would  be  passed  forward. 

Some  analysts  of  the  problem  of  tax  incidence  have 
argued  that  there  is  a  third  possibility.  They  contend 
that  the  major  petroleum  producers  and  refiners  with 
access  to  foreign  crude  could  pass  the  gross  amount 
of  the  tax  ou  to  the  consumer.  This  argument  assumes 
that  the  oil  "majors"  can  control  California  crude 
and  retail  petroleum  price  margins.  This  situation  is 
illustrated  below,  with  the  assumed  present  situation 
as  shown  in  the  first  example,  above. 


Situation  assuming  a  severance-processing  levy  equivalent 

$.21  per  barrel  including  the  in  lieu  feature,  assuming 

the  gross  effect  of  the  tax  is  passed  forward. 

California  wellhead  price  $3.21  per  barrel 


To  producer  $3.00 

Severance  levy  .21 

Kuwait  crude,  f.o.b.  California 


$2.40 


f.o.b.  Kuwait 

$1.59 

Transport  charges 

.60 

Processing  levy 

.21 

Margin  favoring  Kuwait  crude 

$0.81  per  barrel 

If  this  situation  were  correct,  the  margin  between 
California  and  foreign  crude  would  remain  the  same. 
The  California  crude  producer  would  enjoy  an  im- 
mediate and  substantial  revenue  gain  in  the  form  of 
the  increased  wellhead  price  and  depletion  allowance 
based  thereon.  The  foreign  and  interstate  crude  recip- 
ient would  be  able  to  pass  the  total  severance-proc- 
essing levy  on  to  the  producer,  and  hence  to  the  con- 
sumer. 

Bach  of  the  three  alternatives  considered  above  is 
possible.  One  must  conclude  that  in  either  of  the  op- 
tions, the  tax  would  be  shifted  forward  at  least  par- 
tially to  the  consumer. 

The  key  to  the  situation  is  that  crude  imported  into 
California  does  not  at  present  bear  taxes  comparable 
to  the  aggregate  tax  burden  on  California  crude.  Any 
attempt  to  impose  a  severance  tax  on  domestic  crude 
must  be  accompanied  by  a  processing  tax  on  imported 
crude. 

If  a  two  percent  severance-processing  tax  were  im- 
posed on  domestic  and  imported  crude  in  addition  to 
existing  taxes,  the  situation  would  probably  be  com- 
parable. The  structure  of  the  industry  suggests  that 
the  tax  would  be  passed  forward.  If  crude  petroleum 
were  subjected  to  this  taxation,  it  would  be  necessary 
also  to  tax  domestic  and  imported  natural  gas.  Other- 
wise, natural  gas  would  be  given  unfavorable  competi- 
tive advantages  over  residual  and  heating  oils.  If  the 
tax  were  imposed  on  natural  gas,  the  Public  Utilities 
Commission  would  undoubtedly  allow  the  gas  price  to 
be  increased  by  the  amount  of  the  tax  as  a  justifiable 
cost  of  service  increase.  Any  increase  in  the  natural 
gas  price  would  permit  a  comparable  increase  in  the 
petroleum  products  without  any  change  in  the  com- 
petitive position  of  the  two  products.  The  tax  would 
here  be  passed  on  to  tlie  consumer. 


CONCLUSIONS 


1.  An  additional  severance  tax  could  be  justified  if 
only  the  margin  per  barrel  on  California  crude  pro- 
duction were  considered. 

2.  Any  severance  tax  which  was  in  addition  to  the 
property  tax  would  necessitate  a  similar  levy  on  nat- 
ural gas,  and  all  imported  fuels. 


3.  Any  additional  tax  on  natural  gas  would  prob- 
ably be  held  by  the  PUC  to  be  grounds  for  an  in- 
crease in  price  to  the  con.sumer. 

4.  Because  of  the  integrated  nature  of  the  oil  in- 
dustry, any  tax  on  crude  would  probably  be  passed 
to  the  consumer. 
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5.  An  increase  iu  taxes  on  the  fuel  industry  would, 
therefore,  act  as  a  consumer  tax. 

6.  Given  conclusions  2-5,  and  the  fact  that  the  wide 
margin  per  barrel  enjoyed  by  the  California  crude 
producers  is  the  result  of  the  fact  that  the  industry 
is  declining ;  and  recognizing  that  any  additional  costs 
could  lead  to  the  acceleration  of  this  decline,  no  sever- 
ance tax  in  addition  to  local  property  taxes  is  justified. 

7.  Any  severance  tax  which  was  imposed  to  raise 
revenue  for  the  general  fund  would  probably  require 
ail  amendment  to  the  anti-diversionary  clause  of  the 
Constitution,  Article  XXVI,  Section  1. 

8.  Any  severance  tax  which  was  levied  in  lieu  of 
local  property  taxes  might  require  a  Constitutional 
amendment. 


9.  Because  of  the  importance  of  oil  lands  to  the  tax 
base  of  a  number  of  California's  counties,  any  sever- 
ance tax  in  lieu  of  local  property  taxes  would  require 
a  provision  to  rebate  to  the  counties  an  amount  pro- 
portional to  local  levies. 

10.  Any  severance  tax  which  was  intended  to  main- 
tain the  local  tax  district's  integrity,  while  at  the 
same  time  raising  revenue  for  the  general  fund,  would 
have  to  cover  its  own  administration  costs  and,  there- 
fore, would  demand  a  substantial  increase  in  the  tax 
burden  of  the  oil  industry. 

11.  For  the  reasons  noted  above  in  conclusions  2-5, 
such  a  tax  woiild  demand  the  imposition  of  a  similar 
tax  on  imported  fuels,  and  on  natural  gas  production; 
its  incidence  would  undoubtedly  fall  on  the  consumer. 
Thus  no  additional-severauee-taxation  of  the  petro- 
leum industry  is  justified. 


I 


APPENDIX  C 

CALIFORNIA  TIMBER  ECONOMIC  SITUATION 


Commercial  forest  laud  occurs  in  45  of  California's 
58  counties.  More  than  half  of  the  total  acreage  of 
siich  land  is  concentrated  in  six  counties :  Siskij^ou, 
Humboldt,  Trinity,  Mendocino,  Shasta  and  Plumas. 
Primary  forest  indiistries  are  concentrated  in  these 
and  adjacent  counties  close  to  their  raw  material  sup- 
ply.^ At  the  present  time  the  commercial  forest  land 
of  the  State  is  divided  somewhat  unevenly  with  ap- 
proximatelj'  46  percent  owned  by  private  individuals 
or  companies,  and  the  balance  owned  primarily  bj' 
the  Federal  Government.  One  of  the  problems  faced 
by  the  California  lumber  products  industry  is  con- 
tained in  these  facts,  since  approximately  75  percent 
of  the  total  annual  lumber  cut  for  calendar  1962  was 
taken  from  46  percent  of  the  commercial  forest  area. 

Cntting:  of  some  young  growth  pines  was  established 
in  the  upper  Sierra  foothills  in  the  1930 's  and  a  fair 
amount  of  cutting  of  young  growth  redwood  and 
douglas  fir  has  been  occurring  since  World  "War  II. 
Nevertheless,  the  primary  industrial  base  for  the  Cali- 
fornia forest  products  industry  has  been  and  continues 
to  be  the  cutting  of  old  growth  timber.  With  the  con- 
centration of  the  cutting  of  timber  on  private  lands, 
and  the  high  level  of  operations  during  the  post- 
World  War  II  years,  a  very  appreciable  and  clear 
reduction  of  privately-owned  old  growth  forest  re- 
serves has  taken  place.  Even  as  the  total  forest  prod- 
ucts industry  has  been  steadily  expanding,  many  mills 
have  been  forced  to  close  because  of  a  reduction  in 
timber  volumes  within  economic  operating  distance. - 

As  of  1963  the  average  annual  California  cut  is 
around  5.5  billion  board  feet  of  lumber  per  year.  At 
the  same  time,  given  the  existing  management  and 
Federal    Government    policies    for    timber    handling, 


management,  growth  and  development,  the  current 
annual  rate  of  growth  in  California  is  3.5  billion  board 
feet  per  year.-^  In  other  words,  at  the  present  time  the 
California  lumber  industry  is  cutting  approximately 
two  billion  board  feet  per  year  more  than  it  is  grow- 
ing each  year.  Projecting  estimates  of  growth  and  cut 
to  around  1980,  it  is  considered  that  the  annual  cut 
and  the  average  annual  growth  will  be  about  5.5 
billion  board  feet  per  year.  Thus,  over  a  very  long 
run,  given  good  forest  management  practices  it  is 
conceivable  that  the  California  timber  industry  would 
be  self-sustaining.  At  the  present  time,  however,  the 
considerable  deficit  of  annual  growth  over  annual  cut 
remains  and  will  remain  through  at  least  1975  to  1980. 

Regarding  the  future,  there  are  serious  questions 
faced  by  the  State  as  related  to  the  adequacy  and  the 
changing  nature  of  this  forest  resource.  How  much 
longer  can  the  present  forest-based  economic  activity 
be  sustained  by  private  old  growth  timber?  To  what 
extent  will  public  old  growth  timber  be  available  to 
replace  the  private  timber?  What  kinds  of  geographic 
and  structural  shifts  in  the  forest  industries  are  likely 
to  result  from  the  declining  of  old  growth  and  the 
transition  to  a  young  growth  timber  base?  What  are 
the  probable  consequences  of  these  changes  on  the 
economies  of  the  northern  counties  ? 

These  important  and  serious  questions  California 
must  face  in  the  relatively  near  future.  This  Appendix 
will  first  consider  the  general  competitive  position  of 
lumber  products  in  the  national  economy.  Next  the 
character  of  the  forest  resource  in  California,  and  the 
structure  of  the  California  industry  will  be  examined. 
The  final  part  of  this  study  will  analyze  the  California 
forest  tax  situation. 


NATIONAL  CONSUMPTION   AND  MARKET  POSITION  OF  SOFTWOOD  LUMBER 


Iniroducfion — Softwood  Lumber  Use: 

Softwood  lumber  is  readily  workable,  has  a  high 
strength  to  weight  ratio  and  is  moderately  durable. 

i  It  is  widely  used  in  construction,  shipping  and  manu- 
facturing industries.   Softwood  lumber,  as  of  1963, 

1  accounted  for  80  percent  of  domestic  use  of  all  hamber 


^  The  primarj^  forest  industries  and  forest  allied  products  activi- 
ties are  identified  by  SIC  code  grouping  24  and  26. 

^  See  above. 

'  cf.  John  A.  Zivnuska.  Paul  Cox,  Adon  Poll  and  David  Pesonen. 
Economic  Development  Prospects  for  the  Commercial  Forest 
Resources  and  Forest  Products  Industries  of  California. 
(Davis,  California :  University  of  California,  School  of  For- 
estry,  19 G3),  passim,. 


products.*  Approximately  75  percent  of  the  total 
United  States  consumption  of  softwood  lumber  is  in 
construction,  the  remainder  being  taken  in  approxi- 
mately eciual  proportions  by  the  shipping  and  manu- 
facturing industries.  In  the  construction  industry, 
softwood  lumber  is  chiefly  used  in  home  building,  par- 
ticularly for  single  and  multi-family  residences.  It  is 

*  For  this  reason  the  discu.«sion  of  the  timber  and  lumber  prod- 
ucts industry  is — in  fact — the  discussion  of  the  softwood 
lumber  indus'try.  cf.  U.  S.  Department  of  Agriculture,  Forest 
Service  Publication  No.  953,  The  Demand  and  Price  Situ- 
ation for  Forest  Products  in  1983,  (Washington  :  Government 
Printing  Office,  1963),  p.  37  (contputed).  For  the  West  Coast 
and  California  practically  all  production  is  softwood — around 
99-t-  percent. 
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also  used  in  the  construction  of  apartment  houses,  ^^''''^"'."f 

schools,  churches,  office  buUdings  and  industrial  strue-  ResidentiarConstruction  40  %' 

tures.  Genera!  Construction   35    % 

In  building  construction,  the  select  grades— those  Tran^tauon  iii::::::::::::::::::::::  illS 

with  the  fewest  knots — are  generally  used  in  exposed  

places  such  as  paneling.  The  common  or  construction  Total  Use  (postwar  period)   100.0% 

grades  are  u.sed  where  they  are  covered  over,  such  as 

in  house  framing  or  as  concrete  forms.  Present  Day  Competiiive  Posifion  of  Softwood 

In  the  shipping  industry,  softwood  lumber  is  used  Lumber  m  ifs  Historic  Markets: 
primarily  for  boxes,  crates,  pallets,  skids,  bracing,  The  amount  of  softwood  lumber  consumed  for  any 
blocking,  dunnage,  and  so  on.  The  common  grades  of  given  level  of  construction  activity  declined  because 
lumber  are  ordinarily  used  for  these  purposes  since  of  the  increasing  use  of  substitute  materials  for  resi- 
low  cost  is  of  major  concern  to  the  user.  In  manufac-  dential  con.struction ;  and  because  of  the  increased 
turing,  softwood  lumber  is  primarily  used  to  produce  construction  of  multi-family  dwelling  units  requiring 
a  variety  of  articles  including  prefabricated  door  and  less  lumber  per  unit.^  It  seems  clear  that  wood  prod- 
window  frames,  prefabricated  industrial  trusses,  fur-  ucts  generally,  and  softwood  lumber  in  particular, 
niture,  ladders,  caskets,  industrial  implements,  boats,  have  been  unable  to  retain  their  historic  market  from 
musical  instruments  and  toys.  Usually,  in  this  in-  other  competitive  domestic  materials.  Two  tables 
stance,  the  woods  used  range  from  shop  grades  to  show  this  trend  clearly.  Table  1  shows  the  trend  in 
select  grades.  In  most  of  the  end  uses,  the  softwood  consumption  of  softwood  lumber  relative  to  the  trend 
lumber  grades  are  interchangeable.  In  some  uses,  how-  of  the  principal  competitive  sheet  materials  from  1947 
ever,  particular  grades  of  a  particular  softwood  spe-  to  1961. 
eies  are  preferred.  The  point  illustrated  here  is  that  the  use  of  soft- 

The  most  important  products  directly  competitive  wood  lumber  has  declined  relative  to  softwood  lumber 
with   softwood    lumber   include    plywood,    hardwood  substitutes.  From  1947  to  1961  softwood  lumber  con- 
lumber,  hardboard,  particle  board,  insulation  board,  sumption   has   increased   only   sUghtly,  whereas   the 
paperboard,  aluminum  and  other  light  metals,  plastic,  consumption  of  insulation  board  has  doubled,  use  of 
brick  and  gj-psum.^  Ph^vood  and  the  various  building  hardboard  has  tripled,  and  the  use  of  softwood  ply- 
boards  are  used  in  lieu  of  lumber  as  sheathing,  sub-  "^^^^  ^^s  increased  more  than  400  percent, 
flooring,  underlayment,  concrete  forms  in  construc- 
tion, in  the  manufacture  of  furniture  and  other  arti-  °    ^ 
cles.  Plywood  and  hardboard  also  replace  lumber  in  CONSUMPTION  OF  SOFTWOOD  LUMBER 
certain  types  of  containers.  Hardwood  lumber  com-  relative  use 
petes  with  softwood  in  the  manufacture  of  pallets.  Percent 
furniture  and  various  other  articles  as  also  do  the  Softwood       Softwood      Insulation 
metals  and  plastics.  Paperboard  products  have  verv  ^^°''               '^"'"''^''         Piv^o^^         Board         Hardhoard 

•                                                                   J^                                 ir                                                               k'  -  QJ.7                                        QO                                  Q1                                1  no                               1 00 

heavily  invaded  the  shipping  container  market  previ-  ^949                    gg               105                 81                 70 

ously  supplied  by  lumber.  19.51                  108                160                 80               119 

Even  in  historic  lumber  markets  such  as  residential  1955                  Hg               282               142               213 

construction,  nonwood  materials  have  long  competed  1957                  105                301               154               231 

with  and  often  have  been  substituted  for  lumber  in  Jg^^                  ^               ;^g               ^q§               gjg 

many  uses.  Brick  and  cinder  block  are  important  sub-  „            ^    .„  _        .    .       „       .  ^t     ,»    c  «       ^   r      .,„ 

.     '          .                                                                          *  Source :    Tariff   Commission    Report   No.    79,    Softwood   Lumber, 

StltUteS     m     the     construction     industry.      Aluminum,  (Washington:  Government  Printing  Office,  1963),  pp.  34-35. 

which  has  to  a  great  extent  replaced  softwood  lumber 

in  window  frames  and  sash,  particularly  in  low  cost  ^able  2,  shown  below,  indicates  the  relative  use  of 

housing  projects  now  competes  with  wood  as  a  house  j^^^^^  ^voAu^^ts  in  various  parts  of  home  and  resi- 

siding  material.*  Plastics   and   lightweight   material  ,1     t'  i 

such  as  aluminum  and  magensium  have  replaced  lum- 

ber  in  manufactured  items.  The  point  seems  rather  clear  that  softwood  lumber 

The  United  States  use  of  softwood  lumber  comprises  ^^^  ^""^^  g^°^°<i  ^°  ^*'  ^^^'<^*  competitors  for  use  in 

the  vast  bulk  of  the  use  of  timber  products.  That  use  components  of  residential  housing.  The  major  reason 

of  softwood  lumber  is  divided  as  follows:  f°^  ^"^^  1°^«  °^  ^^^"'^'i  °^  softwood  lumber  seems  not 

-  to  be  so  much  the  basic  cost  of  the  materials,  but 

''='-K\1w°a?h^;;X":Gov^eSreL\"'p^ri;ftr;ll'c^^  rather  the   lower  installed   cost   of   the   competitive 

neaourcea    in    America'a    Future.    Al.so :    Stanford    Research  i      •    i 

Institute.  America'a  Demand  for  Wood,   (Tacoma,  Washing-  materials. 

ton:    Weyerhauser  Timber  Company,   1958).  

« of.  Office  of  Defense  Mobilization,  i/afeiia;.?  .Sunew.  .'IZttmtnum  '  U.    S.    Tariff    Commission    Report    No.    79,    Softwood    Lumber 

(Vi'ashlngton :   Government  Printing  Office,   1958).  (Washington:  Government  Printing  Office,  1963),  pp.  33-34. 
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Table  2 

RESIDENTIAL  CONSTRUCTION 

MATERIALS   USED 

Percentage 

Residential  Construction 

Component  1950     195.',     1955     1956 

I.     Exterior  Wall  Construction   __  11  13 

Masonry   11  13  20  16 

Frame : 

Brick  Facing 12  20  18  26 

Bricl<  and  wood  facing -  5  8  7 

Wood   facing   43  31  29  24 

Other  facing   34  26  22  26 

All  other -  5  3  1 

Total 100  100       100       100 

II.     Sheathing   (frame   house   only)     50  37 

Lumber 5  8 

Plywood 

Insulation  board,  gypsum 

board,  other 45  55 

Total  100  100 

III.     Window  Frame  Material 

Wood    69  63         57         .57 

Metal  (aluminum),  etc. 31  37         43         43 

Total 100       100       100       100 

Source:  Tariff    Commission    Report   No.    79,    Softwood   Lumber, 
(Washington:  Government  Printing  Office,  1963),  p.  34. 

Market  and  Architecfural  Changes: 

In  1950  about  15  percent  of  all  new  housing  starts 
were  multi-family  dwellings,  whicli  averaged  about 
5,000  board  feet  of  lumber  per  unit.  As  of  1962,  28 
percent  of  all  new  housing  starts  were  multi-family 
dwellings  which  averaged  the  same  5,000  board  feet 
of  softwood  lumber  per  unit.  In  both  periods  single 
family  residential  units  averaged  approximately 
10,000  board  feet  of  lumber  per  unit. 


The  general  industrial  construction  area  accounts 
for  approximately  35  percent  of  softwood  lumber 
used.  The  available  data  indicates  that  there  has  been 
no  decrease  in  the  use  of  softwood  lumber  including 
planks,  timbers  and  crossarms,  etc.  in  the  preliminary 
building  stages.  However,  new  construction  design  has 
resulted  in  the  replacement  of  lumber  with  steel, 
aluminum,  and  cement  in  most  actual  construction. 
The  use  of  softwood  lumber  in  manufacturing,  includ- 
ing shipping  containers  and  pallets,  decreased  by  ap- 
proximately 20  percent  from  1948  to  1960  or  from 
7.3  to  5.9  billion  board  feet  of  lumber. 

Overall  the  1951-1955  United  States  average  annual 
consumption  of  softwood  lumber  was  31.6  billion 
board  feet  as  seen  in  Table  3.  The  1956-1960  average 
was  30.9  billion  board  feet.  Consumption  in  1961  was 
29.4  billion  board  feet.  The  peak  year  of  use  was  1959 
with  consumption  of  33.6  billion  board  feet.  These 
figures  seem  to  indicate  that  the  softwood  lumber 
industry  is  a  slowly  but  steadily  declining  industry. 

Certain  generalizations  appear  valid.  The  use  of 
lumber  products  is  not  expected  to  keep  pace  with  the 
growth  of  the  economy.  Per  capita  use  is  expected  to 
continue  to  decline  as  it  has  in  the  past,  as  sho^vn  in 
Table  4.  The  major  reasons  for  the  declining  position 
of  lumber  include  supply  limitation  and  cost  increases 
iu  the  United  States  relative  to  foreign,  primarily 
Canadian,  supplies ;  *  inroads  made  in  historic  lumber 
markets  by  lumber  substitutes ;  architectural  and  tech- 
nical changes  in  the  construction  field,  in  manufac- 
turing, and  in  the  transportation  industry. 

8  As  shown  in  Table  3,  — e.g..  ratio  of  imports  to  consumption — 
imports  have  been  a  steadily  increasing  percent  of  U.  S. 
consumption  since   1946. 


Table  3 
SOFTWOOD   LUMBER   U.  S.  PRODUCTION,  EXPORTS  OF   DOMESTIC   MERCHANDISE,  IMPORTS  FOR 
CONSUMPTION,  AND   APPARENT  CONSUMPTION  ^  1926-61 


Production 

Million 
board jeet 

1926   .S0,46f) 

1927   28,443 

1928    28.345 

1929    29,813 

1930   21,323 

Average 27,679 

1931    13,8.52 

19.'?2    8,746 

1933    11,899 

1934    12,735 

1935    16,248 

Average 12.696 

1936    20,242 

1937    21,589 

1938    18,293 

1939    21,408 

1940    24,903 

Average 21,287 


Apparent 

Ratio  of 

Exports 

Imports 

Consuwption 

Exports  to 

Imports  to 

Imports  to 

ilillion 

ilillion 

Million  '- 

Production 

Production 

Consumption 

toardfeet 

board  feet 

board  feet 

Percent 

Percent 

Percent 

2,338 

1.777 

29,908 

7.7 

5.8 

5.9 

2.540 

1,034 

27.537 

8.9 

5.7 

5.9 

2,652 

1,372 

27,065 

9.4 

4.8 

5.1 

2.625 

1,418 

28,606 

8.8 

4.8 

5.0 

1,856 

1,148 

20,033 

8.7 

5.4 

5.7 

2,402 

1,470 
702 

26,630 

8.7 
9.6 

5.3 

5.1 

5.5 

1,330 

14,476 

4.8 

898 

3.54 

10,117 

10.3 

4.0 

3.5 

982 

311 

12,312 

8.3 

2.6 

2.5 

1,055 

244 

11.7.52 

8.3 

1.9 

2.1 

995 

380 

15,720 

6.1 
8.8 

2.3 
3.1 

2.4 

1,052 

398 

12,875 

3.1 

939 

570 

19,640 

4.6 

2.8 

2.9 

1,033 

573 

20,388 

4.8 

2.7 

2.8 

686 

459 

18,467 

3.8 

2.5 

2.5 

801 

606 

21,612 

3.7 

2.8 

2.8 

701 

607 

25,569 

2.8 

2.4 

2.4 

832 


563 


21,135 


3.9 


2.6 


2.7 
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Table  3 — Continued 

SOFTWOOD   LUMBER   U.  S.  PRODUCTION,  EXPORTS  OF   DOMESTIC   MERCHANDISE,  IMPORTS  FOR 

CONSUMPTION,  AND  APPARENT  CONSUMPTION  ^  1926-61— Continued 

Apparent  Ratio  of 

Production            Exports             Imports  Consumption     Exports  to    Imports  to     Imports  to 

Million                Million               Million  Million  -        Production  Production  Consumption 

hoard  feet           board  feet         hoard  feet  hoard  feet  Percent  Percent         Percent 

1941    28,032                    472                 1,183  28,806  1.7  4.2  4.1 

1942    2'.),510                    466                 1,397  28,806  .9  4.7  4.3 

1943    26,917                   196                   704  28,216  .7  2.6  2.5 

1944   25,160                   233                   819  25,908  .9  3.3  3.2 

1945    21,140                   286                   882  21,940  1.4  4.2  4.0 

Average 26,152                   291                   997  27,468  1.1  3.8  3.6 

1946   25,857                   516                1.020  25,956  2.0  3.9  3.9 

1947    27,937                   968                1,092  27,097  3.5  3.9  3.9 

1948=    29,010                   462                1,652  28,838  1.6  5.7  5.7 

1949    26,472                    504                 1,425  27,625  1.9  5.4  5.2 

1950   30,633                   386                3,146  33,925  1.3  10.3  9.3 

Average 27,982                   567                1,667  28,808  2.0  6.0  5.8 

1951    29,493                   818                2,2.50  30,323  2.8  7.6  7.4 

1952    30,234                   540                2,267  32,184  1.8  7.5  7.0 

1953    29,562                   472                2,528  30,927  1.6  8.6  8.2 

1954    29,282                   555                2,855  32,155  1.9  9.8  8.9 

1955   29,815                   621                3,327  32,546  2.1  11.2  10.2 

Average 29,677                   601                2,645  31,627  2.0  8.9  8.4 

1956   30,231                   .545                3,131  32,132  1.8  10.4  9.7 

1957   27,140                   614                2,712  29,514  2.3  10.0  9.2 

1958   27,379                   540                3,155  30,375  2.0  11.5  10.4 

1959    30,.o09*                  577                 3,743  33,658  1.9  12.3  11.1 

1960   26,672=                 688"              3,631°  29,054  2.6  13.6  12.5 

Average 28,386                    593                 3,274  30,947  2.1  11.5  10.6 

1961=   25,883                    613                 4,004  29,3(J7  2.4  15.5  13.6 

Notes  :  ^  Tariff  Commission  Publication,  Softwood  Lumher. 

2  Derived  from  production,  minus  export.^,  plus  imports.  Except  for  the  years  1926-29,  the  data  are  adjusted  for  producers'  j'ear 
end  stocks,  as  supplied  \>y  the  National  Lumber  Manufacturers  Association. 

"  Data  supplied  by  the  National  Lumber  Manufacturers  Association. 

*  Partly  estimated. 

s  Preliminary. 
Source :  ContpHed  from  official  statistics  of  the  U.  S.  Department  of  Commerce,  except  as  noted. 


Table  4 


PER  CAPITA  CONSUMPTION  OF   LUMBER  PRODUCTS 
Cubic  Feet 


Year                       All  timher  products  Industrial  roundwood 

1940 89.3  59.8 

1941 90.7  63.8 

1942 93.8  72.6 

1943 84.3  64.0 

1944 79.9  58.8 

1945 75.2  53.9 

1946 77.0  58.1 

1947 78.2  59.5 

1948 79.8  61.7 

1949 75.9  57.0 

1950 80.1  65.2 

1951 77.1  62.7 

Notes :  i  Preliminary. 

Source:  U.  S.  D.  A.,  Misc.  Publication  No.  953,  The  Demand  and 
Price  Situation  for  Forest  Products,  1963,  Government  Print- 
Ins  Office,  19G3,  p.  29. 


Year 

All  timher  products 

|1 
Industrial  roundwood 

1952 

75.5 

62.7 

1953 

-     -                  73.7 

61.6 

1954 

72.6 

61.3 

1955 

73.7 

63.2                  ;' 

1956 

72.9 

63.1 

1957 

66.8 

57.8 

1958 

64.0 

55.7 

1959 

67.9 

60.2 

1960 

62.5 

55.4                     ■ 

1961 

61.7 

55.2                     ■ 

1962 » 

63.0 

57.2                  M 

1963' 

62.7 

57.4                  ^i 

J 
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COMPETITIVE  AVAILABILITY  OF  LUMBER  PRODUCTS: 
DOMESTIC  DEMAND  AND  IMPORTS 


Canadian  Lumber  Imporfs  info  the  United  States: 

One  of  the  basic-  problems  found  in  considering 
prospective  additional  taxation  of  the  California  tim- 
ber industry  is  that  the  timber  industry  is  in  an 
extremely  poor  competitive  position.  The  existing 
timber  industrj'  is  not  able  to  supply  lumber  to  the 
market  at  prices  competitive  with  substitute  products. 
Lumber  is  being  supplanted  in  many  of  its  historic 
markets  bj^  such  new  materials  as  aluminum,  plastics, 
hardwood,  hardboard,  plywood  and  others.  There  is 
an  increasing  volume  of  imports  of  lumber  into  the 
United  States  from  British  Columbia.^  At  the  same 
,time,  as  shown  on  Table  3,  U.  S.  lumber  exports  have 
'remained  relatively'  stable. 

The  Tariff  Commission  Report  on  softwood  lumber 
indicates  that  the  most  important  reason  for  the  in- 
creasing quantity  of  Canadian  lumber  imported  into 
the  United  States  concerns  cost  factors  inherent  in  the 
U.  S.  and  western  timber  products  industry.^" 

The  sjTiopsis  of  the  domestic  lumber  situation 
shown  below  varies  somewhat  from  the  Tariff  Com- 
mission study  shown  in  Table  3.  This  study  has  the 
, advantage  of  being  more  current.  The  lack  of  correla- 
tion between  Table  5  and  Table  3  is  neglected  as  nom- 
inal. 

As  indicated  bj'  Table  5,  domestic  lumber  produc- 
tion and  consumption  increased  steadily  from  1945  to 
1956,  production  reaching  a  maximum  of  38.2  billion 
board  feet.  Both  consumption  and  domestic  lumber 
production  have  declined  since  then. 


Table  5 


U.  S. 


LUMBER   PRODUCTION- 

-MARKET 

SITUATION 

(board  feet  in  billions) 

U.S. 

Apparent 

production 

Imports 

Exports 

consumption  ' 

28.1 

1.1 

.4 

30.6 

34.1 

1.2 

.6 

33.5 

35.4 

1.3 

1.4 

33.8 

37.0 

1.9 

.6 

36.4 

32.2 

1.6 

.7 

44.4 

38.0 

3.4 

.5 

40.7 

37.2 

2.5 

1.0 

38.0 

37.5 

2.5 

.7 

.30.7 

36.7 

2.8 

.6 

38.1 

36.4 

3.1 

.7 

39.2 

37.4 

3.6 

.8 

40.3 

38.2 

3.4 

.8 

40.0 

32.9 

3.0 

.8 

36.7 

33.4 

3.4 

.7 

36.3 

37.2 

4.1 

.8 

40.0 

32.9 

3.9 

.9 

35.8 

31.9 

4.3 

.8 

35.8 

33.2 

4.9 

.8 

38.0 

34.4 

5.2 

.8 

38.7 

'  Includes    stock 

changes.    Detail    may    not    add    to    total 

Tear 
■1945 
1946 
1947 
1948 
1949 

'1950 
ia-,1 

l'.l."i2 

r.i.-4 

1955 
19.56 
19.57 
1958 
19.59 

1960 
il961 
■1962  = 
J1963  = 
iNotes : 

because  of  rounding. 
2  Preliminary  estimate. 
Source:  U.  S.  D.  A.  llisc.  Publication  No.  953,  The  Demand  and 
I         Price  Situation  for  Forest  Products,  1963,  p.  36. 


Imports  increased  slowly  from  1945  to  1949,  and 
jumped  dramatically  in  1950.  After  a  decrease  in 
1951,  imports  rose  steadily  to  5.2  billion  board  feet  in 
1963,  amounting  to  over  12  percent  of  domestic  con- 
sumption. Exports  have  remained  nearly  stable  over 
the  period. 

Table  6  illustrates  the  problem  of  softwood  lumber 
imports  into  the  U.  S.  since  1957.  Aggregate  imports 
between  1947  and  1961  increased  from  2,712  billion 
board  feet  to  4,004  billion  board  feet.  Canadian  im- 
ports were  about  12  percent  of  total  domestic  con- 
sumption and  14  percent  of  U.  S.  production  in  1961- 
1963. 

Imports  from  Canada  account  for  about  96.6  per- 
cent of  total  imports.  As  of  1961,  Canadian  imports 
were  valued  at  $67  per  1,000  board  feet,^^  compared 
with  a  California  and  U.  S.  value  of  $95  per  1,000 
board  feet  of  softwood  lumber  of  similar  grades.  The 
advantage  to  firms  importing  lumber  is  obvious. 

This  increasing  volume  of  Canadian  imports  since 
1957  constitutes  the  second  aspect  of  the  domestic 
lumber  products  industry  problem.  This  problem 
exists  because  imports  of  softwood  lumber  are  com- 
peting with  U.  S.  and  California  supplies  in  an  abso- 
lutely, and  relatively,  declining  U.  S.  softwood  lumber 
market. 

The  relatively  cheaper  Canadian  stumpage  values 
relative  to  California  stumpage  are  shown  in  Table  7. 
Clearly  the  relatively  low  cost  of  Canadian  stumpage, 
and  Canadian  softwood  lumber,  together  with  the 
Canadian  government  policy  of  providing  almost  un- 
limited availability,  are  major  causes  of  the  Canadian 
softwood  lumber  imports  to  the  United  States. 

Supply  Conditions  in  the  United  States  and  Canada: 

The  Tariff  Commission  Report  ^-  contends  that  the 
most  important  cause  of  the  increased  imports  into 
the  United  States  reflects  the  pronounced  cost-priee- 
squeeze  in  the  United  States.  The  eost-price-squeeze 
is  due  to  the  fact  that  western  U.S.  log  prices  have 
risen  more  rapidly  than  lumber  and  lumber  product 
price.  Underlying  this  development  is  the  limited  com- 
mercial availability  of  softwood  timber  in  the  United 
States.  This  is  particularly  pronounced  for  logs  of 
sawtimber  size,  with  the  resulting  tense  competition 
among  buyers  for  such  timber.  Over  a  period  of  many 
years  the  annual  cut  of  mature  sawtimber  has  gener- 
ally exceeded  the  annual  growth  of  such  timber.  Fur- 
ther, the  timber  management  policies  of  government 
agencies,  and  of  private  timber  operators,  have  con- 
tinued to  limit  the  commercial  availability  of  mature 


,'U.  S.  Tariff  Commission,  op.  cit.  See  Table  : 
'Ibid.,  p.  16. 


above. 


"The  Canadian  import  value  per  mbft  decreased  to  $61  in  1962. 
"  U.  S.  Tariff  Commission,  op.  cit.,  p.  17. 
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Table  6 
SOFTWOOD   LUMBER:    IMPORTS 
S.  IMPORTS  FOR  CONSUMPTION,  TOTAL  AND   FROM   CANADA,  1939.  1946-61 


Ratio 


Total  imports 

Im 

porta  from  Cana 

da 

of  imports  from 
Canada  to  total        \ 

Quantity 
million 
hoard  ft. 

Value 

1,000 

dollars 

Unit  Value 
per  1,000 
hoard  ft. 

Quantity 
million 
hoard  ft. 

Value 

1.000 

dollars 

Unit  Value 
per  1,000 
hoard  ft. 

Quantity 
percent 

Value 

percent  i 

1939 
1946 
1947 
1948 
1949 

606 
1,020 
1,092 
1,652 
1,425 

15,049 
58,923 
77,502 
126,573 
95,752 

58 
71 
77 
67 

596 

840 

948 

1,491 

1,299 

14,872 
48,046 
68,509 
115,422 
88,259 

$25 
57 
72 
77 
68 

98.3 
82.4 
86.8 
90.3 
91.2 

98.8 
81.5 
88.4      f 
91.2     ■ 
92.2 

1950 
1951 
1952 
1953 

3,146 
2,250 
2,267 
2,528 

231,454 
193,174 
190,115 
200,735 

74 
86 
84 
79 

2,906 
2,080 
2,140 
2,410 

212,058 
176,277 
176,760 
188,293 

73 

85 
83 
78 

92.4 
92.4 
94.4 
95.3 

91.6 
91.3 
93.0 
93.8 

1954 
1955 
1956 
1957 

2,855 
3,327 
3,131 
2,712 

220,705 
2S0,ti46 
260,609 
205,483 

77 
84 
83 
76 

2,748 
3,226 
3,061 
2,645 

208,411 
260,246 
249,477 
195,993 

76 
83 

82 
74 

96.3 
97.0 
97.8 
97.5 

94.4 
94.9 
95.7 
95.4 

1958 
1959 
I960' 
1961' 

3,155 
3,743 
3,631 
4,004 

224,542 
284,751 
259,489 
271,459 

71 
76 
71 
68 

3,088 
3,664 
3,574 
3,941 

215,233 
273,627 
250,774 
262,233 

70 
75 
70 
67 

97.9 
97.9 
98.4 
98.4 

95.9 
96.1 
96.6 
96.6 

Notes : 

Source 

of 

'  Preliminary. 

:  Compiled  from  offlcial  statistics  of  the 

Commerce. 

U.  S.  Department 

Table  7 

SOFTWOOD   SAWTIMBER:    AVERAGE   ANNUAL   PRICES   BID   FOR  STUMPAGE   IN 

BRITISH    COLUMBIA  CROWN    LANDS  AND   U.  S.   NATIONAL   FORESTS 

BY  SELECTED   SPECIES  AND    BY    DISTRICTS,   1958-61 

(Per  Thousand  Board  Feet,  U.  S.  Log-Scale  Basis') 

Species  and  District  1958  1959  1960  1961 

,,      ,  ,  n •.     ,,  DOUGLAS  FIR 

Coastal  Districts: 

1.  Vancouver.  British  Columbia $10.10         $14.67         $15.30         $10.51 

2.  Northwestern   Washington    (National   Forest)—       22.70  38.44  32.52  23.08 

3.  California   (National  Forest)   21.00  29.65  34.55  31.00 

,  ,     .      „.  ,  .  ,  SPRUCE  (Pulp) 

Interior  Districts: 

1.  Southeastern  British  Columbia 4.10  6.75  5.70  4.29 

2.  Northern  Idaho  and  Western  Montana 6.73  11.81  6.69  6.60 

3.  California 

Ponderosa  Pine n.a.  22.05  19.08  16.05 

Cedar n.a.  4.14  5.59  4.88 

Redwood 21.00  29.65  34.55  31.00 

Notes ;  '  Canadian  values  converted  to  U.  S.  dollars  on  the  basis  of  the  average  annual  spot  rate 
of  exchange,  as  reported  by  the  International  Monetary  Fund  ;  Canadian  timber  converted 
from  cubic  feet  on  the  basis  of  one  cubic  foot  equals  six  board  feet  for  coastal  districts,  and 
one  cubic  feet  equals  5.75  board  feet  for  interior  districts. 

Source :  U.  S.  Department  of  Agriculture,  Forest  Service,  Stuvipage  Prices  and  Pricing  Policies 
in  British  Columbia,  April  24,  1962. 


sawtimber.  These  policies,  which  were  and  are  de- 
signed to  achieve  a  generally  long  term  balance  be- 
tween growth  and  cut  are  necessarily  in  conflict  with 
efforts  to  increase  current  supply  of  timber.  The  basic 
problem  in  the  United  States  has  been  an  inelastic 
or  limited  supply  of  commercially  mature  softwood 
timber  in  direct  contrast  to  the  increasing  commercial 
availability  of  newly  opened  virgin  timberlands  in 
Canada,  primarily  in  eastern  British  Columbia.  At  the 
same   time,    there   has   been   increasing   competition 


among  Canadian  mills  to  supply  imports  to  the  Unr 
States. 

The  competition  for  the  supply  of  timber  in  the 
United  States  has  occurred  not  only  among  producers 
of  lumber  but  also  among  producers  of  a  variety  of 
other  forest  products  including  pulp,  paper,  plywood, 
and  hardboard.  Increasing  demand  for  forest  products 
in  the  United  States,  in  conjunction  with  the  limited 
cutting  policy  on  Federal  timberland  and  the  limited 
availability  of  private  timber,  has  resulted  in  the  up- 
ward trend  in  the  domestic  price  of  timber.  This  ir 
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turn  has  exerted  an  upward  pressure  in  the  United 
States  price  of  lumber  products  which  has  had  its 
effect  in  making  domestic  lumber  prices  higher  rela- 
tive to  Canadian  prices.  Thus,  the  United  States  has 
become  a  favorable  area  for  Canadian  lumber  ex- 
ports.'* 

In  fact,  the  Commission  notes  that  the  persistance 
of  this  upward  pressure  of  timber  prices  has  encour- 
aged the  opening  of  new  areas  of  logging  and  the  ex- 
pansion of  sawmill  capacity  in  Canada,  particularly 
during  the  last  few  years,  and  of  American  investment 
in  Canada.  The  increase  in  Canadian  lumber  produc- 
tion in  recent  j'ears  has  been  largely  for  export  to  the 
United  States  as  the  closest  and  most  attractive 
market. 

Canadian  Dollar  Depreciation: 

The  next  point  noted  by  the  Tariff  Commission  a.s 
creating  a  stimulus  for  United  States  imports  of  lum- 
ber from  Canada  has  been  the  depreciation  of  the 
Canadian  dollar  relative  to  the  American  dollar.  Ca- 
nadian effoi'ts  to  redraft  a  continuous  adverse  balance 
of  payments  in  recent  years  have  included  a  variety 
of  devices,  among  them  the  devaluation  of  currency. 
Between  1959  and  1962  the  Canadian  dollar  dropped 
from  $1.05  American  to  its  present  92«*.  Inasmuch  as 
lumber  is  a  leading  Canadian  export,  and  the  Ignited 
States  is  the  major  foreign  market  for  those  exports, 
the  currency  depreciation  effectively  promoted  the  ex- 
pansion of  lumber  exports  to  the  United  States. 

Customs  duties  decreases  have  amounted  to  an  aver- 
age of  $2.23  per  thousand  board  feet  between  1941 
and  1959.   The  depreciation  of  the   Canadian  dollar 
I  between  1959  and  May  1962  is  equivalent  to  approxi- 
■  mately  a  $7.00  per  thousand  board  feet  decrease  in 
;  the  price  of  Canadian  lumber  in  the  Ignited  States. 
I  Depreciation  of  the  Canadian  dollar  may  become  a 
1  diminishing  factor  of  importance  in  promoting  expan- 
I  sion  of  United  States  imports  of   Canadian  lumber. 
'  At  the  present  time,  however,  this  factor  is  much  more 
important  in  the  explanation  of  the  expansion  of  Ca- 
nadian imports  into  the  United  States  than  is  the 
aggregate  of  all  past  trade  agreement  tariff  reductions 
on  lumber. 

Transport  Cost: 

,  An  important  factor  affecting  the  volume  of  imports 
I  of  Canadian  softwood  lumber  is  the  charter  rate  for 
[  water-borne  lumber  shipments  from  British  Columbia 
!  to  eastern  United  States  ports  and  into  the  Los  An- 
i  geles  market,  compared  with  the  cost  of  shipping  for 
t  California  or  Pacific  Coast  lumber  to  the  same  eastern 
I  United  States  ports  and  to  the  Los  Angeles  market. 
]  From  1954  through  1957,  the  Canadian  charter 
rates  on  lumber  products  to  Atlantic  ports  were  higher 

^*  The  demand   for   timber  in   the  United   States  has   declined   in 

I  the  last  few  years.   Even  so,   the  availability  of  timber  has 

declined   relative   to   the  demand.    The   result  has   been   that 

increasing   pressure   for   limited   timber   supplies   has   tended 

to  increase  domestic  stumpage  and  luniber  prices. 


than  the  United  States'  charter  rates  by  from  $3.00 
to  $7.00  per  thousand  board  feet.  During  that  period, 
water-borne  shipments  from  British  Columbia  to  the 
eastern  United  States  tended  sharply  downward.  Be- 
ginning in  October,  1957,  however,  charter  rates  from 
Canadian  ports  were  sharply  reduced.  Largely  as  a 
result  thereof,  British  Columbia  mills  began  to  in- 
crease their  water-borne  shipments  of  softwood  lum- 
ber to  the  eastern  United  States,  aggregating  more 
than  500  million  board  feet  from  1957  through  1961. 
This  charter  rate  differential,  favoring  shipments  from 
Canadian  to  eastern  United  States  ports  over  ship- 
ments from  western  United  States  ports,  reached  the 
highest  point  on  record  of  $12.00  per  thousand  board 
feet  in  April,  1962. 

Imports  of  softwood  lumber  by  water  to  the  United 
States  account  for  only  25  percent  of  the  total  United 
States  imports  of  softwood  lumber.  However,  the 
large  and  rising  disparity  in  cargo  rates  favorable  to 
imports  by  water  has  obviously  contributed  much  to 
a  worsening  competitive  position  of  California  and 
Pacific  Northwest  softwood  lumber  in  the  national 
U.S.  lumber  market. 

Other  Factors: 

Beginning  in  mid-1962,  Canadian  railroads  gave 
Canadian  exporters  of  lumber  more  time  to  find 
American  buyers  than  American  railroads  were  will- 
ing to  give  American  shippers  in  finding  American 
buyers."  That  is,  the  freehold  privileges  extended  to 
shippers  of  Canadian  lumber  by  Canadian  railroads 
exceeded  the  freehold  privileges  granted  to  American 
shippers  of  lumber  on  the  railroad,  export  it  into  the 
United  States  and  have  a  relatively  long  layover 
period  in  which  to  find  an  American  buyer. 

Another  contributing  factor  to  the  increased  Ca- 
nadian export  has  been  the  increasing  awareness  by 
United  States  distributors  and  consumers  of  the  gen- 
eral high  quality  of  Canadian  lumber.  Further,  there 
has  been  greater  acceptance  in  recent  years  by  the 
United  States  construction  industry  of  certain  species 
of  lumber  of  which  Canada  has  an  abundant  supply. 

Conclusions  regarding  the  competitive  position  of 
the  domestic  lumber  industry  in  the  United  States 
market  for  softwood  lumber  are  relevant  for  any  con- 
sideration of  the  California  lumber  industry.  The 
vast  bulk,  about  98  percent,  of  the  California  lumber 
output  is  softwood  lumber.  Thus,  immediately,  it  can 
be  seen  that  the  increased  competition  which  the  do- 
mestic lumber  industry  is  receiving  from  competitive 
products,  both  domestic  and  Canadian,  seriously  af- 
fects the  ability  of  the  California  industry  to  operate 
on  a  profitable  and  effective  basis. '^ 


"As  of  June,  1963,  the  actual  rail  rates  from  western  U.  S.  and 
British  Colum-ljia  to  eastern  U.  S.  points  were  nearly  identi- 
cal, cf.  USDA.  op.  cit..  p.  38. 

■■3  The  conclusions  here  rely  heavily  on  the  U.  S.  Tariff  Commis- 
sion study,  and  the  IJ.  S.  D.  A.  study,  both  cited  earlier. 
However,  on  investigation,  it  is  determined  that  the  facts 
noted  here  are  accurate,  particularly  as  applicable  to  the 
California  situation. 
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General: 

The  post-World  War  II  period  brought  considerable 
expansion  to  the  lumber  industry  in  California  and 
throughout  the  United  States.  This  was  particularly 
felt  in  northern  California  where  extensive  forest 
land  developed  in  private  ownership.  Following 
World  War  II  and  the  end  of  production  and  price 
control,  the  demand  for  lumber  products  increased. 
By  1950  the  lumber  price  level  in  current  dollar 
terms  was  more  than  three  times  its  1940  level.  Lum- 
ber prices  were  65  percent  higher  in  1950  than  in 
1940.  With  these  conditions  and  the  availability  of 
timber  in  California,  lumber  production  in  the  State 
rose  rapidly  as  seen  in  Table  8,  below.  The  expansion- 
ary effects  of  the  lumber  industry  on  the  economies 
of  the  forested  counties  of  the  State  were  reinforced 
by  the  development  of  the  softwood  plywood  industry. 
This  industry  rose  from  a  negligible  use  of  logs  in 
1946,  to  more  than  600  million  board  feet  of  logs  con- 
sumed in  1959.  Some  development  in  pulp  and  paper, 
particle,  and  board  products  added  to  the  total  eco- 
nomic activity. 

The  greatest  effect  of  this  wa-s  along  the  north  coast : 
Humboldt,  Mendocino,  Del  Norte  and  Sonoma  coun- 
ties together  produced  more  than  half  of  the  State's 
lumber  output  in  1956.  They  were  also  the  center  of 


the  State's  plywood  production.  With  such  an  expan- 
sion based  primarily  on  a  limited  area  of  pi-ivate  for- 
est lands,  the  total  cut  reached  levels  higher  than 
could  be  sustained.  Most  of  the  expansion  had  been 
achieved  by  1956.^*  As  production  moved  to  high 
levels,  the  loss  of  the  stimulus  of  expansion  began  to 
make  itself  felt  in  forested  areas.  That  is,  as  the 
growth  of  lumber  consumption  began  to  slow  down 
and  stablize,  the  inroads  in  the  market  of  products 
competitive  with  lumber  began  to  make  themselves 
felt  with  double  point. 

The  burden  fell  most  heavily  on  the  north  coast 
lumber  counties.  Employment  in  the  lumber  and 
wood  products  industry  had  reached  its  peak  in  1955 
and  began  to  decline.  The  rapidly  expanding  pro- 
duction from  a  declining  resource  base  was  faced  with 
mounting  resistances  statewide  (e.g.,  annual  cut  of 
5.5  billion  board  feet  and  growth  of  3.5).  The  in- 
creased transportation  costs  of  longer  hauls,  and  the 
increasing  competition  for  logs  between  lumber  and 
plywood  which  forced  stumpage  prices  upward,  de- 
veloped a  cost  price  squeeze  which  became  increas- 
ingly unsatisfactory. 


'»  Likewise,  tViese  counties  have  been  affected  by  a  serious  indus- 
trial decline  in  the  lumber  and  associated  industry  after  1956. 


Table  8 


PRODUCTION    OF   CALIFORNIA  TIMBER  OPERATORS 


County 

Alpine,   Mono,   Inyo 

Amador 

Butte  

Calaveras    

Del    Norte    

El  Dorado 

Fresno     

Glenn     

Humboldt    

Lake,  Colusa 

Lassen — - 

Madera    

Mariposa,  Merced 

Mendocino     

Modoc    

Monterey,  San  Luis  Obispo 

Napa,  Marin 

Nevada    

Placer    

I'lumas    

San  Bernardino,  Los  Angeles 

San  Diego,  Riverside 

San  Mateo 

Santa  Clara,  San  Benito,  Contra 

Costa,   Stanislaus   

Santa  Cruz 

Shasta 

Sierra 

Siskiyou    

Sonoma     


1948-1962 

Year 

(MBM) 

(MBM) 

(MBM) 

(MBM) 

(MBM) 

1948 

191,9 

19-jO 

1951 

1952 

12,799 

15,389 

14,194 

800 

22.034 

14,826 

8,961 

17,109 

42,114 

22,805 

194,519 

137,612 

105,490 

126,607 

136,523 

155,884 

139,218 

185,819 

155,584 

108,157 

34,472 

61, .362 

141,996 

174,452 

203,835 

243,937 

155..503 

202,615 

240,251 

251,101 

40,755 

42,909 

43,043 

32,011 

62,761 

- 

- 

6,229 

31,7.J0 

25,914 

863,138 

819,783 

861,685 

982,660 

1,060,887 

24,500 

32,491 

18,100 

21,351 

29,874 

360,959 

339,598 

229,952 

313,604 

167,224 

18,628 

10,288 

40,541 

38,967 

39,208 

22,386 

18,370 

5,185 

16,736 

12,068 

315,631 

364,772 

509,915 

752,964 

805,437 

209,920 

172,087 

222,636 

191,437 

155,082 

1,918 

1.493 

2,355 

1,987 

950 

- 

- 

180 

- 

620 

36,878 

71,729 

98,416 

97,024 

103,593 

44,901 

53,025 

87,243 

137,199 

106,424 

187,823 

344,095 

.348,368 

318,862 

419,195 

2,875 

2,008 

2,560 

2,808 

3,450 

1,550 

101 

700 

1,162 

1,471 

17,762 

16,500 

17,.520 

19,795 

20,371 

8,452 

4,911 

2,9.59 

5,692 

4,684 

257,399 

217,007 

221,332 

373,888 

296,864 

45,295 

42,184 

41,627 

60,128 

65,162 

291,746 

236,798 

266.240 

284,348 

330,142 

40,480 

48,378 

55,253 

76,609 

75,677 
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Table  8 — Continued 
PRODUCTION   OF  CALIFORNIA  TIMBER  OPERATORS 

1948-1962— Continued 

Year 


(UnV)        (MEM)        (MEM)  (ilBM)       (MBM) 

County                                                        19.',S             1949             19r,0  1951             1952 

Tfhama TilUm           yi,794        128,19S  74,472          71,730 

Triuity    132,850        101,011        105,115  144,917        214,271 

Tulare,   Kern,  Ventura 65,287          50,350        103,657  59.195          55,548 

Tuolumne   164,840        142,976        162,789  173,824        143,626 

Yuba    74,469          52,549          53,990  31,090          40,348 

Total  MBF  Cut 3,983,223     3,795,252     4,303,011  4,984,288     5,057,036 

Percent   100%             95%           108%  125%           127% 

Board  Feet  Value  at  Mill 73^               74.5^            76f  77.5^            79p 

Year 


(MEM)  (MBM)  (MBM)  (MEM)  (MBM) 

County  1953  195i  1955  1956  1957 

Alpine,  Mono,  Inyo 24,723  22,563  7.536  23.055  43,589 

Amador 16,161  23,474  34,275  35,552  34,759 

Butte    172,600  129,779  124.134  1.36,065  115.381 

Calaveras    150,262  128,195  112,977  125,183  107,589 

Del    Norte    288,913  240,194  305,742  234,780  201,180 

El  Dorado 213,380  150,456  228,621  213,194  154.576 

Fresno  __ 66,893  64,976  67,606  86,304  58.768 

Glenn     56,849  28,750  34,682  51,377  43,872 

Humboldt    1,324,405     1,264,122  1,298,346     1,249,618  1,211.925 

Lake,   Colusa 19,732  20,890  34,448  17,180  39.472 

Lassen 196,168  241,752  256,759  169.185  150,346 

Madera    41,861  26,095  56,153  72,768  45,424 

Mariposa,  Merced 14,8.30  15,055  8.519  13,725  14,101 

Mendocino    927,191  993,7.34  1,030.321  990.027  791.690 

Modoc    86,172  70,040  46,670  73,512  31,.543 

Montere.v,  San  Luis  Obispo 650  221  535  2,075  4,.525 

Napa,   Marin   -  719  10,010  5,250  2,595 

Nevada    151,017  132,7.39  126.285  120.199  94,480 

Placer    110,750  110.176  98,526  111,087  57,732 

Plumas    __ 401,504  276,840  289.093  300.478  268.461 

San  Bernardino,   Los  Angeles 7,110  23,254  22,487  12,596  16,410 

San  Diego,  Riverside 304  263  520  4,493  30 

San  Mateo 21,803  20,081  24,644  20,811  17,013 

Santa  Clara,  San  Benito,  Contra 

Costa,   Stanislaus   75  -  .500  1,750  1,.555 

Santa  Cruz 4.073  8.018  20.127  19.072  14,877 

Shasta     486,669  347,483  418,544  412,056  432.829 

Sierra    99,583  118,598  133,456  71,400  70,195 

Siskiyou    380,073  425,187  377,728  469,.317  4.39.-564 

Sonoma     84,321  133,887  213,455  212.058  208,365 

Tehama 82,868  120,967  81,540  114,383  103,611 

Trinity    319,398  252,061  296.893  266,406  351,217 

Tulare,   Kern,   Ventura 41,792  35,414  54..560  48.740  28.416 

Tuolumne 164,829  117,075  1. ".5.128  132,135  148.032 

Xuba    33,329  57.152  44,119  45,797  42..399 

Total  MBF  Cut 5,990,088     5,600,210  6,014,939     5,861,&34  5,346,.521 

Percent    150%  141%  151%  147%  134% 

Board  Feet  Value  at  Mill 80.5^  82^  83.5(J  85«i  86.5^ 

Tear 


(MBM) 

County  195S 

Alpine,   Mono,   Inyo 28,024 

Amador     39,088 

Butte 102,033 

Calaveras    98,925 

Del  Norte 283,133 

El   Dorado   170,756 

Fresno 68,326 

Glenn     32,662 

Humboldt    1,521,650 

Lake,  Colusa  40,761 

Lassen 54,261 

Madera    61,964 

Mariposa,  Merced 5,558 

Mendocino    795,632 

Modoc    40.711 

Monterey,  San  Luis  Obispo 7,212 


(MBM) 

(MBM) 

(MBM) 

(MBM) 

1959 

1960 

1961 

1962 

27.967 

16,676 

13,300 

11.607 

12,680 

16,178 

60,668 

43,786 

104,890 

144,113 

53,319 

43,588 

116,249 

74,188 

105,790 

73.563 

336,863 

258,029 

229,670 

192.288 

218,442 

336,824 

197,4.50 

189,009 

60,166 

52,534 

40,765 

74,989 

40,944 

39,968 

52,681 

66,889 

1,570,108 

1,135,416 

1,264,964 

1,446,914 

30,483 

34,883 

45,876 

11,723 

144,567 

98,182 

121,131 

126,662 

74,746 

64,020 

61,436 

59,724 

15,254 

18,593 

1,378 

6,504 

623,121 

635,473 

683.262 

726,596 

50,880 

42,296 

59.555 

60,301 

4,195 

4,579 

4,637 

6,331 

52 
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Table  8 — Continued 
PRODUCTION   OF  CALIFORNIA  TIMBER  OPERATORS 


1948-1962— Continued 


Tear 


(MBM)       (ilBM)      (MBM)       (MBM)       (MBit) 

County  1958             1939             1960             1961             1962 

Napa,   Marin   8.&13 

Nevada    67,292 

Placer    T9,053 

Plumas    213.514 

San  Bernardino,  Los  Angeles 9.348 

San  Diego,  Riverside 2,396 

San  M.ateo   19,213 

Santa  Clara,  San  Benito,  Contra 

Costa,   Stanislaus   632 

Santa  Cruz 28,668 

Shasta    537,573 

Sierra    87,452 

Siskiyou    389,440 

Sonoma   189,417 

Tehama 141,205 

Trinity    347,985 

Tulare,   Kern,   Ventura 39.041 

Tuolumne    114.203 

Yuba    49,621 

Total  MBF  Cut 5,675,392     5 

Percent   142% 

Board  Feet  Value  at  Mill 88^ 

Source :  California  Division  of  Forestry.  1964. 


25,906 

9,165 

3,890 

1..575 

70,246 

64,442 

71,692 

75.108 

117,039 

74,2.S3 

182.333 

111.630 

211,610 

179,712 

185,881 

215.4.51 

23,723 

11305 

24,101 

9.:«2 

360 

3,818 

15 

7,840 

24,256 

19,046 

19,698 

21,058 

1,309 

3,035 

2.110 

1..504 

21,964 

22,778 

23,686 

26,850 

441,717 

552.685 

455,289 

.568,926 

83,905 

99,.594 

130,170 

114,622 

379,698 

315,325 

337,175 

410,145 

257.428 

206,446 

140,7.54 

1.57.012 

102,104 

146,067 

155.255 

157.053 

439,222 

305,842 

377,191 

369.601 

51.821 

39.96S 

42,680 

63,707 

134.S56 

74,186 

133,755 

26,988 

67,342 

36,500 

60,695 

60,022 

,886,061  5,136,649 

5,342,2.52  5,538,928 

148% 

129% 

134% 

139% 

89.5* 

91* 

92.5* 

94< 

i 


California  has  some  42.5  million  acres  of  forest  land 
of  all  types  representing  approximately  42  percent  of 
the  total  land  area.  Results  of  the  most  recent  pub- 
lished major  forest  survey  of  the  State  in  1954  indi- 
cated that  approximatelj'  40  percent  is  growing  or  is 
capable  of  growing  commercially  usable  crops  of 
wood.  The  total  area  of  commercial  forest  land  as  of 
January  1,  1953  was  estimated  to  be  17.3  million 
acres."  Of  the  17,317,000  acres,  8,053,000  acres  were 
owned  by  private  individuals  or  corporations  amount- 
ing to  46  percent  of  the  total  commercial  forest  acre- 
age. 9,070.000  acres  were  owned  under  a  Federal 
ownership  or  trusteeship :  8,573,000  acres  as  national 
forest  land,  133,000  acres  of  Indian  land,  324,000 
acres  coming  under  the  Bureau  of  Land  JVIanagement 
and  the  rest  under  miscellaneous  Federal  ownership. 
The  State  owned  or  controlled  136,000  acres  of  com- 
mercial forest  land ;  county  and  municipal  ownerships 
included  8,000  acres  of  forest  land. 

The  17,317,000  acres  of  California  commercial  for- 
est land  amounted  to  3.54  percent  of  the  total  com- 
mercial forest  land  in  the  United  States  including 
coastal  Alaska.  The  17,317,000  acres  were  divided  as 
follows : 

I.  14,038,000  acres  was  classified  as  sawtimber 
stands  with  11,240,000  acres  as  old  growth  com- 
mercial forest  land. 


II.  1,122,000  acres  of  land  was  classified  as  poll 
timber   stands;    44,000    acres   as   seedling   an^ 
sapling  stands;  and  2,113,000  acres  was  elas 
fied  as  non-stock  areas. 

In  California  189  biUion  board  feet  of  live  saw 
timber  was  under  Federal  ownership  or  trusteeshi;' 
for  55  percent  of  the  total;  166  billion  board  feet  ot; 
44  percent  was  under  private  ownership.  The  remain'* 
der  was  under  State,  county  and  municipal  owni 
ship. 

Thus,  the  disparity  can  be  seen  rather  clearly.  Thj 
amount  of  commercial  acreage  of  standing  sawtim 
and  growing  stock  is  roughly  evenly  divided  with  th 
Federal  government  owning  approximately  54  pei 
cent.  53  percent  aud  56  percent  of  the  acreage,  sa^ 
timber,  and  growing  stock,  respectively,  in  Californij 
Private  companies  or  individuals  own  about  46  pei 
cent,  43  percent,  and  47  percent,  respectively,  of  th 
acreage,  sawtimber,  and  growing  stock  in  Californif 
At  the  same  time  approximately  72  percent  of  th 
average  annual  cut  has  been  coming  from  the  privet 
lands. ^*  This  is  one  of  the  problems  that  the  CaUfo> . 
nia  forest  products  industrj*  faces  in  the  future        ' 


.  S.  Department  of  A^cuUure,  California  Forest  and  Range 
Experiment  Station,  Forest  Statistics  for  California.  Forest 
Survey  Release  No.  25.  (Washington  :  Government  Printing 
Office.  1954).  p.  13.  Also:  according  to  Forest  Service  Report 
No.  14.  Timber  Resources  for  America's  Future,  the  total 
California  land  area  as  of  January,  1953  was  100,.314.000 
acres,  of  which  42,541.000  acres  was  classified  as  forest  land 
Of  this  17.317.000  acres  was  identified  as  commercial  forest 
land  while  the  remalnine  25.225,000  acres  were  considered 
as   non-commercial   forest  land. 


Couniy: 

The  only  breakdown  of  forest  land  by  county  i 
from  the  California  Forest  and  Range  Experimer 
Station  Report  in  1954  which  portrays  the  distribi 
tion  by  area  of  commercial  forest  land  by  sub-regio 
and  forest  type  for  California  as  of  1953.  This  i 
shown  in  Table  9. 

Changes  in  the  character  of  the  ownership  of  eoii 
mercial  forest  lands  from  January  1,  1953.  the  dat 

"  Latest  published  or  available  statistics. 
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Table  9— COMMERCIAL   FOREST  LAND,  CALIFORNIA,  1953 

County 

Thousand  acres 

Ratio 

publicly 

owned 

commercial 

land  to  total 

commercial 

forest 

Total 
land 
area' 

Forest  land 

Ratio 

publicly 

Total 

Commercial 

Non- 
commer- 
cial 

Non- 
forest 

owned 

forest  land 

to  total 

Total 

Public 

Private 

forest 
land 

ampHfi 

469 
463 
380 
1,066 
658 

738 

470 

642 

1,104 

3,831 

843 

2,287 
2,742 
6,458 
5,229 

893 

804 

2,911 

2,605 

1,375 

333 

931 

2.246 

1.269 

2.620 

1.938 

2.127 

505 

627 

500 

916 

1.645 

4,595 

630 

893 

12,884 

2,725 

29 

902 

2,129 

291 

1,757 

835 

281 

2,432 

613 
4,040 

529 
1,011 

964 

388 
1,903 
2,042 
3,101 
1,456 
1,189 
662 
408 

83 
344 
303 
608 
573 

276 

59 

615 

981 

1,467 

363 

1,946 

2 

666 
1,161 

15 
709 

1,297 

1,096 

707 

119 
748 

1,914 
80 

1,297 

693 

1,128 

356 

542 

74 

686 

1,421 

834 

44 

416 

899 
1,225 

2 

43 
806 

127 
988 
423 
190 
2,193 

515 

3,370 

53 

553 

186 

27 

1,378 

1,959 

1.750 

1,145 

751 

138 

199 

83 
240 
164 
252 
330 

249 

59 

164 

307 

1,041 

250 

206 

2 

659 

1,055 

15 
534 

468 

1,082 

433 

88 
580 
609 

80 
622 

571 

1,112 

317 

181 

74 

253 
193 
811 
44 
415 

810 
1,200 

2 

43 
805 

68 
987 
398 

65 
930 

122 

1,047 

53 

257 

186 

27 
942 
602 
1,531 
661 
716 
138 
83 

386 

119 

77 

458 

85 

462 

411 

27 

123 

2.364 

480 

341 

2,740 

5,792 

4,068 

878 

95 

1,614 

1,509 

668 

214 

183 

332 

1,189 

1,323 

1,245 

999 

149 

85 

426 

230 
224 
3,761 
586 
477 

11,985 

1,500 

29 

859 

1,323 

164 
769 
412 
91 
239 

98 
670 
476 
458 
778 

361 
525 
83 
1,351 
311 
438 
524 
209 

.83 
.34 
.33 
.31 

.10 
neg 
.66 
.47 
.90 

.77 
.26 
neg 
.71 
.81 

neg 
.60 
.55 
.93 

.88 

neg 
.63 
.19 
neg 
.68 

.84 
.31 
.03 
.36 
neg 

.47 
.74 
.52 
neg 
neg 

.66 
.44 
neg 
neg 
neg 

.08 
1.0 
.04 
neg 
.42 

.77 
.69 
.01 
neg 
neg 

neg 
.17 
.74 
.92 
.64 
.97 
neg 
..39 

pine -        __     . 

104 
139 
356 
243 

27 

86 

44 

117 

76 

26 

18 

95 

239 

167 

1 

.25 

uador 

itte 

.15 
.19 

Uaveras.. 

.13 

dusa 

.01 

>ntra  Costa 

neg 

el  Norte . 

451 
674 
426 

113 
1,740 

299 
315 
386 

87 
446 

152 

359 

40 

26 
1,294 

.49 

.32 

■esno 

.26 

.24 

.23 

iperial.-    .    . 

neg 

7 
106 

5 

86 

2 
20 

.01 

.07 

neg 

ike 

175 

829 

14 

264 

31 

168 

1,.305 

105 

452 

13 

231 

70 

377 

1 

33 

31 

63 

1,056 

.15 

.35 

)s  Angeles 

.01 

.33 

arin__ 

neg 

ariposa   

105 
249 

.14 

.13 

erced 

neg 

odoc      

675 

122 
16 
39 

361 

458 

102 
5 
1 

130 

217 

20 

11 

38 

231 

.35 

.15 

neg 

apa 

neg 

evada 

.24 

range _   _ 

neg 

•acer 

433 

1,228 
23 

202 

911 

12 

231 

317 

11 

.29 

nma<? 

.64 

iverside 

.01 

iicramento 

neg 

,in  Benito _ 

1 

89 
25 

1 

30 

14 

neg 

59 
11 

.07 
.01 

xn  Francisco 

(in  Joaquin.-  _ 

neg 

neg 

|in  Luis  Obispo 

i 

m  Mateo -   . 

1 

59 

1 

25 

125 

1,263 

393 
2,323 

2 

5 

1 
1 

2 

532 

301 
1.605 

1 
54 

neg 
.04 

mta  Barbara 

neg 

24 
125 
731 

92 

718 

neg 

mta  Cruz 

neg 

lasta 

.24 

erra 

.58 

skiyou.. 

.48 

,)lano . 

.01 

()noma   > 

296 

4 

292 

neg 

anislaus 

neg 

itter 

neg 

Aama 

436 

1,357 

219 

484 
35 

206 

1.002 

201 

308 

34 

230 

355 

18 

176 

1 

.15 

.51 

iilare 

.11 

aolumne 

.27 

.3ntura     .. 

.05 

olo   __ 

neg 

'uba 

116 

45 

71 

.23 

t     All  counties 



100,314 

42,541 

17,317 

9,264 

8.053 

25,224 

57,773 

.87 

.22 

|0TES: 


1  From   "Areas  of  the  United  States  1940,"   U.S.   Bureau  of  the  Census  but  with  adjustments  as  needed  to  bring  county  acre- 
ai^es  lip  to  19.J0  acreages. 

'  =  Less  than  SOO  acres.  ^         .    _, 

})urcc:  U.S.  Department  of  Asriculture,  California  Forest  and  Range  Experiment  Station,  Forest  Statistics  for  Cahforma,  Forest  Sur- 
i      vey  Release  No.  25,  December,  1954,  p.  13. 
i  (  53  ) 
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for  which  the  Forest  Service  Review  figures  are  valid, 
to  January  1,  1960,  are  nominal  or  tend  to  be  com- 
pensating such  that  the  total  area  of  public  commer- 
cial forest  land  in  the  State  on  January  1,  1960,  is 
assumed  here  to  be  equal  to  that  shown  by  the  For- 
estry Survey  for  January  1,  1953. 

Ninety-three  percent  of  the  publicly  owned  forest 
land  in  California  is  administered  by  the  U.  S.  Forest 
Service,  and  5  percent  by  other  Federal  agencies  with 
two  percent  administered  by  State  and  local  govern- 
mental agencies.  On  the  private  forest  lands  42  per- 
cent is  held  in  23  large  holdings  amounting  to  50,000 
acres  or  more  each.'^  Fourteen  percent  of  the  private 
land  is  in  105  medium  holdings  constituting  tracts  of 
5,000  to  50,000  acres  each.  Forty-four  percent  of  the 
land  is  held  in  many  thousand  small  holdings  averag- 
ing under  5,000  acres  each.  With  around  50  percent 
of  the  State's  commercial  forest  land  under  its  cen- 
tralized administration,  the  Forest  Service  clearly 
exercises  a  dominant  influence  on  the  forestry  sector 
of  the  California  economy  through  whatever  policies 
it  chooses  to  follow.  No  single  private  holding  includes 
as  much  as  four  percent  of  the  State's  commercial 
forest  land. 

With  approximately  30,000  individual  small  owner- 
ships each  owning  4,999  acres  or  less,  controlling  an 
aggregate  of  3.51  million  acres  of  commercial  forest 
lands  or  approximatel}^  20  percent  of  the  total  com- 
mercial forest  ownership  in  California  and  about  33 
percent  of  the  private  ownership,  the  problem  of 
effective  forest  management  is  clearly  quite  difficult. 

The  most  complete  record  of  changes  in  commercial 
forest  ownership  is  provided  by  a  study  in  1960  of 
Mendocino  county  by  Professors  Cossmajor  Teeguar- 
den  and  Zivnuska  which  included  a  detailed  compari- 
son of  ownership  in  1957  with  ownership  in  1948.-" 
This  report  notes  in  part  that  two-thirds  of  the  1957 
owners,  with  nearly  half  the  private  rural  land,  were 
new  since  1948.  About  six  percent  of  the  owners,  with 
one-third  of  the  land,  were  the  same  as  in  1948  and 
had  increased  the  size  of  their  holdings.  Another  eight 
percent  of  the  owners  with  about  eight  percent  of  the 
land  were  the  same  as  10  years  before  but  had  reduced 
the  .size  of  their  holdings.  Only  one-fifth  of  the  owner- 
ship with  one-tenth  of  the  private  rural  lands  re- 
mained completely  unchanged  during  this  period. 
These  relationships  reflect  only  the  net  change  from 
1948  to  1957 ;  the  total  amount  of  change  must  have 
been  even  greater. 

This  point  of  frPMn('nc\-  in  the  changes  in  forest 
ownership  is  important.  Stability  of  ownership  is  of 
particular  importance  in  plans  for  management  be- 
cau.se  the  production  period  for  growing  a  commercial 
crop  ranges  from  50  to  100  years.  On  small  holdings, 
at  least  two  or  three  changes  in  ownership  and  often 

**  Zivnuska  and  apsociates,  op.  cit.,  passim, 

=»>ct.  Henry  J.  Vaux.  Young-Growth  Timber  Taxation  in  Mendo- 
cino County.  California  Experiment  Station,  Bulletin  780, 
December,   1960.   pp.    46-51. 


eight  or  10  or  more  must  be  anticipated  over  the  pro 
duction  period.  Continuity  of  management  objective 
is  most  unlikely  under  such  conditions.  This  mean) 
that  the  problem  of  developing  sustained  yield  fores! 
operations  in  California,  given  the  small  size  of  tbi 
majority  of  the  private  holdings,  is  extremely  difficulj 
or  impossible. 

Another  point  was  developed  by  the  study  in  Men 
docino  county,  and  in  another  study  of  the  centra 
Sierra  Nevada  area  by  this  same  group  in  1960 
Among  the  small  landowners  who  indicated  a  pri 
mary  interest  in  timber,  the  chief  interest  was  ii 
existing  stands  of  timber  rather  than  in  the  perma 
nent  management  of  the  lands  for  long  run  timbe) 
growth. 2^  Among  other  owners,  timber  was  looked  ot 
generally  as  an  incidental  although  sometimes  verj 
appreciable  source  of  income.  It  might  be  expectet 
under  these  conditions  that  the  forest  lands  of  smal 
ownerships  are  commonly  in  poor  condition  reflectint 
understocking,  careless  logging  practices  and  lack  o 
interest  in  sustained  growing  of  timber.  Forest  liar 
vest  under  land  use  conversion  affidavits  providec 
by  State  law  has  tended  to  be  concentrated  in  thesi 
smaller  holdings.^-  These  conditions  are  also  reflectec 
in  the  Forest  Service  studies  of  the  productivity  o; 
recently  cutover  lands. 

The  9.2  million  acres  of  commercial  forest  land  ii 
public  ownership,  primarily  under  the  Forest  Service 
has  been  characterized  by  poor  development  of  fores 
operations.  Forest  Service  policy  has  not  been  gov 
erned  by  maximum  sustained  yield  consideration.  Thi 
full  level  of  allowable  cut  has  apparently  not  yet  beei 
reached.  Under  multiple  use  management,  timber  wil 
be  subordinate  to  other  uses,  such  as  grazing  or  rec 
reation,  on  some  of  the  land.  This  reflects  the  dividei 
overall  Federal  control  of  the  land  such  as  Fores 
Service  and  Bureau  of  Land  Management  control  o; 
land  for  different  purposes.  By  and  large,  Nationa 
Forest  land  is  not  as  productive  as  private  land  be! 
cause  of  location,  elevation,  and  topography.  The  bes 
and  most  productive  forest  land  was  acquired  by  pri« 
vate  ownerships.  Thus,  the  lesser  degree  of  produc, 
tivity  of  National  Forest  land  is  compounded  by  red 
reational  and  other  uses  for  timbered  land.  Even  i 


^  Ibid. 

=2  State  statutes  provide  for  public  regulation  of  cutting  on  pri) 
vate  land.  For  a  general  discussion  of  this  point  see  T.  F 
Arvola,  "Forest  Practice  Regulation  in  California",  JOMmo- 
of  Forestry.  Vol.  60,  No.  12,  Dec,  1962,  p.  872.  For  a  detallc 
discussion  of  these  regulations :  ' 

1.  Forest  Practice  Rules  for  Redwood  Forest  District:  pur 
suant  to  the  provisions  ot  Div.  4.  Chapter  10,  Publi' 
Resources  Code,  Effective  July  3,  1959,  Division  of  For 
estry,  19  64.  I 

2.  Forest  Practice  Rules  for  North  Sierra  Pine  Forest  Dis 
trict :  pursuant  to  the  provisions  of  Div.  4,  Chapter  1(, 
Public  Resources  Code,  Effective  June  1,  1960,  Divisio: 
of  Forestry,  1964. 

3.  Forest  Practice  Rules  for  South  Sierra  Pine  Forest  Dis 
trict:  pursuant  to  provisions  of  Div.  4,  Chapter  10,  Publi 
Resources  Code,  Effective  March  4,  1960,  Division  of  For 
estry,    1964. 

4.  Forest  Practice  Rules  for  Coast  Range  Pine  d  Fir  Fores 
District,  Div.  4,  Chapter  10,  Public  Resources  Code,  EfteC 

five  July  20,  1961,  Division  of  Forestry,  1964.  1 
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operated  for  maximum  timber  productivity  as  the 
primary  goal,  National  Forest  areas  would  be  capable 
of  a  lower  annual  cut-growth  level  than  the  less  ex- 
tensive private  commercial  timber  areas.  Tlie  latest 
figures,  for  calendar  year  1962,  indicate  a  forest  serv- 
ice allowed  cut — sustained  yield  growth-cut — of  1.5 
billion  board  feet.  Growth  on  the  private  forest  land 
— 46  percent  of  forest  area — was  2.0  billion  board 
feet. 

Lack  of  access  roads  continues  to  be  a  major  limit- 
ing factor  in  tlie  timber  management  of  National  For- 
ests. Estimates  by  Eegion  5  of  the  Forest  Service,  and 
a  letter  from  the  Regional  Engineer  dated  24  of  July 
1063,  indicate  that  fully  effective  management  of  the 
National  Forests  in  the  State  will  require  approxi- 
mately 58,800  miles  of  forest  roads.  As  of  1962,  the 
existing  road  system  in  the  Forest  Service  area  to- 
taled 29,663  miles,  and  the  rate  of  construction  is 
currently  about  965  miles  per  j^ear. 

It  has  already  been  mentioned  that  the  8  million 
aires  held  as  private  commercial  forest  land  in  the 
Siate  are  divided  into  large  holdings,  medium  hold- 
iiiiis  and  small  holdings.  Of  the  23  holdings  classed 
as  large  ownerships  totaling  more  than  50,000  acres 
each,  the  largest  such  holding  has  more  than  10  times 
as  nmch  acreage  as  the  smallest.  The  5  largest  hold- 
jings  total  exactly  half  of  the  3.4  million  acres  held 
•in  the  large  holdings  group.  All  but  one  of  the  23 
(large  holdings  manage  the  land  for  commercial  tim- 
ber production  as  a  primary  objective.  Seventeen  of 
the  23  land-holding  companies  are  vertically  inte- 
grated with  lumber  production,  plywood,  and  other 
forest  products.  These  17  firms  carry  out  primary 
processing  of  most  of  the  timber  cut  from  their  own 
land  and  their  sawmills.  The  remaining  six  operate 
tlii'ir  forest  land  to  sell  stumpage  to  other  concerns. 
|A11  23  of  the  large  holders  employ  professional  for- 
iesters  in  various  capacities.  These  land  holdings  in- 
clude some  of  the  most  intensively  managed  forest 
lands  in  the  State.  Although  not  all  operations  main- 
tain the  productivity  of  the  land  at  high  levels,  the 
average  intensity  and  success  of  forest  management 
practices  of  the  large  holdings  is  remarkable. 
i  The  conclusions  developed  are  that  the  large  num- 
ber of  small  holders  of  forest  land,  owning  approxi- 
mately 3.4  million  acres  generally  operate  contrary  to 
(the  principles  of  sustained  yield  management.  There 
itends  to  be  a  relatively  low  productivity  on  these 
lands.  The  interest  in  the  timber  is  primarily  as  a 
jsource  of  immediate  income,  not  as  a  development  of 
]a  sustained  yield  harvest.  The  105  holdings  in  the 
medium  size  group,  totaling  1.1  million  acres,  range 
all  the  way  from  the  type  of  practice  followed  by  the 
|!arge  company  to  the  type  most  often  noted  with  the 
ismall  operators. 


The  immediate  and  most  important  problems  faced 
by  the  forest  industry  in  the  State  of  California  over 
the  next  15  to  20  years  are,  first,  adjusting  to  a  mod- 
erate decline  in  the  total  level  of  cut,  and  second, 
simultaneously  adjusting  from  a  dominantly  old 
growth  base  timber  industry  to  a  dominantly  young 
growth  and  residual  base. 

Table  10  on  the  following  page  indicates  the  coun- 
ties in  California  with  commercial  forest  land  area 
and  the  number  of  thousands  of  acres  in  each  county. 
The  total  employed  workers  in  each  county  is  given 
for  1940,  1950  and  1960.  The  total  of  manufacturing 
workers  is  given  for  the  same  period,  and  the  total 
employed  workers  in  lumber  and  wood  products. 

Of  the  total  counties  listed  in  Table  10,  Table  11 
shows  that  the  employment  in  lumber  and  wood  prod- 
ucts in  1940  was  6.6  percent  of  total  employment  and 
57.6  percent  of  total  manufacturing  employment.  In 
1950  employment  in  lumber  and  wood  products  was 
7.5  percent  of  total  employment  and  53.8  percent  of 
total  manufacturing  employment.  In  1960  the  employ- 
ment in  lumber  and  wood  products  was  6.6  percent  of 
total  employment  and  43.4  percent  of  manufacturing 
employment. 

One  conclusion  that  can  be  drawn  from  these  figures 
is  that  employment  in  lumber  and  wood  products  in- 
dustries, in  the  counties  of  California  that  have  com- 
mercial forest  lands,  was  fairly  stable  from  1940  to 
1960,  rising  to  a  peak  in  1950.  On  the  other  hand,  the 
position  of  lumber  and  wood  products  as  a  percent  of 
manufacturing  employment  has  been  steadily  declin- 
ing in  each  of  the  counties  as  shown  in  Table  11.-^  In 
the  major  forest  counties,  or  timber  production  coun- 
ties, in  California — Siskiyou,  Humboldt,  Trinity,  Men- 
docino, Shasta,  Plumas,  Lassen  and  Modoc — it  is  noted 
that,  except  for  Shasta  and  Trinity,  the  employment 
in  lumber  and  wood  products  as  a  percentage  of  man- 
ufacturing employment  either  declined  or  was  stable. 
In  Humboldt  county  the  lumber  and  wood  products 
as  a  percentage  of  manufacturing  employment  was 
stable  at  87  percent  of  the  manufacturing  labor  force. 
However,  in  Shasta  and  Trinity  counties  the  percent- 
age of  manufacturing  employment  was  substantial. 

Although  employment  in  the  lumber  and  wood  prod- 
ucts industry  has  been  a  relatively  minor  part  of  the 
total  employment  in  the  State,  such  employment  and 
related  economic  activity,  as  indicated  by  the  tables, 
has  been  highly  important  to  certain  portions  of  Cali- 
fornia. The  30  counties  on  the  tables  include  98  per- 
cent of  the  State's  commercial  forest  land.  Lumber 
and  wood  product  employment  figures  include  employ- 
ment in  furniture  and  fixtures  since  census  data  do 


» Zivnuska  and  associates,  op.  cit.,  passim.  Zivnuska's  study 
develops  the  point  by  focusing  on  tlie  activity  and  demise 
of  sawmill  and  related   operations. 
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Table  10 


EMPLOYMENT   IN  THE   LUMBER  AND  WOOD  PRODUCTS   INDUSTRY   (INCLUDING   FURNITURE  AND  FIXTURES) 

IN   ALL   MANUFACTURING,  AND  TOTAL   EMPLOYMENT   IN   THE   FORESTED^ 

COUNTIES  OF  CALIFORNIA,  1940,  1950,  AND  1960 


Cotnniercial 
Forest  land 
area 
County '  1000  acres 

Siskiyou 2,323 

Humboldt    1,740 

Trinity   1,357 

Mendocino   1,305 

Shasta    1,263 

Plumas   1,228 


Total 


Emploi/ed  workers 
All  Manufacturing 


Lumber  it  Wood  Pro. 


Lassen    

Modoc 

El  Dorado  _ 
Tuolumne  _ 
Del  Norte  _ 

Tehama 

Placer    

Fresno    

Sierra 

Nevada 

Butte    

Sonoma 

Madera    

Calaveras 

Tulare    

Lake 

Mariposa 

Amador    

Santa  Cruz 

Mono    

Yuba    

Glenn    

Kern — __ 

Alpine    


829 
675 
674 
4S4 
451 
436 
433 
426 
393 
361 
356 
296 
264 
243 
219 
175 
168 
139 
125 
122 
116 
113 
106 
104 


19i0 

1950 

1960 

mo 

1000 

i9r,o 

persona 

19G0 

11.2 

11.7 

12.2 

3.2 

3.4 

2.6 

16.4 

26.4 

36.2 

5.4 

9.8 

12.8 

1.4 

1.8 

3.3 

* 

0.7 

1.1 

8.5 

14.1 

10.1 

1.7 

4.5 

4.7 

10.0 

12.7 

20.1 

0.8 

2.6 

3.9 

4.5 

5.0 

4.3 

1.2 

1.6 

1.0 

5.5 

6.6 

4.8 

2.7 

2.0 

0.9 

3.3 

3.7 

3.2 

0.7 

0.7 

0.4 

4.5 

5.6 

10.6 

1.1 

1.4 

1.8 

3.5 

4.5 

4.9 

0.6 

1.0 

1.1 

1.4 

3.1 

6.0 

0.2 

1.0 

2.5 

4.8 

6.9 

8.7 

0.2 

0.8 

2.2 

9.6 

14.0 

19.5 

0.6 

1.1 

2.5 

58.8 

92.9 

123.6 

5.7 

8.9 

15.0 

1.3 

0.8 

0.8 

0.3 

0.2 

0.3 

6.5 

6.7 

6.8 

0.2 

0.7 

1.0 

12.9 

21.4 

26.6 

1.6 

3.2 

3.1 

23.6 

36.1 

48.3 

2.0 

3.9 

7.3 

6.5 

10.7 

12.2 

0.4 

0.8 

1.1 

3.0 

3.5 

3.7 

0.4 

1.3 

1.3 

28.8 

45.6 

56.9 

1.7 

3.1 

4.5 

2.6 

3.9 

4.3 

0.1 

0.3 

0.3 

2.1 

2.0 

2.0 

0.1 

0.1 

0.1 

3.1 

3.0 

3.4 

0.1 

0.6 

0.8 

15.2 

23.3 

28.4 

1.4 

2.8 

5.1 

0.9 

1.0 

1.1 

♦ 

* 

* 

5.4 

7.6 

9.7 

0.2 

0.8 

1.1 

4.2 

5.9 

6.5 

0.2 

0.3 

0.6 

42.4 

76.4 

98.3 

1.6 

6.1 

9.6 

0.1 

0.1 

0.1 

* 

* 

0 

19J,0        1950 


3.0 

4.7 

* 

1.6 
0.5 
1.1 
2.6 
0.7 
0.9 
0.5 
0.2 


0.6 
0.3 
0.1 
1.0 
0.3 
0.1 
0.2 
0.2 
0.1 
* 

0.1 
0.3 

* 

0.1 

* 

0.1 


3.2 
8.7 
0.6 
4.1 
2.3 
1.5 
1.9 
0.7 
1.3 
0.8 
0.9 
0.5 
0.4 
0.9 
0.2 
0.4 
1.8 
0.9 
0.2 
0.7 
0.6 
0.1 
0.1 
0.4 

0.3 

• 

0.6 

* 

0.2 


Total    16,924 


302.0 


457.0 


582.6        34.4 


63.7 


S.7 


19.8 


34.3 


Notes  :  1  L/lst  includes  all  counties  with  more  than  100  thousand  acres  of  commercial  forest  land  each. 
*  Less  tlian  50  workers. 

Sources:  Forest  Area — California  Forest  and  Range  Experiment  Station    (1954).  Employment  Data — U.  S.  Bureau  of  the  Census. 


1960 

22 
112 
1.0i 
3.7 
Z2 
0.9 
0.7 
OZ 
0.9 
0.8 
24t 
1,6 
0.7 
IZ 
OZ 
0.6 
1.4 
2.3 
0.4 
0.7 
0.4 
01 
0.1 
OS 
0.6 
• 

0.5 
02 
OX 
0 

385 

V 


not  enable  separation  of  this  element  at  the  county 
level.  Some  primary  manufacturing  of  forest  products 
is  located  in  non-forest  counties,  but  this  is  not  in- 
cluded in  the  tables.  The  most  important  example  is 
that  of  Sacramento  county  vs^hich  is  a  center  for  saw- 
railling  and  box  manufacturing,  resulting  mainly  from 
requirements  of  agricultural  packaging. 

There  were  11,200  people  employed  in  lumber  and 
wood  products  industries  in  Humboldt  county  in  1960. 
This  represented  30  percent  of  the  employment  in 
these  industries  for  all  counties. 

The  general  conclusion  which  seems  apparent  is  that 
the  immediate  changes  which  the  California  lumber 
products  industry  is  undertaking  now  and   for  the 


future  will  clearly  fall  most  heavily  on  certain  coun- 
ties, those  where  manufacturing  activity  is  heavily 
weighted  toward  lumber  and  wood  products,  and 
where  a  large  part  of  the  other  economic  activity  of 
the  county  is  dependent  upon  timber  production. 
Thus,  the  problem  of  the  change  that  the  California 
lumber  products  industry  is  currently  undergoing  is 
not  so  much  a  direct  problem  for  the  entire  State, 
but  is  certainly  a  problem  which  will  fall  most  heavily 
upon  the  counties  which  have  the  bulk  of  the  commer- 
cial timberland  and  production  in  California.  Changes 
in  this  industry  will  affect  not  only  employment,  but 
the  complete  range  of  government  services  from  wel- 
fare to  education. 
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Table  11 

EMPLOYMENT  IN  THE  LUMBER  AND  WOOD  PRODUCTS  INDUSTRY  (INCLUDING 

FURNITURE   AND   FIXTURES)    AS   PERCENTAGES  OF   ALL   MANUFACTURING 

EMPLOYMENT  AND  TOTAL   EMPLOYMENT    IN   THE   FORESTED  COUNTIES 

OF  CALIFORNIA,  1940,  1950,  AND  1960 

Em 


County 

Siskiyou    

Humboldt 

Trinity    

Mendocino    

Shasta   

Plumas    

Lassen 

Modoc   

El    Dorado    

Tuolumne    

Del  Norte 

Tehama 

Placer   

Fresno     

Sierra    

Nevada    

Butte 

Sonoma 

Madera    

Calaveras    

Tulare 

Lake    

Mariposa     

Amador 

Santa   Cruz   

Mono 

Tuba   

Glenn 

Kern    

Alpine    

Total,  30  counties 6.6 

Source:  Derived  from  Table  10. 


ploymeni 

in  luml 

er  ano 

trood  prod 

itels  ofi 

percent 

Total  Employment 

Man iifactiiring  employment 

— pe 

reent — 

in/,n 

1950 

1960 

19J,0 

1950 

1900 

27 

29 

18 

95 

93 

87 

28 

33 

31 

97 

89 

87 

9 

36 

31 

73 

99 

96 

19 

29 

23 

91 

02 

78 

5 

18 

16 

66 

8S 

R3 

25 

30 

22 

96 

95 

92 

48 

29 

15 

96 

95 

81 

20 

18 

10 

93 

90 

80 

21 

22 

9 

79 

90 

51 

15 

19 

17 

84 

85 

79 

11 

30 

38 

78 

90 

91 

1 

6 

17 

21 

59 

68 

1 

3 

4 

R 

38 

28 

1 

1 

1 

10 

10 

8 

23 

21 

32 

95 

S3 

98 

2 

6 

8 

48 

63 

55 

7 

8 

5 

60 

55 

45 

1 

2 

5 

14 

23 

31 

1 

9 

3 

20 

26 

35 

6 

26 

18 

44 

72 

53 

1 

1 

1 

12 

18 

8 

2 

4 

2 

46 

56 

28 

2 

6 

3 

65 

86 

53 

o 

15 

15 

48 

81 

66 

9 

1 

9 

24 

12 

10 

1 

1 

1 

45 

17 

41 

1 

7 

5 

27 

65 

46 

0 

0 

3 

6 

S 

34 

0 

0 

0 

6 

3 

1 

4 

1 

0 

100 

50 

0 

7.5 


6.6 


57.6 


53.8 


43.4 


THE  CALIFORNIA  INDUSTRY  SITUATION 


he  Present  Sifuation: 

By  1962  a  very  familiar  pattern  of  a  declining 
umber  industry  in  California  became  clearly  appar- 
■nt  to  students  of  this  problem.-^  The  question,  then, 
irises:  What  is  the  future  outlook  for  the  State  in 
;he  lumber  products  area?  Timber  supply  in  Cali- 
'ornia  is  large  and  far  from  exhausted.  But  it  is  not 
.ivailable  for  present  cutting.  The  estimate  is  that  the 
t]mtlook  for  the  next  15  years  is  simply  for  a  contrae- 
[;ion  of  the  level  of  cut  ranging  from  10  to  20  percent 
intil  annual  cut  equals  annual  growth  by  about  1980, 
tt  approximately  5  billion  board  feet  per  year. 

<  >n  the  market  side  the  situation  is  somewhat  more 
.meertain.  Technological  competition  to  traditional 
I'orest  products  continues  to  mount.  This  is  offset  to 
liome  degree  by  the  continued  rapid  economic  growth 
(n  California  and  the  west  generally.  However,  the 
broblem  of  imports  of  timber  from  Canada  will  con- 
linue  to  partially  offset  this  local  market  growth  in 
California. 

;*Zivnuska  and  associates,  op.  cit. 


The  fully  diversified,  integrated  forest  products 
enterprises,  with  their  own  sustained  yield  forest  acre- 
ages, are  typical  of  the  Pacific  northwest.  California 
has  lagged  behind  Washington  and  Oregon  in  this 
pattern  of  development  in  the  industry.  California  re- 
mains predominately  a  lumber  industry  with  very 
limited  diversification  into  alternate  wood  product 
use.  The  small  or  medium  size,  family  type  corpora- 
tion, partnership,  or  individual  ownership  has  been 
characteristic  of  the  California  log  growth  and  lum- 
ber products  industiy.-^  Thus,  the  decline  in  use  of 
softwood  lumber  has  had  a  particularly  hard  effect 
on  the  California  lumber  industry. 

The  character  of  the  California  industry  is  begin- 
ning to  change,  however.  In  addition  to  some  partial 
developments  of  integration  and  product  utilization 
by  California  companies,  a  number  of  nationwide,  in- 
tegrated and  highly  diversified  corporations  have 
moved  into  California.  These  corporations  have  prod- 

2"'  The  study  by  Zivnuska  and  associates  shows  how  this  pattern 
is  changing. 
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net  or  manufacturing  operations  and  own  considerable 
timber  in  the  State.  Tliese  include  Simpson  Timber 
company,  Weyerhaeuser  Corporation,  Georgia-I'acific 
Corporation,  Diamond  National  Corporation,^"  U.  S. 
Plywood  Corporation,  Kimberly-Clark  Corporation 
and  the  International  Paper  Company.  Most  of  these 
companies  have  entered  California  since  World  War 
IT.  The  investments  by  these  firms  include  primary  de- 
liendence  on  their  own  timber  supplies  and/or  on 
their  imports.  These  companies  have  not  been  able  to 
rely,  nor  have  they  relied,  on  Federal  timber  avail- 
ability except  an  in  incidental  source. 

These  changes  reflect  a  movement  in  the  direction  of 
product  diversification,  integration  and  utilization 
with  accompanying  growth  in  the  size  of  the  enter- 
prise. 

The  Situation  in  1980  and  Factors  in  the 
Cost  of  Growing  Timber: 

The  purpose  of  this  section  is  to  present  factors 
relating  to  the  cost  per  thousand  board  feet,  and  the 
return  per  dollar  invested,  from  growing  trees. 

There  are  two  broad  approaches  to  establishing  the 
value  of  marketable  timber.  The  first  is  to  use  value 
of  sales,  while  the  second  is  to  use  a  cost  of  production 
method. 

There  are  two  basic  lumber — natural  resource — 
products  that  mu.st  be  examined :  old  growth  timber 
which  has  been  and  will  continue  to  be  the  basic 
harvested  timber  ]5roduct  for  the  next  25  years,  and 
second-growth  timber  which  will  be  the  primary  tim- 
ber product  cut  on  private  land  after  1985. 

Presently  in  California  approximately  5.5  billion 
board  feet  of  timber  is  cut  annually.  Of  this  about 
1.5  billion  board  feet  is  from  the  54  percent  of  State 
timberland  owned  by  the  Federal  Government.  The 
remaining  4  billion  board  feet  is  taken  from  the  pri- 
vately owned  46  percent  of  timberland.  Presently  the 
annual  rate  of  growth  is  3.5  billion  board  feet  of 
which  the  bulk,  2  billion,  is  on  private  land.  The  low 
rate  of  cutting  on  Federal  land,  plus  the  relatively 
high  percentage  of  old  growth  timber  on  Federal  land 
tends  to  keep  the  annual  growth  there  quite  low. 

At  the  prevailing  rate  of  cutting,  the  old  growth 
timber  on  private  land  will  be  exhausted  by  about 
1985.  Given  the  apparent  and  continuing  unwilling- 
ness or  inability  of  the  Federal  Government  to  adopt 
a  high  rate  of  cutting  or  to  adopt  a  standardized  har- 
vest policy  for  the  Federal  land,  timber  processors  in 
California  are  unable  to  plan  production  operations 
on  Federal  timber  availability.  Thus  lumber,  lumber 
product,  and  pulp  firms  in  California  predicate  their 
long  run  operations  on   private  timber   availability, 

M  Old  resident. 


supplementing  the  private  timber  with  Federal  tim 

ber  purchases.  M 

From  this  arises  the  anomaly  that  lumber  proeess<nl 

must  plan  their  operations  on  private  timber  avail 

ability,  even  though  the  private  source  is  less  thi 
half  of  the  timberland  in  California.  Further,  witl 
the  next  25  years  the  California  industry  must  face 
a  major  change  from  cutting  old  growth  timber 
cutting  second-growth  timber.  The  significance  of  thii] 
change  has  already  been  nicely  clarified  in  the  stud; 
by  Zivnuska  and  associates  for  the  California  Statfj 
Planning  Office.^''  Basically  the  change  involves  an 
entirely  different  type  of  lumber  processing.  The  saw-j 
log  will  no  longer  remain  the  basic  material ;  rathei 
the  lumber  will  be  mca.sured  in  cubic  feet  and  th<| 
wood-chip  will  probably  be  basic.  The  change  is  al- 
ready foreshadowed  in  such  operations  as  those 
Kimberly-Clark    in    California,    other    states,    anc 
Canada. 

With  the  exhau.stion  of  present  California  old 
growth  timber  on  private  lands  the  California  lumbei 
and  lumber  products  industry  will  be  faced  with  the 
decision  of  whether  to  reinvest  in  new  production 
equipment  capable  of  handling  the  smaller  s 
second-growth  timber;  or  whether  to  move  to  othi 
countries  with  ample  size  forests  such  as  Canada ;  oi 
whether  to  simply  rely  on  imports  of  logs  to  the 
United  States  from  other  countries.  Examples  of  this 
are  the  previously-noted  15  percent  of  domestic  log 
supply  coming  from  Canada,  up  from  a  nominal 
amount  in  1946,  and  the  heavy  and  increasing  imports 
of  hardwoods  from  Latin  America  and  Southeast  Asia. 

The  relevance  of  all  this  to  the  matter  of  determin- 
ing costs  of  lumber  production  and  rates  of  return  on: 
invested  capital  simply  stated,  is  that  unless  capital 
currently  invested  in  old  growth  log  production  caul 
earn  a  sufficient  return  on  invested  capital,  it  is  not 
likely  to  be  able  to  earn  satisfactorj'  rates  of  returni 
when  second-growth  log  production  is  the  major 
source  of  revenue.-® 

Demonstrations  of  unsatisfactory  rates  of  return  on 
capital  invested  in  log  production  today  are  likely  to 
have  serious  implications  for  the  California  timber 
industry  within  the  next  25  years.  As  noted  in  the 
northern  California  counties,  the  effects  of  unsatis- 
factory returns  are  already  being  written  in  the  story 
of  movements  of  lumber  product  firms  out  of  business 
or  out  of  California,  in  increasing  unemployment  in 
the  California  economy,  in  increasing  welfare  costs  in 
the  areas  most  heavily  affected  by  these  changes,  and 
increasing  distress  in  public  education. 

Present  studies   of  the   production   or   growth  of  , 
logs — the  natural  resource — in  California  have  cen-i 
tered  almost  .solely  on  increased  or  decreased  prices  ot' 

^  Zivnuska  and  associates,  op.  cit. 

28  c(.  John  A,  Zivnuska.  "What  is  the  Impact  of  Taxation  on 
Reforestation",  Annual  Meeting,  Western  Forestry  on  Con- 
servation Association,  San  Francisco,  California,  December] 
10,    1963. 


Taxes  on  Extractive  Industries 


59 


tines  of  stumpage  sold  and  discount  rates.  In  fact 
lese  are  peripheral  to  the  basic  questions  of  log  pro- 
uetion  cost  and  return  jier  dollar  invested  in  log  pro- 
uction.  Firms  may  continne  to  operate  in  the  short 
an  as  long  as  income  earned  is  in  excess  of  variable 
r  annual  costs,  permitting  a  quasi-return  on  fixed  or 
ink  costs.  Thus,  in  the  short  run,  the  entire  focus  is 
Q  dollar  return  from  products  sold.  However,  when 
S  is  no  longer  a  matter  of  continuing  to  sell  a  given 
roduet,  but  of  having  to  modify  existing  investments 
ar  a  differing  income  stream,  the  pertinent  question 
oncerns  the   return   per   dollar   to   be   invested   or 


whether  the  existing  investment  should  be  liquidated 
in  favor  of  alternatives.  The  long  run  for  the  Califor- 
nia timber-growing  industry  is  rapidly  approaching. 
Another  aspect  of  this  problem  is  that  California 
is  annually  cutting  from  its  private  timberlands  ap- 
proximately 2  billion  board  feet  more  than  is  being 
grown.  "When  the  industr^y  moves  onto  a  second- 
growth  basis  this  timber  mining  will  no  longer  be 
possible,  so  instead  of  growing  2  billion  board  feet 
per  year  and  selling  4  billion,  the  industry  would 
have  to  grow  2  billion  board  feet  and  sell  2  billion 
board  feet.^^ 


FOREST  TAXATION:  CALIFORNIA 


ores/  Taxafion  Theory: 

Following  World  War  II,  the  supply  of  virgin  tim- 
er in  the  United  States  seemed  limitless.^"  This  hin- 
ered  extensive  real  private  investment  in  growing 
rees  as  a  crop.  Further,  the  cost  of  producing  trees 
xceeded  the  price  at  which  stumpage  could  be  pur- 
hased.  Eventually,  the  depletion  of  virgin  forests, 
estructive  fires  in  the  wake  of  logging,  and  other 
actors  led  ardent  conservationists  to  seek  out  and 
ttempt  the  elimination  of  barriers  to  real  private 
ivestment  in  growing  forests.  One  of  the  eouse- 
uences  has  been  an  almost  universal  condemnation 
f  the  general  property  tax  in  forest  taxation  litera- 
are.  This  condemnation  rests  primarily  on  supposed 
beoretical  deficiencies  of  the  property  tax  when  ap- 
lied  to  growing  forests. ^^  This  rests  on  the  alleged 
nique  micro-economic  character  of  growing  forests. 

One  of  the  consequences  of  this  situation  has  been 
.  series  of  proposals  advocating  either  modification  of 
he  property  tax  in  the  case  of  forests  or  replacement 
if  the  propertj'  tax  with  alternative  methods  of  taxa- 
ion. 

Following  World  War  II  the  question  of  modifying 
T  replacing  the  ad  valorem  property  tax  in  the  ease 
f  forests  ceased  to  be  merely  a  matter  of  academic 
aterest.  Substantial  and  continual  real  private  forest 
avestment  had  become  reality  in  the  United  States, 
.t  least  in  many  of  the  regions  best  suited  to  timber 
trowth. 

The  first  indication  that  the  time  of  cheap  timber 
Vas  drawing  to  a  close  api^eared  in  1891  when  Con- 
rit  ss  authorized  withdrawal  of  forest  reserves  from 
,he  public  domain.  Prior  to  this  time  the  chief  objec- 
iive  of  American  land  laws  had  been  to  dispose  of  the 
public  lands  to  private  individuals  as  rapidly  as  pos- 

I'Zivnuska.  "What  is  the  Impact  ot  Taxation  on  Reforestation", 

,        op,  cit. 

'William  B.  Greely.  Forest  Policy.  (New  York;  McGraw  Hill, 
1953),  p.  145. 

'  cf.  Elli.s  T.  Williams.  "Has  the  Time  Come  for  A  Fresh  Look 
at  Forest  Taxation?"  Natloiinl  Tax  Association.  Proceedings, 

I        1H61.    (Harrisburg-,    Pennsylvania:    1962).    "National    Forest 

J  Contributions  to  Local  Government,"  Land  Economics,  Au- 
gust, 1955.  "Tax  Assessment  of  Forest  Land  and  Timber 
Rii'^xvs  Improvement",  Journal  of  Forestry,  54:172-6,  March, 
1956. 


sible.  With  the  end  of  the  rapid  alienation  of  virgin 
timberland  in  the  United  States  the  price  of  virgin 
timber  stumpage  rose  steadily.  The  price  of  a  second 
growth  stumpage  advanced  moderately  but  remained 
in  most  of  the  United  States  well  below  the  price 
necessary  to  encourage  significant  investment  in  grow- 
ing trees  as  a  crop.  Denuded  American  forest  lands 
in  private  hands  remained  denuded  simply  because 
prices  did  not  justify  investment  in  planting.  Further- 
more, stumpage  prices  did  not  generally  justify  even 
more  modest  expenditures  on  harvest  practices  de- 
signed to  secure  natural  regeneration.^^  The  problem 
is,  after  all,  one  of  an  investment  decision. 

While  the  period  from  1891  through  1945  marked 
the  end  of  the  vast  era  of  so-called  free  timber,  the 
only  thing  that  this  period  really  signified  was  that 
timber  could  no  longer  be  wasted,  but  the  price  of 
lumber  did  not  justify  practices  involving  either  in- 
vestment in  reforestation,  or  investment  to  conserve 
existing  forest  land  after  cutting,  or  to  promote  nat- 
ural regeneration.  In  short,  then,  the  conservation 
argument  has  been  an  argument  to  get  the  Federal, 
State  or  other  governmental  units  to  subsidize  invest- 
ment in  forest  planting  or  regeneration. 

Studies  conducted  in  1951  indicate  that,  assuming 
wage  levels  as  of  1945,  land  costing  from  one  to  four 
dollars  per  acre,  and  money  available  at  2i  percent 
interest  per  year,  there  would  be  no  justification  for 
forestry  plantations.  Alternatively,  sustained  yield 
forest  operations  were  not  justified  at  prices  less  than 
$8  per  thousand  board  feet  stumpage  price  assuming 
the  costs  noted  above. ^^ 

A  forest  industry  dominated  by  virgin  timber  has 
limited  opportunity,  via  natural  economic  forces,  to 
adjust  the  quantity  of  timber  so  as  to  bring  market 
price  into  equality  with  normal  price  and  so  with  the 
cost  of  production.  This  situation  is  exemplified  by 
past  experience  in  the  United  States  during  which 

^-  cf.  Henry  B.  Steer.  Stumpage  and  Log  Prices  for  the  Calendar 
Year.  U.  S.  Department  of  Agricultural  Statistical  Bulletins, 
various  numbers,   19::i-1945. 

^  Luther  H.  Gulick.  American  Forest  Policy :  A  Study  of  Govern- 
ment Administration  and  Economic  Control.  (New  York: 
Duell,    Sloan  &  Pierce,    Inc.,    1951),   pp.    112,   113. 
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time  market  price  appears  to  have  been  substantially 
below  normal  price.  Investments  have  not  been  at- 
tracted to  forestry  enterprises  since  stnmpage  could 
be  bought  more  cheaply  than  it  could  be  produced.** 

Lumber  production  in  America  has  always  been 
primarily  a  competitive  industry.  The  ready  avail- 
ability of  inexpensive  raw  material  and  the  small 
amount  of  capital  investment  necessary  for  entry  into 
the  industry  has  assured  competitive  market  condi- 
tions in  the  past.  As  noted  in  the  disctission  of  the 
California  forest  products  industry  this  point  is  par- 
ticularly relevant.  The  competitive  structure  of  the 
industry  coupled  with  the  pattern  of  disposal  of  the 
public  domain  into  literally  thousands  of  ownerships 
assured  rapid  entry  into  the  lumber  indnstry. 

The  logging  industry  has  regarded  itself  as  produc- 
ing two  c-omjnodities.  lumber  and  cleared  land  for 
agricultural  developments.  Unfortunately,  the  lands 
on  which  the  virgin  forests  were  located  were  not  well 
suited  to  agricultural  production.  Much  uneconomic 
agricultural  and  other  settlement  did  occur,  and  per- 
manent communities  developed  on  an  unsound  agri- 
cultural base.  Communities  requiring  extensive  public 
investments  as  well  as  public  services  were  established. 
Had  the  soil  been  well  suited  to  agriculture  the  cry 
of  the  conservationists  about  forest  destruction  might 
not  have  been  so  intense.  Instead  of  developing  into 
reasonably  prosperous  agricultural  regions  with  a 
growing  tax  base,  these  new  agricultural  settlements 
became  communities  supported  by  a  shrinking  tax 
base.  As  the  virgin  timber  was  depleted  and  agri- 
cultural activity  did  not  comparably  increase  the  com- 
munity declined.  Wth  the  depletion  of  the  timber,  the 
dwindling  payrolls  were  accompanied  by  a  receding 
tax  base.  The  latter  itself  probably  accelerated  the 
cutting  rate  as  the  tax  burden  on  the  remaining  tim- 
ber increased.^ 

The  end  result  did  not  present  a  wholesome  picture. 
Vast  areas  of  brush  land  had  replaced  much  of  the 
forest.  Communities  based  on  the  lumber  economy  de- 
clined and  sometimes  disappeared.  The  commercial 
agriculture  was  composed  of  uneconomic  units  requir- 
ing costly  local  government  services  due  to  their  scat- 
tered locations.  Large  areas  of  eutover  and  bumed- 
over  forest  land  as  well  as  abandoned  farms  came  on 
the  tax  delinquent  lists  as  the  impoverished  commu- 
nities attempted  to  maintain  government  services  by 
raising  tax  rates  on  a  declining  tax  base.  It  is  not  at 
all  surprising  that  thoughtful  citizens  were  disturbed 
by  these  scenes  nor  that  they  gave  impetus  to  a  local- 
ized and  sometimes  powerful  conservation  movement. 

"VThat  the  conservationists  failed  to  accomplish  prior 
to  Vorld  "War  11  is  slowly  being  accomplished  at  the 
present  time  through  normal  economic  forces  and  by 

"John  A.  Zivnoska.  "Some  Aspects  of  the  Economic  Theory  of 
Forestry,".  £amd  EcOMOmica,  May  1S49.  p.  16S. 

» of.  An  exoeUent  survey  of  this  problem :  Richard  W.  TrestraiL 
An  Anal'jgia  of  Alternative  Methods  of  Forest  Taxntion, 
Their  EBects  on  Real  Forest  Investment  and  Social  Value 
YUlds  not  Subject  to  Capture  by  their  Ovcner,  U.  W..  1S61. 
Introduction. 


Federal   ownership.   At   least   in  the  forest   regioS 
capable  of  more  rapid  growth  rates,  the  market  p 
of  stnmpage  has  risen  to  the  point  where  substan 
public  and  private  real  investment  in  the  growing 
forests  is  being  undertaken.  One  of  the  best  indicat 
of  the  investment  trend  is  the  establishment  of 
public  and  private  commercial  forests  by  plantii 
the  most  expensive  means  of  forest  regeneration.^ 

Forests  are  supposedly  a  unique  resource  in  tha< 
growing  trees  are  both  fixed  capital  and  an  inventoi 
of  product.  This  tiniqueness  has  .stirred  the  de' 
concerning  the  propriety  of  taxation  of  forests  on 
basis  of  market  value  as  the  conventional  prope 
tax.  properly  administered,  does.  Since  tree  growth  it 
automatically  reinvested  until  the  forest  is  cut.  XM 
issue  concerns  whether  the  basis  of  taxation  shook 
regard  the  accumulated  growth  as  deferred  income,  « 
as  a  fixed  capital  investment. 

If  forest  growth  is  treated  as  deferred  income,  ant 
not  taxed  as  real  capital,  the  assessed  value  will  re 
main  constant  over  the  economic  life  of  the  forest.  Oi; 
the  other  hand,  if  forest  growth  is  taxable  as  n 
capital,  the  assessed  valuation  of  the  forest  will  wf 
remain  constant  but  will  increase  with  the  growth  ol} 
the  forest.  "WTiich  of  these  views  is  held  by  govern  J 
mental  taxing  units  will  profoundly  affect  investmenU 
decisions    regarding   the    rotation    utilized    and    tku 
amount  of  capital  employed. 

Abandonment   of   property   taxation   in    favor  ol^, 
either  yield  or  severance  taxation  on  forest  propertifljl 
could  conceivably  be  justified  if  assessment  taxatiot* 
discriminated  against  these  properties,  or  if  it  ap?; 
peared  that  assessment  administration  difBeulties  weir- 
insuperable.  In  fact,  forest  economists  have  usual^, 
maintained   that   there   are   theoretical   problems  tc 
property  taxation  that  make  property  taxes  inher- 
ently inequitable  in  forest  taxation.^^ 

The  assertion  of  basic  ineqtiity  is  usually  predica 
on  the  afore  mentioned  unique  character  of  for 
investments  in  that  income  accruing  because  of  ann 
growth  is  either  deferred  or  reinvested,  as  the 
may  be.  This  contradiction  of  deferred  or  reinvi 
income  is  the  basis  for  the  attack  of  forest  conse 
tionists  on  the  property  tax.  "While  the  question 
forest  assessment  in  California  will  be  considered  be-' 
low,  the  disfavor  of  property  taxation  on  forests 
not  generally  founded  on  institutional  imperfecti 
of  the  administration  of  property  taxes  relative  to 
forest  properties.  In  fact,  many  of  the  ardent  con- 
servationists and  leading  forest  economists  have 
mitted  that  assessment  practices  have  improved 
are  continuing  to  improve  over  time.^ 


»•  Currently,  about  J50.00  per  acre. 

'^  Ellis    WUliams,    "Trends    in    Forest   Taxation,"    'Sational    Tc 
Journal,    June.    1961.    H.    H.    Chapman    and    W.    H.    Mey 
Forest    Valuation,    (New    York:    McGraw    Hill    Co..    1J47)J 
Fred   R.    Fairchild   and   associates.    Forest    Taxation    in    t» 
United  States,  U.S.D..A.,  Misc.  publication  #218    (Washine-j 
ton:  Government  Printine  Office,  1935). 

"  EHlis  Williams.  "Trends",  op.  cit. 
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The  theoretical  ease,  the  basis  for  the  opposition  to 
roperty  taxation  of  forests,  was  conciselj-  presented 
r  Fail-child,  in  1908.39 

The  evils  of  the  general  property  tax  are  well- 
jown,  but  in  addition  to  its  other  shortcomings  the 
jneral  property  tax  is  productive  in  a  peculiar  way 
I  the  case  of  all  invested  wealth  which  is  either  iu- 
•easing  or  declining  in  value.  This  may  be  illustrated 
1  follows.  Suppose  a  man  invests  $10,000  in  a  per- 
3tnal  annuity  at  5  percent  yielding  an  annual  income 
:'  it-oOO.OO.  Neglecting  the  cjuestion  of  income  taxa- 
on,  an  annual  property  tax  if  imposed  would  take 
percent  of  the  invested  property  value,  or  $100.00 
?r  year.  This  tax  represents  20  percent  of  the  annual 
icome  from  the  property. 

Suppose  now  that  another  man  having  $10,000  puts 
in  an  investment  for  14  years  after  which  time,  the 
i-incipal  having  doubled,  he  places  the  total  in  a 
erpetual  annuity  oiferiug  $1,000  per  year.  In  this 
seond  instance,  assuming  the  1  percent  property  tax, 
le  property  levy  is  $100.00  in  the  first  year.  In  the 
'coud  year,  however,  with  the  reinvestment  of  the 
rst  year's  annual  j'ield  of  $500.00  the  value  of 
le  property  would  be  $10,500.00,  ou  which  the  prop- 
■ty  tax  levy  would  be  $105.00.  The  property  taxes 
lerease  each  year  until  the  14th  year  after  which  the 
roperty  tax  would  remain  at  $200.00  per  year  in  the 
erpetual  annuity. 

The  present  value  of  all  taxes  paid  by  the  first  in- 
-stment  pattern  (at  5  percent)  is  $2,000.00  or  20 
enent  of  the  original  investment.  The  present  value 
f  all  taxes  paid  by  the  second  investment  pattern  is 
3428  or  34  percent  of  the  original  investment. 

The  conclusion  is  that  the  second  investment  pat- 
■rn,  which  does  not  use  the  income  but  reinvests  it, 

punished  by  the  excessive  property  tax  levy.  The 
I  yument  presented  by  Fairchild,  Williams  and  others 
iiniuues  that  investment  in  forestry  is  similar  to  this, 
he  similarity  is  in  that  the  annual  income — the  an- 
ual  growtli — from  the  original  investment  in  the 
irest  is  automatically  reinvested  instead  of  being 
iken  as  current  income.  Since  the  property  tax  is  a 
ealth  tax,  any  property  tax  that  is  strictly  enforced 
•lUSt  place  an  excessive  burden  upon  forests  as  com- 
ared  with  the  burden  upon  other  ordinary  invest- 
iients  in  real  or  personal  property. 
'  Since  the  argument  presented  is  in  fact  a  theoret- 
•al  one,  it  is  permissible  to  examine  it  as  such, 
herefore,  the  obvious  and  first  thing  to  do  is  to  de- 
'nnine  whether  the  noted  conditions  would  exist  as 

general  case,  or  whether  the  situation  could  only 
jsist  under  certain  conditions.  Certain  points  appear 
uite  clear. 

I.  An  investor  with  $100,000  to  invest  would  pre- 
sumably not  invest  it  in  forests  unless  that  in- 


'Fred  Fairchild,  "Tlie  Taxation  of  Timberlands  in  the  United 
States,"  cited  from  Trestrail,  op.  cit.,  pp.  41-42  :  also.  Ch.  Ill, 
"Effect  of  the  Micro-Economic  Nature  of  the  Forest  on 
Private  Investment  Decision". 


vestment    with    the    attendant    tax    structure 
offered  the  best  annual  net  yield  after  taxes. 

a.  The  investor  with  $100,000  to  invest  would 
presumably  consider  the  alternative  forms 
for  investment. 

b.  The  investor  would  undoubtedly  consider 
the  total  tax  picture,  realizing  that  property 
taxes  may  be  offset  against  other  State  and 
Federal  taxes — notably  income  taxes. 

c.  The  investor  with  $100,000  to  invest  would 
presumably  consider  which  potential  income 
stream  from  the  alternative  investments 
would  maximize  the  present  worth  of  the 
investment. 

II.  The  character  of  the  forest  investment  must  be 
made  clear. 

a.  The  forest  might  be  an  old  growth  forest 
that  is  entirely  mature  ready  for  cutting. 
The  investment  therefore  in  the  forest 
stumpage  may  be  designed  to  provide  imme- 
diate cutting  timber  for  a  mill.  Here  it  is 
not  seen  how  the  property  tax  M'ould  act  as 
claimed. 

b.  The  forest  might  be  not  a  single  stand,  but 
a  series  of  staggered  maturity  stands  rang- 
ing from  reforestable  lands  to  mature  tim- 
ber. Here  the  annual  cut,  hence  income, 
would  probably  be  designed  to  decrease  the 
aggregate  value  of  the  timber  comparably 
with  the  annual  growth  increment.  Here 
there  would  be  no  net  increment  in  the  in- 
vestment in  or  value  of  the  forest. 

c.  The  forest  investment  might  be  in  the  form 
of  a  series  of  separate  forest  investments 
where  each  forest  is  of  staggered  maturity, 
thus  permitting  periodic  dis-investment 
thereby  maintaining  a  stable  overall  aggre- 
gate wealth. 

d.  The  forest  investment  might  be  one  designed 
to  develop  secondary  products,  such  as  graz- 
ing or  Christmas  trees,  having  value  that 
would  compensate  for  the  increased  wealth 
by  periodic  depletion. 

e.  The  forest  investment  might  be  the  acquisi- 
tion of  forested  land  of  various  values  which 
are  to  supply  and  maintain  an  integrated 
lumber  and  forest  products  industry  includ- 
ing pulp,  paper  and  competing  lumber 
products  such  as  plj-wood.  In  this  instance, 
even  if  none  of  the  instant  investment  were 
cut  but  were  .saved  for  future  use,  the  in- 
crease in  value  of  the  forest  area  would  be 
offset  by  the  depreciation  of  the  capital 
goods  and  the  depletion  of  other  forest  lands 
thus  maintaining  a  stable  aggregate  wealth 
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complex,  or  a  diminishing  aggregate  wealth 
complex  subject  to  the  property  tax. 

III.  It  is  necessary  to  determine  whether  the  rele- 
vant concern  is  with  the  aggregate — absolute — 
or  the  relative  volume  of  forest  investments. 

a.  An  increase  or  decrease  in  the  property  tax 
asse.ssment  level  or  property  tax  rate  would 
act  precisely  as  would  a  change  in  the  inter- 
est rate.  A  decrease  in  the  tax  (like  a  de- 
crease in  the  interest  rate)  will  tend  to 
stimulate  investment  and  conversely.^" 

b.  A  decrease  in  property  taxes  for  all  real 
property  would  undoubtedlj'^  stimulate  ag- 
gregate absolute  investment  in  property. 

c.  A  decrease  in  property  taxes  (rates  and 
assessment  levels)  on  forest  products  would 
undoubtedly  stimulate  iuvestment  in  fores- 
try relative  to  other  investment  areas. 

d.  If,  presumably,  aluminum,  other  light  me- 
tals, and  wood  substitutes  are  displacing 
lumber  in  the  historic  lumber  market,  then 
there  is  no  reason  to  subsidize  forestry  in- 
vestment by  lowering  the  assessed  property 
tax  rates. 

e.  Since  there  is  no  claim  to  unfair  assessment 
methods,  there  seems  to  be  little  theoretical 
justification  that  stumpage  value — as  real 
propertj' — is  taxed  relatively  higher  than 
other  real  property. 

The  relevant  question  here  seems  to  concern  abso- 
lute forest  investment,  not  absolute  investment  in  the 
economy.  The  problem  of  forest  investment  is  .suffi- 
cient iuvestment  to  satisfy  a  mai-ket.  The  problem 
that  the  couservationist  sees  is  to  increase  investments 
in  forest.  One  must  know  why  the  investment  iu  for- 
estry is  made. 

The  investment  may  be  made  in  order  to  augment 
the  value  of  existing  investments.  The  investment  may 
be  made  because  it  represents  the  best  long  run  invest- 
ment alternative.  That  is,  the  present  value  of  the 
expected  increase  in  present  worth  from  the  invest- 
ment in  forestry  exceeds  alternative  investment  pos- 
sibilities. 

The  first  situation  is  likely  to  be  the  tA^pe  of  invest- 
ment made  by  State  or  Federal  agencies,  not  private 
investors.  The  second  type  is  likely  to  be  made  by  an 
integrated  lumber-pulp-wood-paper  products  company 
desiring  to  increase  known  timber  availabilitj^ 

The  thii-d  alternative  is  likely  to  be  a  rational  in- 
vestor who  has  other  possibilities  for  investment 
funds,  but  who  regards  the  forest  investment  as  the 
best  alternative. 

The  overall  point  is  that  any  private  investor  hav- 
ing capital  placed  in  resources,  or  in  other  capital 

'°  cf.  A.  Milton  Moore,  Forestry  Tenures  and  Taxes  In  Canada, 
Tax  Paper  #11,  (Toronto:  Canadian  Tax  Foundation,  1957). 


goods  areas,  would  normally  operate  the  investment  & 
that  the  present  value  of  the  income  in  any  perioi 
will  exceed  by  the  greatest  amount  the  present  valu 
of  costs.  That  is,  the  investment  will  be  so  plai 
that  the  net  revenue  earned  iu  each  period  from 
last  unit  (of  resource)  used  exactly  equals  the 
revenue  earned  from  the  last  unit  (of  resource) 
every  other  period. 

If  use  of  the  resource  would  bring  greater 
counted  benefits  in  a  future  period  the  use  would  y 
postponed,  and  conversely.  An  investment  in  a  fores 
would  be  considered  to  have  reached  economic  matu, 
rit3'  when  the  net  stumpage  value  no  longer  relativel; 
increased  from  one  period  to  the  next.  When  this  agi. 
or  point  is  reached  the  investor  would  maximize  preB< 
ent  value  by  selling  the  stumpage  and  reinvesting 
proceeds,  perhaps  in  another  young  forest.  ?„ 

The  crux  of  the  theoretical  case  against  taxation  Oj 
growing  forests  under  the  property  tax  seems  to  in 
volve  the  deferred  income  or  forest  reinvestment  fea 
ture  of  forest  investments.  The  implication  that  in.' 
vestment  in  young  forests  necessarily  involves  th' 
intent  to  save,  underlies  the  theoretical  condemnation 
of  applying  the  property  tax  to  growing  forests. 

It  is  contended  here  that,  for  California,  establish 
ment  of  investment  in  forest  stumpage  values  is  per| 
fectly    consistent    with    maintenance    or    even    witl 
depletion  of  an  indi\'idual 's  total  capital  stock.  In 
vestment  in  a  growing  forest — that  is,  deferring  o; 
income  or  reinvesting  income  earned — is  theoreticallj ; 
defensible  only  if  loanable  funds  are  unavailable  t«  I 
carry  the  increasing  value  of  the  forest  capital  as  it  \ 
income  is  reinvested  in  further  growth  or  if  the  in 
vestor  has  no  alternative  but  to  invest.*' 

There  is  only  one  instance  where  the  theoretical  atj  I 
tack  on  ad  valorem  taxation  of  forest  properties  wotdc 
appear  to  be  valid.  This  would  be  the  extreme  assump  , 
tion  that  an  individual  is  faced  with  an  all-or-nothinj 
choice  to  invest  his  total  capital  in  a  forestry  situatioi 
which  will  automatically  commit  him  to  reinvest  th< 
total  earnings  in  original  investment  until  economin 
maturity. 

The  typical  assumption  that  forest  investment  in 
volves  net  capital  accumulation  is  simply  incorrect  ii 
the  usual  instance.  Investment  in  forest  stumpagi 
values  is  not  necessarily  a  commitment  of  the  origina 
value  of  the  investment  plus  deferred  income  to  sonu 
predetermined  point  in  the  future.  An  investment  o. 
capital  in  forestry  need  only  involve  the  continuoui 
change  in  the  composition  of  a  given  stock  of  capita 
from  ordinary  investments  to  an  economically  maturi 
forest.  This  is  but  one  step  from  cash  value,  to  involvi 
no  accumulation  of  capital,  and  thus  no  excessive  bur 
den  by  property  taxation  on  the  total  property.  Foi 
instance,  the  increasing  value  of  the  forest  with  annua 
growth — deferred  or  reinvested  income — could  be  off 


« Again,  the  investment  in  a  growing  forest  presumably  repre, 
sents  the  most  efficient  investment  alternative. 
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't  by  deoliniDg  capital  values  of  other  depreciating 
I-  depleting  resources  of  capital  investments.  Thus 
.  le  theoretically  increasing  property  tax  on  forest 
I  ivestments  would  be  offset  by  the  theoretically  de- 
creasing property  tax  on  the  depreciating  or  depleting 
Investments.  At  the  end  of  investment  period — the 
I  !onomically  mature  forest — there  would  have  been 
)  0  net  accumulation  of  capital. 

c   The  study  has  noted  earlier  that  over  one-half  of 
le   forest   land    in    California   and   one-half    of   the 
I'umpage  is  owned  or  controlled  by  the  Federal  Gov- 
ernment, hence  the  attack  discussed  would  simply  be 
(■relevant.  In  the  second  instance,  the  20  or  so  large 
I'mber  owners  (over  50.000  acres  each)  are  integrated 
1  ompanies   operating  the   properties   on   a   sustained 
i  jield  basis.   Thus,   deferred  income  in  some  timber 
:reas  via  growth  would  be  offset  both  by  cutting  in 
'  ither  timber   areas   and   by   depreciation   of   capital 
J'Oods  investments.  There  is  certainly  no  ba.sis  for  the 
I  lea  of  a  net  accumulation  of  capital  in  forestry  for 
I  ae  25  percent  or  so  of  timber  holdings  in  this  area. 
Lpproximately  another  20  percent  of  timber  holdings 
1  California  are  owned  by  small  owners  (under  5,000 
eres  each).  Studies  in  A^arious  counties  by  Professors 
ivnuska,  Teegarden,  and  others  of  the  University  of 
lalifornia    Forestry    School    indicate    that    in    these 
reas  there  is  typically  a  very  rapid  turnover  of  hold- 
igs.  The  aim  of  the  investor  as  seen  by  these  studies 
!  to  obtain  small  holdings  for  immediate  cuts,  then 
)  move  to  other  areas  and  to  repeat  the  process.  The 
itermediate  holdings  (5,000-50,000  acres)  appears  to 
an  the  gamut  between  the  two  extremes.   In  any 
rent,  studies  by  Zivnuska  and  others  appear  to  indi- 
ite  that  the  characteristics  of  forest  investment  and 
wnership  do  not  justify  the  extreme  all-or-nothing 
ivestment  philosophy  necessary  to  establish  the  valid- 
ly of  the  idea  of  a  net  or  forced  accumulation  of 
apital  in  forest  investments. 
The  implicit  assumption  that  forestry  investment 
ivolves  net  accumulation  of  capital  can  be  discarded. 
'he  failure  of  this  assumption  is  fatal  to  the  charge 
hat   property   taxation   has   inherent    disadvantages 
dth  respect  to  the  deferred  yield  forest  investment. 
I  It  can  be  concluded,  therefore,  that  there  are  no 
jheoretical  or   inherent   defects  in  the  property  tax 
lien  applied  to  forests  operated  as  deferred-yield 
ivestments.  The  argument  generally  relies  on  extreme 
nd  generally  untenable  assumptions  regarding  mar- 
ets  and  the  nature  of  forest  investment. 

oresf  Assessment  Adminisfrafion: 
\Ya  have  noted  in  the  sections  above  that  natural 
'■-ources,  including  the  products  of  mines  and  quar- 
ips.  petroleum,  natural  gas,  and  timber  stumpage 
^alues,  are  defined  as  real  property.  All  property  not 
sempt  must  be  assessed  for  taxation  at  its  full  cash 
T  market  value.  Real  property  thus  defined  is  to  be 


taxed  by  the  appropriate  assessing  ofScer  for  each 
revenue  district  in  the  State. 

Basically  the  question  of  the  appropriate  property 
tax  for  forest  land  involves  three  conflicting  issues: 
first,  the  consideration  of  the  effect  of  the  tax  on  the 
management  of  forests ;  second,  the  revenue  needed  to 
support  local  government  activities;  third,  the  ques- 
tion of  equity  between  forest  owners  and  holders  of 
other  real  property.  The  present  discussion  does  not 
propose  to  consider  the  first  or  second  points  noted 
above  for  two  reasons.  The  answers  to  these  questions 
have  been  suggested  partially  in  the  previous  section 
of  the  paper.  Secondly,  specific  consideration  of  forest 
management  policies  and /or  local  government  expen- 
ditures is  outside  the  scope  of  this  examination  of  sev- 
erance taxation.  The  consideration  here  is  whether 
the  administration  of  the  county  ad  valorem  tax  dis- 
criminates between  timber  holders  and  owners  of  other 
real  property. 

The  idea  that  poor  assessment  administration  on 
the  county  level  leads  to  inequities  between  forest 
holders  and  other  real  property  owners  has  long  been 
a  basis  for  criticizing  the  application  of  the  property 
tax  to  forests.  Part  of  this  criticism  has  its  origin 
in  a  report  done  by  the  California  Tax  Research  Bu- 
reau in  1932.*^  The  findings  of  the  research  report 
indicated  that  the  methods  of  valuing  timber  for  taxa- 
tion rested  with  the  individual  assessor  and  that  with 
but  few  exceptions  county  assessors  had  a  very  limited 
knowledge  of  timber  and  its  value.  The  report  also 
stated  that  the  absence  of  data  on  such  questions  as 
accessibility,  quantity  and  quality,  production  costs, 
and  income  of  the  timber  i-esource,  had  led  to  inequali- 
ties of  value  and  unjust  taxation.  This  had  led  to 
a  situation  whereby  some  timber  escaped  assessment 
adding  a  relatively  greater  tax  burden  to  known  tim- 
berland  and  other  forms  of  taxable  property.*^ 

This  focuses  the  purpose  of  this  section  directly  on 
the  point.  Are  the  a.ssessment  administration  practices 
of  county  officers  still  such  as  to  create  objection  to 
the  property  tax  in  forest  taxation?  If  this  is  the 
case,  then  severenee  taxation  would  be  justified  in 
lieu  of  local  government  taxes.^-*  The  function  of  the 
severance  taxation  in  this  instance  would  be  to  pre- 
clude inequity  in  assessment  practices  of  the  type  in- 
dicated. 

The  report  in  1932,  as  interpreted  by  Mr.  Saner, 
surveyed  26  of  the  major  timber  counties  and  deter- 
mined that  only  six  counties  had  timber  cruises  or 
information  of  a  similar  nature  for  assessing  timber 
property.  Some  of  the  counties  depended  on  the  tim- 
ber owners  to  furnish  the  information,  others  had 
simply  inherited  an  acreage  value  from  previous  as- 

«A.  W.  Sauer,  "A  Knothole  Glim-pse  at  30  years  of  Stumps  and 
Stumpage",  State  Board  of  Equalization,  As.sessors'  Associa- 
tion Meeting-,  Quincy.  California,  July  29,  1963,  p,  2. 

"Ibid. 

"  Thi.?  could  be  an  in  lieu  tax  administered  on  either  a  local  or 
a  State  level. 
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sessing  operations.  Finally,  it  was  noted  that  the  as- 
sessment of  timber  properties  was  handicapped  by 
the  absence  of  a  sound  guideline  as  to  methods  for 
valuation  of  the  data  as  available. 

Mr.  Sauer  then  proceeded  to  itemize  the  status  of 
timber  property  assessments  as  of  1932.''5  Timber  as- 
sessment methods  were  quite  varied  and  did  not  per- 
mit reflection  of  accurate  value.  Assessment  ratios 
indicated  inequalities  of  values  between  timber  and 
other  taxable  properties.  Assessment  practices  did  not 
encourage  either  retention  or  promotion  of  growing 
timber.  Some  counties  assessed  the  value  of  the  tim- 
ber unreasonably  high  relative  to  the  value  necessary 
for  a  reasonable  return.  Unreasonable  levies  were 
forcing  large  timber  areas  onto  the  delinquent  rolls, 
so  that  public  timber  properties  were  increasing  the 
tax  burden  aud  decreasing  the  markets  for  privately 
owned  timber.  Timber  had  little  value  other  than  a 
speculative  one. 

In  contrast  to  the  rather  unhappy  picture  given  in 
1932,  it  is  possible  to  note  that  by  1963  considerable 
progress  has  been  made  toward  increasing  the  equity 
of  county  timber  assessments.  This  progress  is  not 
limited  to  California,  for  as  Ellis  "Williams  reports,*® 
improved  a.ssessment  methods  and  increasingly  close 
cooperation  between  county  assessors  and  forestry, 
tax,  and  other  State  agencies  have  improved  the 
status  of  local  forest  assessment  considerably.  These 
trends  give  every  indication  of  continuing  in  the 
years  ahead. 

There  were  two  major  developments  in  the  interim 
period  that  have  significantly  affected  the  assessment 
in  California  of  timber  values  and  timber  acreage. 

Article  XIII,  Section  12|  of  the  California  Consti- 
tution states  in  part  that : 

...  all  immature  forest  trees  which  have  been 
planted  on  lands  not  previously  bearing  mer- 
chantable timber  or  planted  or  of  natural  growth, 
upon  lands  from  which  merchantable  original 
growth  timber  stand  to  the  extent  of  70  percent 
of  all  trees  over  16  inches  in  diameter  has  been 
removed,  shall  be  exempt  from  taxation,  and 
nothing  in  this  Article  shall  be  construed  as  sub- 
jecting such  trees  and  grapevine  and  forest  trees 
to  taxation ;  provided,  that  forest  trees  or  timber 
shall  be  considered  mature  for  the  purpose  of 
this  act  at  such  time,  after  40  years  from  the 
time  of  planting  or  removal  of  the  original  tim- 
ber as  above  provided,  as  a  board  .  .  .  shall  by  a 
majoritj'  thereof  so  determine. ''''^ 

The  State  Board  of  Equalization  and  the  State 
Board  of  Forestry  requested  an  opinion  from  the 
OiBee  of  the  Attorney  General  concerning  the  consti- 
tutionality of  the  guidelines  proposed  by  the  Joint 

«  Sauer,  op.  cit.,  p.  4. 

"Williams.  "Trends",  op.  cit. 

"California  Constitution,  Article  XIII,   Section  123. 
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Timber  Tax  Study  Committee  in  setting  forth  desired] 
assessment  practices  with  regard  to  forest  lands.** 

The  Joint  Timber  Tax  Study  Committee  deter^ 
mined  that  the  following  guidelines  should  be  appro 
priate  in  assessing  timber  under  the  noted  section  ol 
the  Constitution.*^ 

A.  The  unit  of  area  for  determining  eligibility  a^ 
emption  was  held  to  be  the  actual  boundarie; 
for  timber  cutting,  not  one  section  as  stipulatec 
by  the  Board. 

B.  The  determination   of  70  percent  of   all  tree; 

over  16  inches  in  diameter  shall  be  based  on  thi 
estimated  net  board  foot  volume  for  such  trees 

C.  Under  Section  12J,  the  authority  to  determine,! 

when  timber  is  mature  for  taxation  purpose, 
rests  with  the  Timber  Maturity  Board.  , 

D.  Timber  shall  be  considered  mature  whenever  4( 
years  or  more  have  elapsed  from  the  removal  Oi 
the  original  growth.  Timber  shall  be  eonsideret 
mature  whenever  40  years  or  more  have  elapsec 
from  the  removal  of  the  secondary  or  replantei 
growth.  \ 

E.  Once  70  percent  of  the  merchantable  timber  ha  ■ 
been  removed,  then  the  remaining  30  percen 

—  used    for    natural    seeding,    etc.  —  shall    b 
exempt. 

F.  Immature  timber  on  land  from  which  matur 

timber  has  been  removed,  shall  then  be  exempi 
provided  that  70  percent  of  the  merchantabl 
or  mature  timber  has  been  removed. 

Thus,    one    of    the   major   developments    since    190'  |; 
has  been  the  constitutional  exemption  from  taxation  o 
second  growth  or  reforested  timber  for  a  minimur  . 
40  j^ear  period.  \ 

The  second  development  has  been  a  joint  operatic  f 
by  the  county  assessors  and  timber  appraisers  and  b.  | 
the  State  Board  of  Equalization  as  well  as  other  ir  j 
terested  agencies  and  groups.  This  has  been  the  foi  ' 
mulation   of   a  timber   appraisal   manual,   issued  i 
May,  1961,  by  the  State  Board  of  Equalization,  ei 
titled  The  Appraisal  of  Timber  Property.  Sauer  notf 
that  the  action  of  the  assessors  aud  the  State  Board  o 
Equalization,  in  developing  the  Manual,  has  resulte 
in   the    development    of   timber   appraisal   principh 
which  have  led  to  conformity  and  standardization  c 
assessment. 

As  of  1961,  a  total  of  20  counties  used  timber  cruis 
data  as  a  basis  for  property  assessments  of  timber  i 
compared  with  6  counties  in  1932.  The  other  countif 
either  applied  a  flat  rate  per  acre  on  virgin  timber  c 
disregarded  timber  value  and  included  it  only  in 
total  land  value  aggregate. 

**  Office  of  the  Attorney  General,  State  of  California,  Opinior 
concerning  tlie  Joint  Timber  Tax  Studv  Committee  and  A 
tide  XIII,  Section  123.  California  Constitution. 

"cf.  Henry  J.  Vaux,  Young  Growth  Timirr  Taxation  in  Mfnih 
cino  County,  U.  C.  Agriculture  Experiment  Station  Bullet 
No.  7S0,  1961 
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I  Presently  9  counties  use  the  methods  recommended 
Iby  the  timber  manual,  4  counties  use  alternative 
bases,  and  9  counties  assess  without  prior  timber 
cruise  or  appraisal  data.  Given  the  relative  concen- 
itration  of  commercial  timberlands  in  a  few  counties, 
jthis  record  is  probably  as  good  as  can  be  expected.  ^^ 
I  What  of  the  inequalities  of  timber  assessment  with 
regard  to  other  taxable  properties  as  had  been  found 
in  1932?  Timber  is  heavily  assessed  relative  to  other 
resources.  The  ratio  of  a.ssessed  value  of  petroleum 
mineral  rights  to  the  annual  value  of  petroleom  pro- 
jduction  is  about  80  percent.  ^^  Much  non-petroleum 
'mineral  properties  is  not  taxed.  ^^  The  ratio  of  as- 
sessed value  to  annual  value  of  production  of  timber 
is  about  300  percent.  ^^  Timber  appears  to  be  taxed 
;eonsiderably  more  heavily  than  other  natural  re- 
jsource  properties. 

i  The  economic  situation  in  California  presently  is 
■that  cutover  lands  are  being  retained  by  operating 
companies  in  California,  and  that  companies  are  at- 
tempting to  augment  their  holdings  of  these  lands. 
One  of  the  problems  that  will  always  be  with  the 
assessor  is  that  of  determining  a  proper  discount  rate 
br  factor  in  computing  the  present  worth  of  timber 
;properties  for  ad  valorem  assessment  purposes.^* 

Are  assessment  practices  forcing  timber  areas  onto 
the  tax  delinquency  rolls?  While  some  of  this  has  oe- 
2urred  there  appears  to  be  no  general  trend  in  this 
direction.  There  is  some  indication  that  companies  for 
various  reasons  are  strongly  considering  either  liqui- 
dating their  forest  holdings,  or  transferring  their 
tioldings  from  forest  to  other  use.  The  following  cita- 
icion  is  from  the  Wall  Street  Journal,  Tuesday,  June 

1964. 

Converting  timberland  into  orchards  is  tried 
by  Georgia-Pacific  Corporation.  The  big  lumber 
company  has  planted  apple  and  pear  trees  on  10 
acres  of  former  woodland  in  northern  California 
and  plans  to  convert  4,000  acres  if  the  pilot  proj- 
ect pays  off.  Georgia-Pacific  officials  think  the 
[  land  will  be  more  profitable  bearing  fruit  than 
lumber. 

I  California  State  Board  of  Equalization  reeom- 
]aends  that  any  given  land  in  a  county  be  assessed 
i  qual  to  the  highest  market  value  (or  the  most  recent 
oarket  sale)  of  comparable  land  for  any  use.  If  coun- 
ies  do  now  and  continue  to  assess  timberland  in  this 


Sauer,  op.  cit.,  pp.  4-5. 

Developed  by  studies  of  Senate  Committee  on  Revenue  and 
Taxation,  1964, 

cf.  Appendix   E-4. 

'Developed  by  Senate  Committee  on  Revenue  and  Taxation, 
1964. 

State  Board  of  Equalization,  The  Appraisal  of  Timber  Prop- 
erty, 1961,  pp.  10-13.  A.  W.  Sauer.  "An  Analy.sis  of  Discount 
Rates  as  They  Apply  to  Timber  Values.".  Paper  presented 
at  nine  northern  counties  Assessors'  Association  Meeting, 
Yreka,  December  13,  1962.  Also:  A.  W.  Sauer.  "Timber, 
Cheaper  by  the  Decade  or  the  Dozen,".  Paper  presented  at 
Northern  California  Regional  Assessors'  ABSOciation  of  Cali- 
fornia, Sacramento,  February  5,  1963. 
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way,  Georgia-Pacific  and  other  companies  may  turn 
increasingly  to  alternative  land  uses.^^ 

Tfie  Appraisal  Process; 

The  value  of  timber  properties  is  dependent  upon  a 
greater  number  of  variables  than  that  of  any  other 
class  of  real  property.^®  Standing  timber,  of  various 
ages,  may  be  converted  to  lumber,  plywood,  hard- 
board,  and  pulp  and  paper  products,  among  others. 
The  inherent  capability  of  producing  Christmas  trees, 
split  products,  poles,  piling  and  fuel  wood  affect  the 
price  that  timber  properties  will  bring  on  the  market. 
Further,  consideration  of  the  highest  and  best  use  of 
the  land  as  timber  property,  multiple  land  use  for 
homesites,  commercial  sites,  recreation  value,  grazing, 
hunting  land,  watershed  management,  mineral  pro- 
duction and  other  uses  have  to  be  carefully  weighted 
in  arriving  at  a  reasonable  estimate  of  the  present 
worth  of  future  benefits  to  be  derived  not  only  from 
the  timber  value  but  from  the  property  itself.  Finally, 
many  physical  features  have  a  direct  bearing  on  the 
amount  that  people  will  be  willing  to  pay  for  particu- 
lar timber  property  including  stand  density,  species, 
timber  quality,  distribution  of  diameter  classes,  topog- 
raphy, volume  and  accessibility.  These  have  a  direct 
bearing  on  the  net  return  or  net  value  of  the  property 
to  the  prospective  purchaser. 

A  diminishing  supply  of  private  stumpage  available 
for  cutting  has  caused  extreme  competition  between 
buyers  resulting  in  price  ranging  between  $22.00  and 
$38.00  per  thousand  board  feet  of  stumpage,  depend- 
ing on  location,  specie,  etc.  The  high  unit  prices  for 
stumpage  may  be  paid  to  gain  access  because  of  a  fa- 
vorable depreciation  position,  to  eliminate  competi- 
tion, or  to  block-in  timber  management  units. 

The  harvest  of  timber  often  requires  a  period  of 
years  for  completion  of  the  operation.  During  this 
period,  the  operator  is  confronted  with  temporary  and 
unusual  costs  not  present  in  an  operation  for  imme- 
diate liquidation. 

Perhaps  the  critical  point  is  that  the  assessor,  in 
appraising  the  value  of  the  timber  stumpage,  is  at- 
tempting to  arrive  at  an  estimate  of  the  market  value 
(full  cash  value)  as  that  pertains  to  a  willing  buyer 
and  a  willing  seller. 

The  high  degree  of  variability  between  timber  prop- 
erties has  been  noted.  The  usually  reliable,  accepted 
measures  of  value  used  for  urban  and  rural  non-forest 
properties  fail  to  provide  the  same  degree  of  relia- 
bility when  applied  to  timber.  Replacement  cost  esti- 
mates have  little  significance  and  usually  cannot  be 
used.  An  income  analysis  may  be  important,  but  may 
not  be  legally  applicable  in  California.^^  The  sales 

■^  state  Board  of  Equalization,  op.  cit. 

"It   would   be   Interesting  to   speculate   how   Section   123   would 

apply  here. 
"  cf .  Newlin  &  Ashburn,  Memorandum  Concerning  Proper  Method 

of  Assessment   of  Borax  Mines,   Los   Angeles,   Circa,    1937. 

passim. 
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analysis  approach  is  recommended  because  of  the 
greater  reliability  of  the  information  derived  by  this 
method,  and  because  of  the  acceptance  by  the  courts 
of  market  value  estimates  arrived  at  in  this  manner. 

The  three  methods  of  appraisal  available  include: 
sales  analysis,  conversion  value,  and  capitalization  of 
income.  The  sales  analysis  approach  gives  an  indica- 
tion as  to  what  timber  properties  are  worth  to  people 
dealing  in  the  various  classes  or  property.  Wliile  the 
thought  processes  of  persons  vary  widely,  one  may  not 
necessarily  use  purchase  prices  paid  or  received  as  a 
value  indicator  for  property  classes.  For  instance,  in 
order  to  fill  out  a  given  timber  area  with  a  certain 
grade  of  timber  as  an  integral  part  of  a  prospective 
sustained  yield  operation  one  piece  of  property  may 
command  a  premium  price.  In  order  to  obtain  easier 
access  to  property,  another  piece  of  timber  property 
may  be  purchased  for  well  above  its  full  normal  value 
for  that  class  of  timber  property.  However,  whatever 
effective  sales  data  are  available,  may  be  used  as  an 
index  for  comparison  purposes. 

The  conversion  value  is  the  estimated  worth  of  the 
standing  timber  to  an  average  operator  in  the  business 
of  converting  timber  to  a  salable  product.  The  selling 
price  of  the  product  minus  the  total  conversion  costs, 
including  a  return  for  a  profit  and  risk,  leaves  a  re- 


sidual value  which  is  considered  to  be  the  stumpac 
value.  A  large  part  of  the  public  timber  sold  for  in 
mediate  cutting  is  appraised  in  this  way. 

The  capitalization  of  income  method  is  a  way  < 
determining  the  present  worth  of  timber  propertii 
that  will  be  periodiealh'  cut  and  sold.  The  periodic  n< 
income  derived  from  timber  property  operations  ma 
be  appropriately  capitalized  *®  or  otherwise  converte! 
into  present  worth  as  an  indicator  of  market  valu' 
Capitalization  of  the  income  is  dependent  upon  a 
estimate  by  the  appraiser  of  the  regularity  and  dur; 
tion  of  the  income  stream.  The  income  may  be  ol 
tained  by  systematically  liquidating  a  timber  stau 
over  time,  or  by  harvesting  an  amount  equal  to  tl 
annual  growth  increment,  or  by  a  combination  of  tl: 
two.  Benefits  may  be  forthcoming  from  multiple  pro( 
nets  developed.  In  using  the  capitalization  methoi 
care  must  be  taken  to  insure  that  incomes  derive 
from  different  periods  are  capitalized  separately.  I 
combining  values  to  arrive  at  an  estimate  of  tot. 
worth,  values  must  be  added  or  subtracted  at  tl 
same  point  in  time. 

In  general  the  appraisal  methods  used  are  co) 
cerned  with  estimating  unit  market  values  for  timbi 
species  to  arrive  at  an  estimate  of  present  worth  ( 
present  full  cash  or  market  value. 


CONCLUSIONS 


The  following  conclusions  are  tentative.  Pending 
the  outcome  of  studies  currently  under  consideration 
regarding  the  cost  of  growing  timber,  and  assess- 
ment of  timber,  we  can  only  guess  at  some  of  the 
factors.  These  conclusions  are : 

First ;  that  timber — e.g.,  resource  and  bare  land — is 
heavily  assessed  relative  to  other  natural  resources. 


Second;  there  is  no  justification  for  adopting  e 
alternative  to  the  property  tax  for  timber. 

Third ;  there  is  no  justification  for  raising  the  cu 
rent  propert}'  tax  levels  on  timber.  This  is  particu- 
larly true  in  the  light  of  the  competitive  position  < 
softwood  lumber  in  its  historic  markets.  ] 


COST  OF  GROWING  TIMBER 


It  is  proposed  that  a  study  be  undertaken  to  deter- 
mine rather  specific  answers  to  two  questions : 

I.  The  cost  per  thousand  board  feet  of  growing 
trees. 
II.  The  return  per  dollar  invested  from  growing 

trees. 
There  are  two  broad  approaches  to  establishing  the 
value  of  marketable  timber.  The  first  is  a  value  of 
sales  method,  and  the  second  is  a  cost  of  production 
approach. 

There  are  two  basic  lumber  classes  that  must  be 
examined.  The  first  is  old  growth  timber  which  has  in 
the  past  and  will  continue  to  be  the  basic  harvested 


"*  Presently   there   is   a   good    deal    of   discussion    concerning    the 
appropriate  interest  or  discount  rate  and  risk  to  use. 


timber  for  the  next  25  years.  The  other  class  is  secom 
growth  timber  which  will  be  the  primary  lumber  cv 
after  1985. 

At  present  in  California  approximately  5.5  billic,: 
board  feet  of  timber  is  cut  annually.  Of  this  aro 
1.5  billion  board  feet  is  from  the  52  percent  of  timbe! 
land  owned  by  the  Federal  Government.  The  remaii""' 
ing  4  billion  board  feet  is  taken  from  the  48  percei 
of  timberland  privately  owned.  Presently  the  annUi 
rate  of  growth  is  3.5  billion  board  feet  of  which  tY 
bulk,  2  billion,  is  on  private  land.  The  low  rate  4 
cutting  on  Federal  land,  plus  the  relatively  high  pe; 
centage  of  old  growth  timber  there,  tends  to  keep  tl' 
annual  growth  on  the  Federal  land  quite  low. 

At  the  prevailing  rate  of  cutting,  the  old  growt. 
timber  on  private  land  will  be  exhausted  by  aba 
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985.  Given  the  apparent  and  continuing  lunvilling- 
less  of  the  Federal  Government  to  adopt  a  high  rate 
if  cutting  on  its  land  or  to  adopt  a  standardized 
;arvest  policy,  timber  processors  in  California  are 
iiiable  to  plan  production  operations  on  federal  tim- 
ler  availability.  Thus  in  California,  lumber,  lumber 
iroiluct,  and  pulp  firms  predicate  their  long  run  oper- 
tions  on  private  timber  availability,  supplementing 
he  private  timber  Avith  Federal  timber  purchases. 

Thus  we  are  faced  with  the  anomaly  that  private 

,  umber  product  processors  must  plan  their  operations 

■n  private  timber  availability,  even  though  the  private 

imberland  is  less  than  half  of  the  timberland  in  Cali- 

.ornia.  Further,  we  are  faced  with  the  basic  situation 

hat  within  the  next  25  years  the  California  lumber 

nd  lumber  and  pulp  products  industry  must  face  a 

iiajor  change  from  cutting  old  growth  timber  to  eut- 

iiig  second-growth  timber.  The  significance  of  this 

hange  has  already  been  nicely  clarified  by  the  studj' 

i.v  Zivnuska  and  associates  for  the  California  State 

'lanniug  Office  cited  elsewhere  in  this  study.  Basic- 

lUy  the  change  involves  an  entirely  different  type  of 

umber  processing.  The  sawlog  will  no  longer  remain 

.he  basic  product;  rather  the  lumber  will  be  measured 

jn  cubic  feet  and  the  wood-chip  will  probably  be  the 

.)asic  product.  The  change  is  already  foreshadowed  in 

uch  operations  as  the  Kimberly-Clark  Operations  in 

California,  the  United  States,  and  Canada. 

Interesting,  perhaps,  but  what  has  this  to  do  with 

he  problem  of  lumber  operations  in  California  ?  Little 

•nough  for  the  nest  25  years.  But  with  the  exhaustion 

if  present  California  old  growth  timber  on  private 

;ands  the  California  lumber  and  lumber  products  in- 

•lustry  will  be  faced  with  the  question  of  whether  to 

einvest  in  new  production  equipment  capable  of  han- 

jlling    the    smaller    size    second-growth    timber,    or 

whether  to  move  to  other  countries  with  ample  size 

j'orests  such  as  Canada,  or  whether  to  simply  rely  on 

mports  of  logs  to  the  United  States  from  other  eoun- 

ries.  Examples  of  this  are  (1)  the  noted  15  percent  of 

lomestic  log  supply  coming  from  Canada,  up  from  a 

lominal  amount  in  1946,  and  (2)  the  heavy  and  in- 

reasing  imports  of  hardwoods  from  Latin  and  South 

America  and  from  Southeast  Asia. 

Even  this  may  sound  all  very  interesting,  but  what 
jjelevance  has  even  this  to  do  with  the  question  of 
determining  costs  of  lumber  production  in  California 
nd  in  determining  rates  of  return  on  capital  invested 
a  log  production?  Simply  stated,  unless  capital  eur- 
ently  invested  in  natural  resource  areas  of  log  pro- 
duction can  earn  a  sufficient  return  on  invested  capi- 
ial  given  old   growth  log  production,  they  are  not 
iikely  to  be  able  to  earn  satisfactory  rates  of  return 
:n  investment  when  second-growth  log  production  is 
he  major  source  of  revenue. 

I   Demonstration  of  unsatisfactory  rates  of  return  on 

'apital  invested  in  log  production  today  are  likely  fo 

ave  serious  implications  for  the  California  timber 


industry  within  the  next  25  years.  As  we  have  noted 
in  the  northern  California  counties,  the  effect  of  these 
investment  decisions  are  already  being  written  in  the 
story  of  movements  of  lumber  product  firms  out  of 
business,  out  of  California,  increasing  unemployment 
in  the  California  economy,  and  in  increasing  welfare 
costs  in  the  areas  most  heavily  affected  by  these 
changes,  and  increasing  distress  in  public  education. 

Present  studies  of  the  production  or  growth  of  logs 
— the  natural  resource — in  California  have  centered 
almost  solely  on  the  problem  of  increased  or  decreased 
prices  or  values  of  stumpage  sold  and  discount  rates. 
In  fact  these  questions  are  peripheral  to  the  basic 
questions  of  what  does  it  cost  to  produce  a  log  and 
what  is  the  return  per  dollar  invested  in  producing 
the  logs.  Firms  may  continue  to  operate  in  the  short 
run  as  long  as  income  earned  is  in  excess  of  variable 
or  annual  costs  permitting  a  quasi-return  on  fixed  or 
sunk  costs.  Thus,  in  the  short  run  the  entire  focus  is 
on  dollar  return  from  products  sold.  However,  when 
the  basic  qiiestion  is  no  longer  continuing  to  sell  a 
given  product,  but  having  to  modify  existing  invest- 
ments for  a  differing  income  stream,  the  pertinent 
question  concerns  the  return  per  dollar  to  be  invested 
or  whether  the  existing  investment  should  be  liqui- 
dated in  favor  of  alternative  investments.  The  long 
run  for  the  California  timber  growing  industry  is 
rapidly  approaching. 

Another  aspect  of  this  problem  is  that  California  is 
cutting  from  its  private  lands  approximately  2  billion 
board  feet  per  year  of  timber  more  than  is  being 
grown.  When  the  industry  moves  onto  a  second-growth 
basis  this  timber  mining  will  no  longer  be  possible, 
thus  instead  of — as  presently — growing  2  billion  board 
feet  per  year  and  selling  4  billion ;  the  industry  would 
have  to  grow  2  billion  board  feet  and  sell  2  billion 
board  feet.  This  is  just  another  way  of  introducing 
the  second-growth  problem.  Let  us  start  with  the  value 
of  stumpage  basis  and  see  why  this  is  unsuitable  as  a 
measure  of  the  fiscal  soundness  of  the  natural  resource 
industry  in  California  known  as  timber  production. 

The  value  of  stumpage  sold  is  a  factor  of  consider- 
able variation.  Determination  of  the  value  of  stump- 
age sold  will  probably  involve  the  following: 

I.  The  character  of  the  seller : 

1.  private  sale 

2.  Federal  sale 

II.  The  character  of  the  sale: 

1.  auction  or  competitive  bid  for  a  limited 
amount  of  timber  as  in  Federal  sales. 

2.  auction  or  negotiation  for  a  sale  involving  a 
large  volume  of  timber  rights  to  be  utilized 
by  the  purchaser  over  a  number  of  years. 

3.  whether  the  sale  is  designed  to  permit  block 
cutting  on  a  one  time  basis  or  whether  the 
sale  is  designed  to  permit  selective  logging 
over  a  continued  period. 
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in.  The  species  of  the  timber : 

1.  BedATood 

2.  Ponderosa  Pine 

3.  Douglas  Fir 

4.  Vhite  Fir 

5.  Cedar 

6.  other  or  mixed  species  in  the  same  area. 

IT.  The  character  of  substitutes  for  the  timber  sold 
and  the  quantity  of  the  substitute  available. 
A. 

1.  the  amount  of  timber  currently  on  hand  or 
held  as  rights  by  the  purchaser. 

2.  the  amount  of  timber  owned  by  the  pur- 
chaser. 

3.  Federal  timber  sales  policy. 

4.  aTaHability  of  imports. 

B. 

1.  isubstitute  products  on  hand  such  as  alumi- 
num, procelain  or  other  products  that  niU 

tend  to  limit  the  general  marketability  and 
the  price  at  which  timber  or  lumber  and 
manufactured  lumber  products  may  be  sold. 

Xearly  all  information  aTailable  on  timber  sales  in 
CaUfomia  is  that  from  Federal  sales.  This  point  is 
particularly  important  because  many  eosts  that  are 
very  significant  in  private  operations  are  not  signifi- 
cant in  Federal  timber  activities.  Federal  timber  is 
usually  sold  by  the  Department  of  Forestry  of  the 
Department  of  Agriculture.  Many  timber  costs  of  pro- 
duction that  are  incurred  by  private  operations  are 
not  included  or  are  not  available  for  examination 
"when  dealing  -vrith  Federal  timber  sales  or  sale 
values. 

1.  The  Federal  Government  pays  no  property,  in- 
come, or  other  taxes  on  the  timber  that  it  holds 
and  sells. 

2.  Either  the  Federal  timber  investment  is  charged 
for  no  interest  by  the  Federal  treasury,  or  the 
interest  charged  is  nominal 

3.  There  is  no  land  investment  cost  charged  to  the 
Federal  timber. 

4.  Other  eosts  are  borne  by  other  agencies. 

5.  Only  small  in-lieu  school  taxes  are  included  by 
Federal  agencies. 

In  order  to  be  able  to  determine  any  reasonable  in- 
formation regarding  the  capacity  of  the  private  tim- 
ber producer  in  California  to  bear  taxes,  to  continue 
to  operate  in  a  second- gro-vrth  economy,  to  hold  exists 
ing  timber  to  maturity  (there  are  examples  in  "Wash- 
ington State  -where  excessively  high  property  tax^ 
caused  the  necessity  for  liquidation  of  mature  or  old 
gro-wth  timber;,  and  so  on,  it  is  necessary  to  be  able 
to  demonstrate  two  crucial  points : 


I.  \rhat  is  the  cost  of  production  : 
timber  in  California, 
n.  What  is  the  return  per  dollar  invested  in  'sz 
tained  yield  j  timber  prodnetiiHi. 

In  short,  tiien.  it  is  necesBary  to  torn  to  the  pi 
timber  industry  for  information  <m  these  points, 
reasons,  again   are: 

1.  To  insure  that  the  sample  will  inelnde  all 
eosts  of  production,  and  to  insore  that  the  char- 
acter of  the  sample  bias  will  be  known.  This 
necessary  both  as  to  the  eharaeter  of  the  timi 
operation — sustained  yield  or  other — and  as 
size  of  the  plots  inrolved. 

2.  To  insure  that  only  timber  prodaetion  eosts, 
eosts  of  maintaining  recreation  or  natimal 
areas,  wiQ  be  included. 

3.  To  insure  that  value  of  timber  sale  figmr^.  whet 
needed  to  determine  a  return  per  dollar  invested 
win  inelnde  only  timber  sale  values  and  will  nol 
include  recreation  or  other  costs. 

For  the  reasons  noted  above  it  is  neeeasary  to  < 
out  the  study  for  both  old  growth  timber  and 
second-growth  timber.  The  most  important 
that  will  determine  the  outcome  of  the  cost  anal; 

are: 

1.  The  time  span  involved-  The  time  span 
to  bring  a  tree  from  seedling  to  merchantal 
size  is  significant.  The  rotation  or  cycle  of 
ting  asks  the   question:   "How  often,   in 
given  time  period,  may  tiie  same  area  be  eat  < 
logged?"'   This  question  is  pertinent  both 
block  cutting  operations  and  for  selective  cut 

2.  The  interest  eost  of  money.  Sinee  all  actoal 
imputed  ctKts  will  increase  the  aggregate 
paid  into  or  sunk  in  the  proee^  of  prodne 
trees;,  it  will  be  assumed  that  all  animal  ccsts  in^ 
crease  the  investment  in  growing  timber.    I:  reec 
not  be  implied  here  that  tiiere  are  or 
altematires  for  the  investment  in  tim': 

that  the  amount  invited  in  timber — e":-      . 
yield  timber  operations — ^will  increase  year  b}. 
year.  It  is  simply  held  that  timber  is  a  tyf -e  a 
product  where  aTninal  costs  are  incurred  and  tih«| 
return  from  the  costs  is  periodie.)  i 

The  cost  and  investment  information  will  be  deteri 

mined  as  follovrs:  I 

1.  The  private  eommerdal  tree  production  area:< 
to  be  included  in  the  ssnple  will  include  oni^. 
sustained  yield  properties.  Further,  it  will  it 
elude   only  properties   where   commercial  k^ 
production  is  the  scAe  product 

2.  Bither  the  sample  will  be  a  eomposte  of  al 
species,  or  it  will  be  necessary  to  divide  th< 
species  and  produce  two  samples. 
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3.  The  cost  elements  to  be  included  in  the  infor- 
mation are : 

1.  original  cost  in  land  whenever  acquired. 

2.  administration  and  annual  labor  cost. 

3.  fire  and  disaster  protection,  or  appropriate 
allowance  therefore. 

4.  annual  property  taxes. 

5.  annual  interest  payments  on  borrowed 
monies. 

6.  roadbuilding,  maintenance,  fencing,  etc.  in- 
clusive of  all  direct  timber  costs  not  shown 
in  direct  salary  expense. 

7.  depreciation  expense  on  equipment,  etc.,  or 

8.  depletion  allowance  if  allowable,  or,  if  not,  a 
discount  to  allow  for  the  percentage  of  an- 
nual growth  unsalable  due  to  the  fact  that 
100  percent  of  the  annual  growth  will  not 
be  salable — e.g., 

a.  92  percent  of  Ponderosa  pine. 

b.  specified  percentages  of  other  species  sales. 

There  are  three  assumptions  made  with  regard  to 
le  cost  model  which  is  being  developed : 

1.  It  is  assuming  that  all  timber  operations  are 
from  land  operated  on  a  sustained  yield  basis. 
That  is,  no  company  will  sell  more  timber  each 
year  than  is  grown  on  its  land.  However,  this 
assumption  must  be  modified  to  include  two 
distinct  alternatives : 

a.  in  many  instances  the  old  growth  cutting 
will  have  exceeded  the  rate  of  annual  growth. 

b.  it  may  in  some  species  be  necessary  to  show 
the  timber  sales  variations  by  species  type, 
because  of  the  differences  in  management 
techniques — such  as,  the  differences  in  han- 
dling redwood  and  Ponderosa  pine. 

2.  There  is  no  concern  here  with  revenues  accruing 
to  companies  other  than  those  associated  with 
the  commercial  timber  sales,  such  as  revenues 
resulting  from  recreation  usage  or  sales,  from 
utility  operations  associated  with  timber  man- 
agement, etc. 

3.  A  fiction  of  sorts  has  been  adopted  for  the  pro- 
posed study  which  argues  that  in  each  instance 
the  companies  included  in  the  sample  operate  on 
a  basin  such  that  revenue  from  annual  sales 
will  be  offset  against  annual  costs  to  permit 
development  of  a  rate  of  return  on  investment 
in  timber  production,  by  year. 

I  The  sample  or  model  of  timber  production  opera- 
!ins  in  California  will  be  put  together  as  follows: 

A. 

1.  An  initial  value  for  land  held  by  companies  for 
timber  production  will  be  established  as  of  1900. 
The  basis  for  this  valuation  will  be  either  orig- 


inal cost  if  purchased  within  the  period  1890- 
1900  or  will  be  market  value  if  acquired  prior 
to  the  period  indicated. 
2.  Land  acquired  subsequent  to  the  1900  period 
vsdll  be  valued  as  of  the : 

a.  cost  of  the  acquisition  if  only  timberland  was 
purchased. 

b.  a  fraction  of  the  total  cost  of  purchase  if 
more  than  timberland  was  purchased.  For 
instance,  if  a  company  purchased  an  operat- 
ing timber  mill  plus  timberland  or  rights, 
then  the  percentage  of  the  aggregate  pur- 
chase to  be  allocated  to  the  timberland  will 
be  defined  as  the  estimated  total  board  feet 
of  standing  timber  in  the  land  purchased 
that  is  expected  to  be  used  for  timber  pro- 
duction. This  quantity  or  volume  of  standing 
timber  will  then  be  multiplied  by  the  prevail- 
ing sale  price  of  privately  owned  standing 
timber  of  comparable  quality  and  species 
from  private  sales.  If  such  board  foot  timber 
values  are  not  available,  then  comparable 
timberland  value  sales  may  be  used.  It  would 
be  hoped,  however,  that  in  all  instances  it 
would  be  possible  to  apportion  any  joint  land 
sales  directly. 

B. 

Annual  costs  chargeable  against  timber  operations 
will  include  the  following: 

1.  annual  personnel  and  labor  costs. 

2.  annual  depreciation,  or  depletion  costs  where 
applicable. 

3.  annual  maintenance,  construction,  and  other 
costs  directly  related  to  the  timber  properties 
and  not  included  in  the  salary  payments.  This 
might  include  costs  of  fencing  either  materials 
or  contracting  any  roads  necessary  in  inspec- 
tion, fire  protection,  or  maintenance  of  forest 
properties,  survey  cost,  forestry  cost,  appraisal 
cost,  etc. 

4.  annual  interest  costs. 

5.  annual  local  property  tax  payments. 

6.  other  local  fees  or  taxes  paid. 

7.  State  fees  and  taxes  paid. 

8.  annual  Federal  taxes  paid,  if  any. 

9.  annual  earnings  reinvested,  if  any. 

10.  annual  dividends,  if  any. 

11.  annual  additions  or  subtractions  from  surplus 
reserves,  or  other. 

12.  any  actual  losses  from  fire,  disaster,  State  or 
Federal  condemnation. 

13.  other  costs  shown  should  be  justified  in  each 
instance. 
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The  sum  of  each  of  these  annual  costs,  per  year, 
would  reflect  total  annual  (variable)  costs.  (Shown 
on  cash  basis). 

C. 

1.  The  value  of  timber  sales  each  year,  as  timber 
rights,  or  as  board  foot  sales  shall  be  calculated. 
The  revenue,  if  for  timber  rights  to  be  cut  over 
more  than  one  year,  shall  be  shown  on  a  cash 
basis  as  the  cost  figures  have  been  shown  on  a 
cash  basis. 

2.  If  timber  land  has  been  sold,  condemned  or 
otherwise  disposed  of,  this  may  be  indicated  by 
special  notation. 

3.  The  final  calculation  shall  be  to  compute  a  gross 
profit,  subtract  Federal  income  taxes,  if  any,  and 
to  then  determine  a  net  profit.  This  net  profit 
shall  be  then  di%-ided  into  dividends  paid,  if  any, 
and  earnings  reinvested,  if  any.  In  any  event  the 
net  profit  shall  then  be  shown  as  a  percentage  of 
investment  as  of  the  close  of  the  current  year.  It 
is  desirable  to  show  the  gross  profit,  and  net 
profit  as  a  percentage  of  investment. 


General  considerations  are  that  the  model  is  to  begin 
as  of  1900  and  to  follow  the  general  trend  seen  from 
the  figures  through  1960.  The  general  sales  will  be 
from  old  growth  timber. 

With  1960,  it  shall  be  assumed  that  companies  de- 
sire to  augment  their  holdings  by  20  percent,  and  to 
move  completely  onto  a  sustained  yield  cutting  of 
second-growth.  The  period  1960-198-5  will  be  com- 
pounded of  sales  of  old  growth,  and  establishment  of 
a  second-growth  rotation.  The  major  change  after 
1960-1985  wiU  be  the  decrease  in  annual  cut  from 
private  lands  relative  to  growth  so  that,  after  1985, 
annual  cut  and  growth  will  be  equal.  The  projection 
through  1985  will  follow  the  trend  of  data  shown  in, 
the  1900-1960  period.  In  all  events,  for  the  period 
1960-1985  the  minimum  interest  rate  to  be  used  in 
computing  data  needed  will  be  a  commercial  bank  rate 
on  timber  loans,  or  market  rate.  We  must  develop 
price  and  cost  indices  through  1985. 

The  point  of  the  model  is  to  determine  costs  and 
return  on  investment  during  the  period  1960  from 
the  acquisition,  holding,  growth  and  sale  of  old  growth 
timber.  The  period  1960-1985  will  focus  more  closely 
on  the  problems  of  modifying  operations  to  a  second- 
growth  cutting  basis. 


PROBLEMS  OF  ASSESSING  TIMBER  PROPERTY 


There  are  two  basic  timber  valuation  problems  that 
face  California  assessors.  The  first  is  the  matter  of  val- 
uing old  growth  timber.  The  second  is  the  problem 
of  valuing  timber  and  land  where  immature  second- 
growth  trees  may  be  exempt  under  the  California 
Constitution,  Article  13,  Section  12f. 

A  related  problem  involves  the  determination  of  the 
amount  of  timber  and  other  resource  land  that  is 
under  Federal  or  State  ownership.  This  land  is  not 
subject  to  local  assessment,  although  it  will  in  some 
instances  produce  in  lieu  payments  to  the  counties  for 
specific  purposes.  All  three  problems  are  clearly  of 
significance  because  of  the  impact  of  the  exemptions 
and  exclusions  on  county  tax  assessments  and  le^-ies. 

Continued  multiplication  of  exemptions  such  as 
Section  12f  and  of  exclusions  by  virtue  of  Federal, 
State,  and  other  public  land  and/or  resource  owner- 
ship can  lead  to  a  serious  diminution  of  county  as- 
sessed valuation  and  levies.  Continuation  of  this  trend 
could  further  shift  the  burden  of  financing  local  ex- 
penditures to  State  and  Federal  subventions.  One  of 
the  critical  factors  immediately  at  issue,  however,  con- 
cerns the  California  Constitution,  Article  13,  Section 
12f. 

ilost  California  counties  with  sufficient  commercial 
timber  to  be  of  more  than  nominal  value  do  assess  the 
land  and  the  timber  separately.  Continuation  of  pri- 
vately owned  commercial  timber  production  in  Cali- 
fornia clearly  depends  upon  three  things :  a  favorable 
interest  rate,  an  ability  to  market  the  product  com- 


petitively, and  a  not  excessive  property  or  resource 
tax  burden.  Since  it  is  possible  generally  to  separatt 
the  land  from  the  resource,  the  following  investigatioi 
vrill  attempt  to  consider  these  separately. 

It  is  proposed  that  a  sample  be  established,  consist 
ing  of  perhaps  the  10  major  timber-producing  coun- 
ties in  California,  and  to  investigate  certain  questionf 
with  each.  The  presentation  of  the  material  would  Ik 
in  the  nature  of  an  aggregate  sample  representation 
The  point  of  the  study  is  not  to  isolate  any  particulai 
county  or  stand  of  timber,  but  to  develop  the  answers 
to  questions  that  are  causing,  presently,  considerable 
anguish  in  some  circles. 

It  is  felt  that  a  reasonable  attempt  to  answer  thea 
questions  would  permit  development  of  the  infonna 
tion  necessary  to  make  positive  policy  recommenda 
tions,  if  needed,  regarding  assessment  of  timber  as  { 
natural  resource  in  California  counties. 

It  should  always  be  kept  in  mind  that  the  results  oi 
this  study  might  indicate  that  a  county  imposed  sev 
eranee  tax,  in  lieu  of  local  ad  valorem  assessment  o^ 
timberland  and  timber  would  be  desirable.  It  is  there 
fore  necessary  to  examine  whether  or  not  a  countj 
imposed  severance  tax,  in  lieu  of  local  assessment  o; 
timber,  would  be  preferable  to  the  present  system 
Clearly  this  would  eliminate  the  problem  of  12f,  bj 
having  the  county  tax  the  current  year's  private  cu 
on  a  value  or  quantity  basis.  A  five  percent  severanc< 
tax,  in  lieu  of  all  other  local  assessment  of  timber 
would  develop  county  revenues  as  indicated  in  th< 
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table  below.  Counties  should  examine  these  figures  to 
ietermine  what  the  impact  of  such  action  would  be 
for  the  individual  county.  The  figures  shown  are  only 
ror  the  13  major  timber  producing  counties  as  of  1962. 
rhis  table  assumes  continued  assessment  of  timber- 
and. 

It  is  necessary  to  remember  that  for  the  table 
ihowu  here  for  the  13  largest  timber  producing  coun- 
Aes  in  the  State,  and  for  the  table  shown  below  for 
'lon-petroIeum  natural  resource  minerals,  counties 
:vould  have  to  continue  assessing  all  land  in  the 
iounty.  The  severance  tax  tables  shown  (5%)  would 
je  in  lieu  only  of  ad  valorem  assessment  of  natural 
(resource. 

I        County  MBFT  cut 

Del  Norte   192,288 

I        El  Dorado 189,009 

1        Humboldt 1,446,944 

Lassen    126,662 

!        Mendocino   726,596 

Placer 111,630 

Plumas 215,451 

Shasta    568,926 

Sierra  115,622 

Siskiyou   410,145 

Sonoma    157,012 

Tehama    157,053 

Trinity   369,601 

I.  How  is  timber  as  distinct  from  bare  land,  as- 
sessed : 

A.  Policy: 

1.  How  is  old  growth  timber  valued  ? 

2.  How  is  second-growth  timber  valued  ? 

3.  How  does  Section  12|  apply  in  exempt- 
ing second-growth  timber  ? 

B.  Fact: 

1.  What  percent  of  the  private  commercial 
timber  in  the  county  is  exempt  under 
Section  12f? 

2.  What  total  acreage  of  standing  timber 
in  the  county  is  under  Section  12|  ? 

3.  What  percent  of  the  total  standing  tim- 
ber acreage  in  the  county  falls  under 
Section  12f? 

4.  What  is  the  total  board  feet  of  standing 
timber  in  the  county  under  Section  12f  ? 


5.  What  is  the  percentage  of  board  feet  of 
standing  timber  in  the  county  under 
Section  12|? 

6.  What  is  the  percentage  of  second-growth 
—  growing  stock  —  under  Section  12|? 
Under  12  inches  ? 

7.  What  is  the  total  land  area  under  Sec- 
tion 12f,  inclusive  of  orchards,  etc.? 

8.  What  is  the  loss  of  assessed  valuation  in 
the  county  by  reason  of  Section  12|? 

9.  What  is  the  loss  of  county  tax  levy  by 
reason  of  Section  12f  ? 

II.  How  is  the  bare  laud  in  the  county  assessed — 
land  abstracted  from  the  timber  thereon: 

A.  Policy: 

1.  Is  the  timberland,  abstracted  from  the 
timber,  valued  as  bare  land  ? 

2.  Is  the  timberland  valued  according  to  its 
productive  capacity  ? 

3.  Is  the  timberland  valued  according  to  its 
potential  or  highest  and  best  use  ? 

4.  How  is  land  under  the  Davis-Grunsky 
Act  valued  ? 

5.  How  is  orchard  land  valued,  as  distinct 
from  timberland  ? 

B.  Fact: 

1.  How  much  of  the  timberland — abstract- 
ing from  the  timber — is  valued  accord- 
ing to  its  market  value  in  its  present 
use? 

2.  How  much  of  the  timberland  is  valued 
according  to  its  alternative  or  potential 
highest  use  ? 

3.  What  is  the  loss  of  assessed  valuation  in 
the  county  by  reasons  of  non-assessed 
public  ownership  exclusions  ? 

4.  What  is  the  loss  of  assessed  valuation  in 
the  county  by  reasons  of  the  Davis-Grun- 
sky Act  exemption?  How  much  land  is 
under  the  Davis-Grunsky  Act  ? 

III.  What  is  the  relationship  of  the  assessed  value 
of  timber  property  relative  to  the  annual  value 
of  timber  production  ? 


APPENDIX  D 

PROBLEMS  OF  ASSESSING  NON-PETROLEUM  MINERAL  DEPOSITS 


Most  counties  in  California  are  faced  with  a  serious 
problem  when  attempting  to  value  mineral  deposits 
such  as  sand  and  gravel,  clay,  limestone,  etc.  The 
problem,  in  the  case  of  sand  and  gravel,  stems  from 
the  abundance  of  sand  and  gravel  deposits  relative 
to  the  potential  use  and  the  character  of  use.  The 
counties  basically  solve  the  problem  by  either  not 
attempting  to  a-ssess  the  sand  and  gravel  deposit,  or 
by  assessing  it  only  as  land  and  not  as  a  natural  re- 
source. This  involves  the  definition  that  the  natural 
resource,  e.g.,  sand  and  gravel,  is  only  land  until 
mined  or  quarried.  When  quarried  it  becomes  simul- 
taneously a  natural  resource  and  personal  property 
and  is  assessed  as  such.  The  concern  here  is  not  with 
these  mineral  resources  as  personalty.  The  concern 
here  is  that  siace  this  is  occurring,  there  is  clear  vio- 
lation of  the  California  Constitution,  Article  XI 
which  requires  that  all  property  in  California — in- 
cluding mineral  deposits  and  mineral  rights — be  as- 
ses.sed  at  its  full  value.  To  simply  ignore  the  resource 
in  place  and  to  tax  it  as  personalty  when  quarried, 
under  other  constitutional  and  statutory  require- 
ments, is  no  answer.  On  the  other  hand,  it  is  prob- 
ably impossible  to  comply  with  the  requirements  of 
valuing  the  mineral  deposits  in  place. 

Much  of  the  mining  of  sand  and  gravel  in  Cali- 
fornia is  done  by  small  operators  that  mine  or  quarry 
for  a  month  or  so  and  leave  for  another  place  when 
their  contract  is  finished.  "With  much  of  the  mineral 
resource  mining  in  California  done  in  this  manner, 
there  is  nothing  to  assess  on  the  first  Monday  of 
March.  Discussion  with  many  of  the  assessors  in  Cali- 
fornia indicates  that  in  fact  there  is  almost  total  in- 
ability to  assess  the  mineral  resources  of  the  county 
on  any  reasonable  basis.  There  is  much  discussion  of 
what  is  or  is  not  included  in  the  "factor". 

A  solution  to  this  problem  is  that  counties  impose 
a  severance  tax  in  lieu  of  ad  valorem  taxation  of 
mineral  deposits.  The  in  lieu  severance  tax  should 
extend  to  all  natural  resource  mineral  deposits.  There 
may  be  a  tax  gain  to  the  county  by  this  proposal 
because  of  the  present  inability  to  tax  resources  in 
place.  A  5  percent  severance  tax  in  lieu  of  ad  valorem 
(hyT^othetical)  assessment  tax  on  mineral  rights 
would  amount  to  the  following  for  each  county  as 
shown  in  Table  1. 

Counties  presently  assessing  natural  resource  min- 
eral rights,  exclusive  of  petroleum  mineral  rights, 
should  deduct  from  the  estimated  revenues  from  the 
5  percent  severance  tax  any  present  natural  resource 
property  tax  revenues.  The  5  percent  severance  tax 


in  lieu  of  ad  valorem  taxation  of  non-petroleum  nat- 
ural resource  minerals  would  still  require  ad  valorem 
assessment  of  the  land. 

The  purpose  of  this  part  of  the  report  is  to  deter- 
mine the  reaction  of  assessors  to  the  possibility  of  the 
suggested  5  percent  in  lieu  severance  taxation  of  non- 
petroleum  mineral  resources.  The  following  questions 
will  be  useful  in  giving  some  specific  point  to  the 
consideration. 

1.  Is  this  county  presently  valuing  the  natural  re- 
source mineral  deposit  separately  from  the  value 
(site  value)  of  the  property  or  land? 

2.  What  is  the  present  revenue  derived  from  as- 
sessed value  taxation  of  natural  resource  mineral 
deposits  ? 

3.  Would  there  be  a  gain  or  loss  of  revenue  for  this 
county  as  a  result  of  the  suggested  county  im- 
posed in  lieu  severance  tax  ? 

The  fact  that  substantial  minerals  exist  on  a  given 
tract  of  land  is  not  evidence  that  the  land  has  value  as 
a  mining  or  mineral  deposit.^  For  instance,  there  are 
substantial  gold  deposits  in  California.  Even  so,  there 
is  little  gold  mining  activity.  The  costs  of  mining  make 
it  unprofitable  to  take  the  gold  from  the  ground.  If 
the  costs  are  too  high,  or  if  there  is  no  market,  or  if 
deposits  are  inaccessible,  then  there  will  be  no  extrac- 
tion activity. 

There  is  a  second  aspect  to  this  matter.  Assume  that 
there  is  mining  activity  on  a  particular  mineral  de-< 
posit.  This  is  not  proof  that  there  is  value  to  the  en- 
tire deposit.  In  fact,  in  California,  the  more  typical 
situation  is  that  there  is  value  to  only  a  fraction  of 
the  deposit.  A  mineral  deposit  has  value  only  to  the 
extent  that  it  is  associated  with  a  market  demand  for 
the  mineral,  and  a  profit  for  the  operator  in  supplying 
the  market  demand. 

In  the  final  analysis  the  thing  that  will  result  ir 
investmem:  in,  and  actual  extraction  of,  the  minera 
is  the  existence  of  a  profit.  There  are  some  seven  hun 
dred  odd  types  of  minerals  in  California.  Given  a  higl  ' 
enough  price  there  will  be  some  extraction  of  eael 
type.  The  profit  might  exist  as  a  doUar  return  on  in 
vestment  or  as  a  mineral  supply  source  for  some  inte 
grated  operation.^ 


'  cf.  Gerald  Sophy.  "Appraisal  of  Gravel  Pit  Sites,"  The  Appraita  I 

Journal,  American   Association   of   Real   Estate  Appraisers  f 

Chicago,  Illinois,  July,  1958,  pp.  349-350. 
'  The  magnitude  of  government  owned  mineral  deposits  for  spe 

cial   functions — gravel   pits   for   road   or   public   works  con 

struction — is   noted. 
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Table  1 
COUNTY    MINERAL   PRODUCTION    AND    IN    LIEU    SEVERANCE   TAX    LEVY,   1962' 

1%  SEVERANCE   LEVY 

(1)  (2)  (S)  (4)  (B) 

Quantity  of  Value  of              1%  of  Severance     5%  of  Severance 

County                          Mineral  Production         Production  Levy  Levy 

Alameda 9,741,787  $21,163,869  $211,639  $1,058,193 

Alpine    -  _  _  _ 

Amador    -  2,355,271  23,553  117,764 

Butte    2,055,337  2,219,741  22,197  110,987 

Calaveras    107,207  15,956,574  159,566  797,829 

Colusa    418,450  360,471  3,605  18,024 

Contra   Costa 2,641,041  3,577,959  35,780  178,898 

Del  Norte 292,605  347,395  3,474  17,370 

El  Dorado 1,558,044  3,427,639  34,276  171,882 

Fresno    5,067,130  7,852,935  78,529  392,647 

Glenn   381,801  525,978  5,260  26,299 

Humboldt    1,729,159  1,815,879  18,159  90,794 

Imperial 964,428  3,157,286  31,573  157,864 

Inyo    1,551,873  12,749,118  127,491  637,4.56 

Kern 7,788,020  75,454,455  754,545  3,772,723 

Kings   1,757,892  6,583,078  65,831  329,154 

Lake 197,440  397,371  3,974  19,869 

Lassen    290,739  293,160  2,932  14,658 

Los  Angeles 28,696,655  29,167,991  291,680  1,458,400 

Madera 296,080  1,081,303  10,813  54,065 

Marin -  1,978,405  19,784  98,920 

Mariposa   59,320  131,862  1,319  6,593 

Mendocino 580,931  748,620  7,486  37,431 

Merced 1,335,871  1,434,990  14,350  71,750 

Modoc 38,951  1,388,087  13,881  69,404 

Monterey 815,082  10,261,206  102,612  513,060 

Napa 100,496  2,356,009  23,560  117,800 

Nevada 491,845  631,661  6,317  31,583 

Orange 8,702,681  9,262,325  92,623  463,116 

Placer    638,814  1,314,457  13,145  65,723 

Plumas 208,787  297,346  2,973  14,867 

Riverside 4,206,279  36,970,192  369,702  1,848,510 

Sacramento 4,416,898  7,365,582  73,656  368,279 

San  Benito 362,383  7,131,574  71,316  356,079 

San  Bernardino  __  26,280,271  95,982,811  959,828  4,799,141 

San  Diego 5,403,192  10,681,866  106,819  534,093 

San   Francisco -  -  —  - 

San  Joaquin 2,315.021  4,236,136  42,361  211,807 

San  Luis  Obispo__  1,121,899  3,394,226  33,942  169,711 

San   Mateo   1,882,019  13,606,512  136,065  680,326 

Santa  Barbara  ___  1,927,778  24,122,961  241.230  1,206,148 

Santa   Clara 7,297,614  26,702,305  267,023  1,335,115 

Santa  Cruz 787,127  11,641,490  116,415  582,075 

Shasta    1,901,243  6,167,232  61,662  308,312 

Sierra 77,109  324,030  3,240  16,202 

Siskiyou     318,984  535,713  5,357  26,786 

Solano    212,745  270,346  2,703  13,517 

Sonoma    3,024,353  3,765,138  37,651  188  2.57 

Stanislaus   936,003  1,101,556  11,016  55,078 

Sutter 211,446  198,645  1,986  9,932 

Tehama    2,687,296  2,138,367  21,.384  106,918 

Trinity 201,446  281,045  2,810  14  052 

Tulare    2,168,571  2,771,771  27,718  138  589 

Tuolumne 372,156  1,868,238  18,682  93,412 

Ventura   4,689,740  6,793,242  67,932  339  662 

Yolo    -  -  _  _ 

Yuba 586,703  3,997,167  39,972  199,858 

Unapportioned -  5,356,918  53,569  267,846 

Notes :  » Includes  sand,  gravel,   stone  and  other  minerals.   EHlmlnates  natural  gas  &  petroleum. 


'  The  assessment  and  appraising  of  natural  resources 

ii  California  presents  peculiar  problems  because  of 

lie  nature  of  the  property  that  is  being  assessed  and 

'alued.  The  bulk  of  the  non-petroleum  mineral  value 

jJheres  to  the  extraction  of  sand  and  gravel,  lime- 

;One,  cement,  and  clay.  This  report  will  concern  itself, 

lerefore,  primarily  with  these.  However,  the  follow- 

ig  comments  are  partially  applicable  to  all  mineral 

oerations. 


The  usual  classifications  of  mineral  extraction  op- 
erations include : 

A.  The  permanent  extraction  and  integrated 
processing  operation  which  is  generally  charac- 
teristic of  the  limestone  and  sand  and  gravel 
mining  in  California.  These  are  usually  fixed 
sites  characterized  by  relatively  heavy  investment 
in  site  development  and  plant. 
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B.  The  pit-rtm  mineral  extraction.  This  is  com- 
monly associated  with  one  or  more  sand-gravel 
and  cement  plants.  The  actual  plant  may  not  be 
located  on  the  site  of  the  mineral  extraction,  and 
plant  may  not  depend  solely  on  one  mining  pit. 

C.  The  pit-run  operation  associated  with  no 
fixed  plant  or  equipment.  This  simply  sells  or 
uses  the  unprocessed  mineral  as  it  is  taken  from 
the  ground.  Such  a  mining  operation  may  be  only 
temporary — e.g.,  associated  with  a  particular 
highway  or  road,  or  other  short  term  construction 
contract. 

The  pit-run  operation  presents  peculiar  problems 
to  the  assessors.  This  stems  from  the  fact  that  certain 
minerals  can  be  mined  in  small  quantities  and  only 
during  particular  times  of  the  year.  Such  operations 
are  characteristic  of  much  of  the  mining  in  the  north- 
ern counties.  Most  of  these  mineral  productions  are 
not  presently  being  assessed  because  on  the  first  ]\Ion- 
day  in  March  there  is  nothing  to  assess.  Second,  since 
many  of  these  are  in  remote  areas,  the  assessor  fre- 
quently never  finds  out  that  production  actually  went 
on  during  any  given  year  in  which  he  is  trying  to 
make  an  assessment.  Here  the  operator  typically 
moves  in  during  the  late  spring  after  the  lien  date, 
sets  up  his  portable  equipment,  makes  his  extractions 
and  is  gone  by  November.  There  is  no  way  of  assessing 
or  valuing  this  operation  at  the  present  time. 

There  are  no  actual  figures  available  as  to  the 
amount  of  revenue  loss  presently  being  suffered  by  the 
counties  under  such  conditions.^  The  assessor  of  one 
small  county  ran  a  survey  over  a  three  year  period  on 
those  sites  where  he  could  determine  that  this  type  of 
"gJ'PPo"  operation  had  actually  taken  place.  He  then 
averaged  out  the  probable  production  to  make  some 
estimate  of  the  assessed  value  lost  to  his  county  over 
that  three  year  period,  and  arrived  at  a  figure  of 
$500,000. 

The  assessor  of  one  of  the  major  sand  and  gravel 
producing  counties  contends  that  he  misses  all  of  these 
short  term  operations.  At  the  present  time  he  knows 
of  no  system  by  which  he  can  correct  this  loss.  It  is 
possible,  of  course,  to  capture  part  of  the  value  from 
the  landowner  if  one  finds  that  a  particular  site  has 
been  mined  during  the  year.  One  need  only  "factor" 
this  in  on  the  lien  date.  But  as  a  general  rule,  the 
percentage  of  value  which  accrues  to  the  landowner 
himself  is  very  small  in  relationship  to  the  value  of 
the  product  mined.  The  mineral  is  simply  land  to  the 
owner.  It  only  becomes  a  mineral  resource  when  it  is 
extracted,  by  the  mining  operator. 

Another  problem  peculiar  to  mineral  production 
stems  from  the  difference  in  the  assessed  valuation 

•The  staff  was  able  to  find  no  written  material  on  this  subject. 
The  authors  engaged  In  extensive  interviews  and  personal 
discussions  in  order  to  attempt  to  determine  the  magnitude 
of  this  aspect  of  mineral  assessment.  Our  results,  as  indi- 
cated below,  are  sketchy  at  best. 


placed  upon  a  given  mineral  from  county  to  county  as 
personal  property  and  as  real  property.  A  man  witJ| 
a  mobile  operation  can,  under  certain  conditions,  tak^T 
his  sand  and  gravel  from  a  high  assessed  county  and 
transport  it  into  a  neighboring  county  using  lower 
valuations.  In  such  cases  the  county  loses  its  position 
economically  to  that  county  with  a  lower  assessment. 
Partly  this  stems,  of  course,  not  from  the  assessor 
consciously  valuing  a  particular  site  at  less  than  his 
neighbor,  but  from  the  fact  that  there  are  no  signifi- 
cant and  firm  guidelines  for  the  assessor  to  follow. 
The  State  Board  of  Equalization  is  presently  studying 
the  problem  and  attempting  to  design  a  manual  which 
will  help  the  assessors.  Xo  manual,  of  course,  can 
assist  the  assessor  in  the  case  of  the  operator  who 
moves  in  and  out  between  assessment  dates. 

In  its  broad  sense,  the  term  '"mine"  represents  Jiny 
man-made  excavation  for  the  purpose  of  obtaining 
minerals.  It  includes  dredging,  open  pit  and  under- 
ground operations.  The  term  "mine"  also  covers  all 
plant  equipment  and  machinery,  used  either  directly 
or  indirectly  in  working  a  mineral  deposit. 

An  unpatented  mining  claim  is  a  possessory  inter- 
est in  land  owned  by  the  Federal  Government.  It  is 
a  right  of  possession  for  an  indeterminate  period  of 
time,  usually  as  long  as  specific  requirements  are  ful- 
filled by  the  holder  of  the  mining  claim.  Unpatented 
mining  claims  maj-  be  held  for  future  development  or 
they  may  be  in  operation  as  successful  mining  ven- 
tures. In  either  case,  the  assessment  is  entered  on  the 
unsecured  roll  and  the  assessee  may  be  either  the 
holder  of  the  claim  or  the  operator  of  the  mine  if  he 
has  a  lease  from  the  claim  holder.* 

A  mining  claim  for  which  a  patent  has  been  issued 
by  the  Federal  Government  is  considered  real  prop- 
erty and  the  assessment  placed  on  the  secured  rolL 
Here  again  the  assessee  may  be  the  owner  of  the 
patent  or  may  be  the  lessee.  In  general  the  assessee 
wiU  be  the  lessee  if  there  is  a  substantial  mining  op' 
eration  being  undertaken  and  there  is  machinery, 
equipment  and  plant  to  be  assessed. 

In  its  simplest  form  the  mineral  deposit  in  the 
ground  is  regarded  as  a  unit.  It  is  valued  in  place  in 
one  of  the  approved  ways.^  As  the  mineral  is  mined 
the  deposit  is  depleted.  The  deposit  is  re-valued  the 
first  Monday  in  March  to  reflect  the  depletion  of  the 
deposit. 

A  problem  associated  with  sand  and  gravel  is  that 
the  deposits  in  California  vastly  exceed  present  and 
foreseeable  use  in  most  counties.  Consequently,  little 
attempt  is  made  to  value  any  but  active  and  perma- 
nent mining  operations.  Even  here,  there  is  a  real 
problem  for  the  assessors  to  locate  the  mineral  de- 
posits. 

*  Revenue  and   Taxation   Code,   Division   1,   Ch.   1,   Section   107- 

107.1. 

•  State  Board  of  Equalization,  op.  cit.,  p.  4. 
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It  is  extremely  difficult  for  a  small  staff  to  keep 
track  of  all  of  the  known  mineral  deposits  in  a 
county.  Most  of  the  value  that  appears  on  an  assess- 
ment roll  is  to  be  found  in  a  county's  urban  area.  The 
assessor  with  a  small  staff  must  by  necessity  assign 
the  bulk  of  his  personnel  to  the  evaluation  of  that 
area  which  contains  the  majority  of  his  assessment 
value.  In  most  instances  this  precludes  anji;hing  but 
a  summary  assessment  of  non-urban  areas.  The  work 
that  can  be  done  in  the  non-urban  areas  wiU  most 
likely  be  confined  to  the  most  accessible  sections 
wiiieh  as  a  rule  will  contain  the  highest  concentration 
of  assessed  value;  and  to  known  locations  of  mineral 
deposits,  working  mines  and  mills. 

The   problem   is   compounded   when   mineral   site 
maps  of  the  counties  are  outdated.  Mineral  surveys 
of  all  of  the  counties  have  been  made.  Some  of  these 
maps,  however,  are  from  10  to  20  years  out  of  date. 
Tn  that  period  of  time,  more  efBeient  methods  have 
lieen  found  for  determining  the  location  of  mineral 
sites,  and  their  probable  value.  One  can  get  an  intro- 
duction to  this  problem  by  looking  at  the  hearing 
held  by  the  Senate  Natural  Resources  Committee.* 
,  Here  it  is  quite  candidly  admitted  by  the  Division  of 
i  i  Mines  &  Geology  that  the  resource  maps  of  most  of  the 
j  I  counties  and  particularly  the  smaller,  less  populated 
i  counties,  are  very  much  out  of  date. 
■     At  the  present  time  the  Division  is  faced  with  the 
problem  of  having  to  put  the  bulk  of  its  staff  to  work 
in  those  counties  where  the  population  boom  has  been 
heaviest.  The  idea  is  that  the  incursion  of  the  popu- 
lation upon  mineral  sites  will  eventually  withdraw 
Imost  of  these  from  production,  particularly  if  build- 
i ;  ing  occurs  without  knowledge  of  mineral  site  location. 
•     The  three  standard  approaches  to  value — replace- 
[(ment  cost,  market  analysis,  and  capitalization  of  in- 
come— are  not  all  applicable  to  mining  property. 

The  use  of  sales  as  a  criterion  for  value  in  the 
case  of  mineral  sites  is  seldom  applicable.  This  stems 
primarily  from  the  peculiarity  of  most  mineral  deed 


•See,  Senate  Fact  Finding  Committee  on  Natural  Resources 
Hearing,  San  Francisco,  California,  January  23,  1964.  Vol- 
ume 1,  "The  Economic  Potential  of  the  Geological  Resources 
of  the  State  of  California". 


transfers.  There  are  relatively  few  outright  sales  of 
mineral  deposits.  In  the  case  of  those  which  are  sold 
the  price  paid  seldom  has  any  direct  relationship  to 
the  actual  value  of  the  mineral  when  extracted.  There 
are  many  sales  in  which  the  selling  price  is  a  flat 
sum  plus  a  percentage  of  the  profits.  If  there  are 
no  profits,  then  the  original  payment  is  the  total  price 
paid  for  the  land  which  usually  reverts  to  the  original 
landholder  in  any  case. 

The  method  most  commonly  used  in  mineral  evalua- 
tion is  the  capitalization  of  income.  Here  "the  value 
of  property  is  the  sum  of  anticipated  future  install- 
ments of  net  income  from  the  property  less  an  allow- 
ance for  interest  and  risk  of  partial  or  no  receipt."'^ 
The  use  of  this  method  requires  the  establishment  of 
six  factors :  reserves,  rate  of  miuing,  gross  income,  uet 
income,  capitalization  or  discount  rate,  and  special 
hazards. 

The  determining  of  the  reserves  is  faced  by  all 
assessors,  since  mining  is  currently  being  carried  out 
in  one  form  or  another  in  all  of  California  "s  counties. 
The  assessor  must  know  the  quantities  of  various 
grades  of  the  mineral  in  the  deposit,  since  the  value 
of  an  ore  stands  upon  its  grade.  To  establish  the  full 
cash  value  of  a  given  deposit,  it  is  nee&ssary  not  alone 
to  know  the  absolute  quantity,  but  also  to  know  the 
quantity  of  each  grade  and  the  present  market  value 
of  that  grade. 

The  rate  of  mining  will  be  used  to  determine  the 
rate  of  depletion  of  a  Imown  deposit.  For  instance,  if 
mining  is  being  done  at  10  percent  per  year  of  the 
original  estimated  quantity,  then  it  can  be  held  that 
the  mine  will  have  a  10  j-ear  life.  To  determine  the 
value  of  the  deposit  one  need  only  deduct  10  percent 
per  year  and  multiply  the  remainder  by  the  market 
value  of  the  mineral. 

Most  assessors  actually  value  any  given  sand  and 
gravel  site  as  having  a  value  for  potential  sand  and 
gravel  production  only  if  it  is  directly  adjacent  to 
a  presently  producing  site  and  if  it  is  of  basically 
the  same  grade  as  the  site  presently  being  exploited.* 


'  state  Board  of  Equalization,  op.  clt.,  pp.   4-5. 
8  One  objection  to  this  method  is  that  there  may  be  no  market 
for  the  additional  minerals. 


CONCLUSIONS 


Faced  with  the  foregoing  problems,  there  are,  princi- 
pally, three  directions  which  might  be  followed.  The 
first,  of  course,  is  to  continue  the  present  system  of 
ad  valorem  taxation  of  natural  resources.  The  asses- 
sor would  stiU  be  faced  with  the  problem  of  trying 
to  determine  the  full  cash  value  of  mineral  sites,  the 
actual  true  extent  and  quality  of  which  he  cannot  see 
nor  determine.  It  also  leaves  the  assessor  without  any 
corrective  measures  to  the  present  problem  of  the  tem- 
porary operator  who  moves  in  and  out  between  assess- 
ment dates. 

The  second  possibility  would  be  for  the  state  to 
assess  the  property  and  to  coUect  the  tax  on  an  in 
lieu  basis  (as  in  the  case  of  the  automobile  property 
tax),  rebating  such  collections  to  the  various  local 
subdi^-isions. 

The  third  possibility  is  for  the  counties  to  impose 
an  in  lieu  severance  tax  on  non-petroleum  minerals. 
As  was  noted  in  the  section  on  taxing  petroleum,  this 
would  undoubtedly  require  amendment  of  the  Con- 
Btitutiou. 


Whichever  direction  is  followed,  more  complete  in- 
formation on  mineral  site  existence,  and  on  mineral 
production,  is  vital  if  the  assessor  is  to  fulfill  hift 
duties.  The  staff,  therefore,  suggests  the  following 
changes : 

1.  That  the  State  license  all  mineral  production, 
annually,  and  that  all  information  contained  in 
the  license  form  concerning  the  name  and  address 
of  owners  and/or  operators,  the  site  location, 
and  the  type  of  mineral  mined  be  made  availabk 
to  tax  officer  of  each  district. 

2.  That  a  system  of  mandatory  reporting  of  all  min- 
eral production  be  in.stituted.  Such  reports  would 
be  made  to  the  State  Division  of  Mines  and  Ge- 
ology and  would  be  made  available  to  the  local 
assessor. 

3.  That  the  program  for  mapping  and  survej'ing  oi 
the  State's  natural  resources  be  extended  and 
extensively  expanded. 
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The  Honorable  Glenn  M.  Anderson 
President  of  the  Senate 

Dear  Sir: 

The  Senate  Pact  Fitidiiif":  Coniniittee  on  Revenue  and  Taxation  ereated  pur- 
suant to  Section  12.5  of  the  Standing'  Kules  of  the  Senate  and  pursuant  to 
Senate  Resolution  No.  173,  read  and  adopted  under  Senate  Resolution  No.  270.10, 
June  21,  1963,  herewith  submits  its  first  report. 

This  report  is  a  part  of  a  series  of  nine  studies  undertalien  bj'  this  com- 
mittee with  respect  to  a  comprehensive  study  of  the  tax  systems  presently  in 
effect  in  the  State  of  California  and  its  local  subdivisions. 

This  section  constitutes  an  analysis  of  California 's  taxes  on  hi<rhway  users. 
It  comprises  studies  of  taxes  on  motor  vehicle  fuels,  motor  vehicles  themselves, 
and  motor  carrier  taxes.  With  each  of  these  respective  taxes,  the  report  examines 
their  historical  performance  as  revenue  producers ;  and  present  structural  and 
administrative  problems;  and  the  revenues  they  may  be  expected  to  produce 
under  certain  assumptions  with  respect  to  changes  in  these  various  tax  laws 
and  changes  on  the  economic  scene  in  California. 

The  committee  wi.shes  to  take  this  opportunity  to  j^ratefully  acknowledge  the 
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and  the  United  States  Bureau  of  Public  Roads. 

We  also  wish  to  thank  the  many  private  groups  and  individuals  who  un- 
selfishly contributed  their  time,  information,  and  advice  to  assist  us  in  the 
preparation  of  this  report. 
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INTRODUCTION 


Tlic  major  sector  of  fiovcrimieiit  services  compris- 
i<r  tlie  inuiieiise  hi<jh\vay  profiram  of  federal,  state 
lul  local  frovernments  is  financed  according  to  quite 
ifferent  principles  than  is  any  other  area  of  public 
nance.  A  host  of  various  considerations  have  lead  to 
eavy  reliance  upon  "ability  to  pay""  and  similar 
rinciples  in  attempting  to  distribute  the  general  bur- 
ens  of  frovernment  (although  it  has  been  suggested 
liat  "inability  to  resist"  also  enters  the  calculus), 
[igliways  constitute  the  major  exception  for  whieh 
lie  services  tendered  by  government  are  expected  to 
e  fully  (or  nearly  so)  paid  for  by  the  recipients 
liemselves  according  to  "benefits  received"  and  with- 
ut  regard  to  ability  to  pay.  It  is  no  new  observa- 
ion  to  note  that  one  of  the  best  of  the  taxes  from 
he  point  of  view  of  "benefits  received"  violates 
bility-to-pay  criteria  by  being  highly  regressive.  At 
he  same  time,  highway-user  taxes  are  among  the 
lost  popular  taxes  in  existence,  and  constitute  a 
ingular  case  in  whieh  the  taxes  meet  little  objection 
rem  those  asked  to  pay  them. 

At  the  level  of  broad  generality,  benefits  received 
irovitles  a  guideline  for  allocating  highway  costs 
liat  coincides  with  the  opinions  of  many  regarding 
onsiderations  of  both  equity  and  efficiency.  A  more 
etailed  level  of  fiscal  implementation,  however,  re- 
uircs  answers  to  specific  ([uestions  pertaining  to  the 
llocation  of  costs  between  users  and  nonusers,  and 
etween  various  classes  among  the  users  themselves, 
t  is  in  regard  to  these  rather  specific  questions  that 
he  theory  of  highway-user  taxation  runs  into  diffi- 
ulty.  These  difficulties  are  sufficiently  great  that 
liany  states,  while  geared  to  benefits-received  theory 
|t  the  general  level  (that  is,  the  state  highway  pro- 
iraiiis  are  fnllv  funded  with  user-tax  revenues),  have 
[ecessarily  implemented  tlieir  user-tax  programs  with 
;'ie  support  of  many  practical  estimates  and  rather 
[rbitrarv  decisions. 


Gasoline  taxes  in  C'alifoi'iiia,  which  produce  about 
70  percent  of  total  .state  highway-user  levies,  are 
imposed  at  rates  which  are  very  typical  of  the  na- 
tional pattern.  At  the  end  of  1963,  41  states 
had  rates  of  either  6  cents  or  7  cents  per  gallon  with 
f'alifornia  having  a  rate  of  7  cents.  In  fact,  during 
the  period  1049-63  the  California  rate  did  not  vary 
from  the  national  average  by  more  than  0.8  cent  per 
gallon.  Concerning  other  highway-user  charges,  state 
patterns  are  quite  diverse.  When  total  tax  payments 
are  considered  by  type  of  vehicle,  however,  California 
conforms  to  the  national  experience  quite  remark- 
ably. This  conclusion  needs  important  qualification 
with  respect  to  contract  carriers,  it  must  be  noted, 
because  of  the  sizable  motor  vehicle  transportation 
taxes  paid  by  them.  Since  1957,  federal  funds  have 
been  of  great  importance  to  California  highway 
financing,  currently  accounting  for  about  one-(iuarter 
of  all  funds  available. 

Problems  have  been  identified  in  this  report  with 
respect  to  three  taxes:  the  motor  vehicle  transporta- 
tion license  tax,  the  use  fuel  (diesel)  tax,  and  the 
vehicle  license  ("in  lieu")  fee.  The  transportation 
tax  makes  California  a  particularly  high-tax  state  for 
contract  carriers  and  results  in  inequities  as  between 
private  and  contract  carriers.  Exempting  revenues 
from  intracity  transport  and  receipts  of  express  com- 
panies produce  inequities  and  necessitate  extremely 
expensive  tax  administration.  The  diesel  tax  requires 
restudy,  since  if  fuel  taxes  are  to  apportion  high- 
way burdens  on  the  basis  of  vehicle  miles,  it  is  neces- 
sary to  recognize  the  greater  efficiency  of  diesel  en- 
gines with  a  difl^erential  in  the  gallonage  rates  applied 
to  diesel  fuel  and  gasoline.  Finally,  the  vehicle  li- 
cense fee  principle  is  abused  in  some  cases  where  the 
vehicle  can  hardly  be  construed  to  be  a  highway 
user  and  where  the  payment  of  the  license  fee  frees 
the  vehicle  from  local  property  tax  assessment. 
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CHAPTER   I 


THE  RATIONALE  FOR  TAXING  HIGHWAY  USERS 


Taxes  on  highway  users  emerged,  along  with  high- 
ways themselves,  from  the  impressive  mechanical  revo- 
lution in  the  earlier  part  of  the  20th  century  that 
made  America  the  legendary  "nation  on  wheels." 
Urgent  demands  for  highways  have  continually  put 
strain  upon  government  revenues  at  the  same  time 
that  increasing  automobile  use  has  been  a  source  of 
large  amounts  of  funds  to  satisfy  those  demands. 

"With  the  use  of  the  automobile  now  nearly  uni- 
versal, it  is  clear  that  the  fiscal  problems  involved 
in  building  and  maintaining  highways  in  the  United 
States  are  going  to  remain  both  large  and  continuing. 
By  1962.  capital  outlays  of  state  and  local  govern- 
ments were  nearly  7i  times  as  large  for  highways  as 
those  for  higher  education,  and  2.3  times  as  high  as 
those  on  local  schools. 

Units  of  government  in  the  United  States  together 
made  expenditures  over  $12  billion  for  highways  in 
19(32;  California  alone  paid  out  in  excess  of  $1  billion. 
In  that  same  year,  motorists  throughout  the  United 
States  were  charged  $8.8  billion  in  various  highway- 
user  taxes;  in  California  alone,  $756  million  was 
drawn  from  highway-u.ser  taxes  in  support  of  high- 
way expenditures. 1  In  the  decade  ended  in  .1963, 
urban  miles  driven  by  Americans  increased  63  per- 
cent, while  rural  mileage  had  increased  35  percent; 
by  1963  the  total  miles  driven  had  grown  to  an 
astounding  801  trillion. - 

Whaf  Are  User  Charges? 

Some  attention  should  be  directed  to  the  problem 
of  determining  which  of  the  charges  levied  by  gov- 
ernments legitimately  ought  to  be  considered  "user 
charges"  for  purposes  of  examining  the  structure  of 
highway  finances.  A  meaningful  and  useful  defini- 
tion of  highway-user  taxes  is  that  offered  by  Richard 
Zettel : 

"...  a  tax  paid  incident  to  the  ownership  or 
operation  of  a  motor  vehicle  which  has  no  signifi- 
cant counterpart  among  taxes  that  apply  to 
other  transportation  agencies  or  to  the  general 
public.  Thus,  it  is  to  be  di.stinguished  from  a 
general  tax.  A  further  qualification  is  needed. 
If  a  highway-user  is  exonerated  from  any  general 
tax  by  reason  of  his  payment  for  highway  use 
an   ad.iustment   should   be  made   to  find  his  net 


■  U.S.  Bureau  of  Public  Roads,  Highway  Statistics,  1963,  Tables 
F-1.  F-2. 

=  U.S.  Bureau  of  Public  Roads,  Hiyhway  Statistics,  1955,  Table 
V-201  and  Highway  Statistics,  19C3.  Table  VM-1  ;  capital 
outlay  figures  from  U.S.  Bureau  of  the  Census,  Census  o/ 
Governments  1983,  Vol.  IV,  Compendium  of  Government 
Finances,  p.  67. 


user-tax  contribution.  For  example,  the  ga.soliiu 
tax  can  hardly  be  called  a  pure  user  tax  as  lonj 
as  gasoline  is  not  subject  to  the  retail  .sales  ta 
which  applies  to  most  other  .sales  of  persona 
property  in  California."* 

In  this  definition,  emphasis  is  (piite  properly  placef 
upon  the  way  in  which  the  ownership  and  operatioi 
of  an  automobile  affects  the  tax  liability  of  the  in 
dividual,  rather  than  the  legal  phrasing  or  legisla 
tive  intent. 

Most  highway-user  charges,  such  a.s  the  tax  oi 
motor  fuels,  can  be  da.ssified  as  such  with  ease.  Othe 
taxes  on  motor  vehicles  Avhich  have  close  counter 
parts,  such  as  sales  tax  applied  to  the  sale  of  autc 
mobiles,  clearly  fail  the  test  as  u.ser  charges.  A  larg 
area  remains,  however,  in  which  confusion  remain! 
F'ederal  manufacturing  excises  on  motor  vehicles,  fo 
example,  might  be  considered  highway-user  charge 
since  they  single  out  vehicles,  but  could  perhaj 
more  reasonably  be  classified  as  one  of  a  host  of  selw 
tive  general-revenue  excises  levied  by  the  feden 
goveriiment.  A  final  example  of  this  confusion  an 
subtlety  is  contained  in  the  following  statement  mai 
by  Zettel  in  illustration  of  his  own  definition,  whic 
was  cited  above : 

"Moreover,  it  is  not  easy  to  tell  whether  a  pa 
tieular  tax  is  a  member  of  the  highway-user 
family.  Usually,  no  labels  are  attached  by  ti 
Legislature  or  the  courts.  "When  they  are,  the 
are  sometimes  wrong  from  an  economic  viev 
point.  For  example,  California  imposes  a  tax  i 
lieu  of  the  personal  property  tax  on  motor  V' 
hides.  The  Legislature  calls  it  a  vehicle  licen? 
fee;  the  courts  call  it  an  excise  tax  for  tl 
privilege  of  operating  motor  vehicles  on  the  higl 
ways ;  economically,  it  is  a  personal  property  ta 
collected  by  the  state  for  practical  rea.sous.  It 
not  a  user  tax."  * 

The  California  in-lieu  tax  on  motor  vehicles  is  ii 
deed  a  property  tax  collected  by  the  .state  for  praet 
cal  reasons.  But  regardless  of  by  whom  collected,  tl^ 
fact  is  that  the  in-lieu  tax  on  motor  vehicles — despit  ^ 
the  prevalence  of  property  taxes — has  only  poor  gej 
eral-tax  counterparts.  Given  the  way  in  which  pe 
sonal  property  is  assessed  in  California  for  purpos, 
of  taxation,  there  is  little  likelihood  that  holding  mo 


» Richard  M.  Zettel.  "State  Highway-User  Taxes."  Chapter  . 
in  Report  of  the  State  Interim  Committee  on  State  and  Ix>i 
Taxation.  Part  3.  State  and  Local  Tares  in  California:! 
Comparative  Analysis    (Sacramento   1951),  p.   395. 

'Ibid.,  pp.   395-396    (emphasis  supplied). 
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other  foriiiN  of  personal  pro|)crty  would  result  in  any 
counterpart  proi)prty  tax  liability.'^  Consistent  with 
the  defiiiition  ^ivon  above,  therefore,  the  California 
ill-lieu  tax  on  motor  veliieles  must  be  elassified  as  a 
hifi'hway-user  tax,  since  it  represents  a  tax  directly  in- 
cident to  the  ownership  of  motor  vehicles,  and  one 
which  has  no  close  counterpart  as  a  general  tax. 

Should  Highways  Be  Considered  Separafely? 

The  use  of  the  highway  system  in  the  United  States 
[is  almost  conijiletely  general  and  has,  in  fact,  become 
a  requisite  ]iart  of  everyday  life.  Under  these  cir- 
cumstances, it  is  sometimes  argued  that  the  various 
theories  for  apportioning  highway  costs  among  users 
are  specious  at  best,  and  generally  confuse  the  prob- 
lem of  financing  government  by  attempting  to  analyze 
me  part  of  those  services  (highways)  in  abstraction 
from  the  others.  Given  the  magnitude  and  generality 
)f  the  highway  problem,  and  the  fact  that  highways 
•ompete  (though  perhaps  indirectly)  for  tax  dollars, 
there  are  strong  arguments  that  would  favor  a  con- 
sideration of  highways  as  general  budget  problems 
and  all  highway-user  revenues  as  contributions  to 
the  General  Fund.  This  position  is  strongly  stated  by 
Netzer : 

"It  seems  incredible  the  extent  to  which  high- 
way people  have  buiTaloed  the  general  public 
and  the  Legislature  into  believing  that  high- 
ways are  a  distinct  problem  in  government  finance 
and  taxation.  T  think  it  should  be  recognized  that 
highway  needs  don't  differ  in  kind  from  welfare 
needs.  They  are  paid  for  by  levies  on  the  total 
economic  activity  in  the  state,  whether  past, 
present  or  future.  Highw'a.y  taxes  on  carriers 
are  shifted  in  large  part  to  the  general  public 
of  the  state  and  of  the  other  states  to  which  the 
state's  products  are  shipped,  and  I  think  high- 
way financing  is  a  budgeting  problem  as  much  as 
anything    else. ' '  " 

Perhaps  the  most  basic  characteristic  distinguish- 
ng  highways  is  the  degree  to  which  the  services 
9rovided  are  divisible  and,  at  least  approximately, 
neasurable.  At  the  same  time,  highway  users  have 
ieen  able  to  pay  without  undue  burden.  Taken  to- 
gether, these  factors  are  responsible  for  the  financing 
)f  highways  largely  according  to  the  so-called  "bene- 
it  principle,"  that  is  through  the  employment  of 
charges  levied  according  to  ' '  benefit. ' '  Also,  this  type 
)f  financing  has  been  more  than  .slightly  facilitated 
)y  the  fact  that  users  themselves  have  favored  the 
;ystem. 

The  strongest  economic  arguments  in  favor  of 
inaucing  highways  through  charges  on  users  have  to 
lo  with  the  effects  of  these  charges  on  the  allocation 


of  i-esonrces.  A  set  of  user  charges — or  user  "prices" 
can,  for  example,  facilitate  the  allocation  of  resources 
between  various  competing  modes  of  transportation. 
I'ai-ticularly  in  the  case  of  long  freight  hauls,  high- 
way transportation  competes  closely  with  railroads. 
If  truckers  w-ere  able  to  use  the  highway  system 
freely,  without  any  out-of-pocket  cost  being  incurred 
to  reflect  a  share  of  highway  construction  and  main- 
tenance costs,  they  would  be  able  to  move  freight  at 
unrealistically  low  direct  monetary  costs.  Competing 
railroads,  however,  are  privately  constructed  and 
must  maintain  their  own  roadbeds.  With  this  sort  of 
an  economically  undeserved  competitive  advantage, 
caused  not  by  lower  costs  but  by  being  required  to 
jiay  less  than  all  of  their  costs,  truckers  would  be  able 
to  capture  a  much  larger  shai-c  of  the  market  for 
freight  hauling  than  would  be  warranted  for  opti- 
mum economic  efficiency.  To  the  extent  that  they  re- 
flect actual  costs  incurred  by  those  paying  them,  high- 
way user  charges  can  help  correct  such  distortions  of 
real-cost  relationship  between  transportation  media. 
Financing  highway  expenditures  through  a  set  of 
user  taxes  ma.y  have  the  further  advantage  of  offer- 
ing some  guidelines  in  the  determination  of  annual 
expenditures  to  be  made  for  highway  purposes.  The 
willingness  of  the  public  to  pay  such  charges  will 
]irovide  some  index  of  highway  needs  and  w-illing- 
ness  of  users  to  pay.  And  even  with  regard  to  specific 
liighway  proposals,  nser-tax  financing  may  be  of  some 
benefit  by  offering  those  who  nuist  make  decisions 
some     guidelines  for  choice.' 

User  vs.  Nonuser  ResponsibilHy 

It  is  generally  agreed  that  motor  vehicle  owners 
should  accept  signifii-ant  financial  responsibility  in 
the  construction  and  maintenance  of  the  higlnvaj*  sys- 
tem, ilnch  less  certain,  however,  is  the  extent  to 
which  the  responsibility  slioidd  be  exclusively  that 
of  the  motorist,  or  should  be  more  broadly  borne 
through  the  general  tax  system.  One  group  points 
out  that  roads  antedate  by  far  the  presence  of 
automobiles,  and  have  been  a  responsibility  of  govern- 
ments as  far  back  as  ancient  times.  ^Moreover,  the 
benefits  of  a  sy.stem  of  streets  and  roads  are  not 
limited  only  to  those  using  them  as  motorists;  some, 
indeed,  arc  quite  general.  A  well-developed  highw-ay 
system,  for  example,  may  be  a  prerequisite  to  an  effi- 
cient system  of  national  defense  and  hence  benefit  all 
without  regard  to  individual  highway  use.  In  a  some- 
what ditferent  way,  a  gas-station  operator  or  motel 
owner  would  derive  benefit  from  the  highway  system 
irrespective  of  their  personal  use. 

Finally,  it  is  argued  that  there  are  many  little-used 
roads  whose  primary  function  is  not  to  serve  the 
body  of  motorists,  but  to  provide  access  to  property. 


This  would  be  true  for  monetary  assets  or  virtually  any  form 
of  personal  property  except  some  other  subjected  to  in-Ueu 
taxation,   e.g..  boats  and  trailers. 

National  Tax  Assoc-iation  Proceedinijs,  1D49,  p.    322. 


'  For  further  discussion  of  the  advantages  of  user-price  financing;, 
see  Brownlee,  O.  H.,  "User  Prices  vs.  Taxes."  National 
Bureau  of  Economic  Research,  Public  Finances :  Needs, 
Sources  and  Utilization  (New  York:  National  Bureau  of 
Economic  Research,  IDfil).  pp.  421—137. 
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On  the  basis  of  these  factors,  the  conelusion  is  drawn 
that  to  finance  the  entire  hifrhway  system  thronprh 
taxes  on  highway  nsers  would  be  unfair.  According  to 
this  argument,  equity  requires  that  a  part  of  the  cost 
of  the  system  be  borne  through  general  taxes  and  a 
part  by  property  owners,  with  the  majority  still  being 
paid  by  highway  users  themselves.  At  the  same  time, 
however,  many  oppose  these  conclusions  as  being 
overly  generous  to  highway  users.  This  opposing 
group  contends  that  the  primary  beneficiaries  of  the 
highway  system  are  the  users  themselves.  The  "spill- 
over" of  more  general  benefits  is  of  the  same  order  as 
that  resulting  from,  say,  the  existence  of  public  utili- 
ties, manifesting  itself  in  the  price  and  cost  structure 
of  using  firms. 

The  theoretical  grounds  upon  which  to  base  a  divi- 
sion of  highway  cost  responsibilities  between  users 
and  nonusers  is  much  less  firm  than  might  be  wished. 
Although  several  methods  of  division  have  been 
worked  out  with  some  care,  they  are  highly  inexact 
at  best,  and  must  rely  in  part  iipon  arbitrary  de- 
cisions. Summarizing  the  practical  impact  of  these 
theoretical  inadequacies,  Zettel  observed  that  "It  is 
not  surpri.sing,  under  the  circumstances,  to  find  that 
any  division  of  aggregate  highway  burdens  among 
taxpayers  i.s  likely  to  be  a  matter  of  the  relative 
strength  of  opposing  forces,  or,  perhaps,  mere 
chance."* 

The  predominate  schemes  that  have  been  devel- 
oped for  this  division  of  responsibility  are  the  "rela- 
tive use  method,'"  the  "predominant  use  method," 
and  the  so-called  "earnings  credit  theory."  For  a 
summary  of  these  schemes,  see  LeBaron,  A.D.,  "The 
'Theory'  of  Highway  Finance:  Roots,  Aims  and 
Accomplishments,  National  Tax  Journal,  Vol.  XVI, 
No.  3  (Sept.  1963),  pp.  307-320.  In  that  summary 
(p.  310n),  he  notes  that  "cost  apportionment  in 
this  plan  (the  relative  use  method)  or  any  other  is 
wholly   arbitrary." 

Diversion  and  Supporf  of  General  Governmenf 

Beyond  the  question  of  how  large  a  portion  of 
highway  costs  should  be  borne  by  highwaj'  users, 
there  is  a  corollary  question  of  whether  or  not  taxes 
paid  by  highway  u.sers  should  be  used  exclusively  for 
highway  purposes,  or  if  some  of  them  should  be  di- 
verted to  other  uses.  Diversion  was  not  at  all  uncom- 
mon during  the  lean  years  of  the  1930 's,  causing 
auto  clubs  and  other  pressure  groups  to  press  for 
(and  often  receive)  a  separation  of  highway  tax 
revenues  into  special  funds  via  earmarking.  The  argu- 
ments   were    primarily    moral:    Motorists    paid    the 

'Zcttel  also  observed  that  "However  valid  the  argument  (for 
some  nonuser  responsibility)  may  be.  no  one  has  found  an 
exact  formula  for  dividing  aggregate  highway  costs  between 
users  and  general  taxpayers.  Even  the  two  most  carefully 
worked-out  methods  leave  much  to  be  desired  in  the  way 
of  precision."  See  Zettel,  op.  cit.,  p.  400.  Somewhat  more 
succinctly.  Groves  noted  that  ".  .  .  as  usual,  the  benefit 
theory  leaves  us  'up  in  the  air'  as  to  a  proper  division  among 
beneficiaries."  See  H.  M.  Groves,  Financing  Government  (6th 
ed.   N.Y. :    Holt,   Rinehart  and   Winston,    1964). 


taxes  for  better  roads  and  it  is.  therefore,  improper 
to  use  the  funds  for  other  purposes.  When  groups 
write  or  speak  the  term  "diversion,"  they  give  it 
about  the  same  connotation  as  "embezzlement."  Also 
favoring  separation  and  nondi version  of  highway 
funds  are  more  dispassionate  arguments  which  have 
to  do  with  the  efficiency  of  highway-user  taxes  in 
allocating  funds  for  highway  investment.  Despite  all 
these  arguments,  however,  taxes  usually  included  in 
the  highway-user  group  fand  therefore  inviolate) 
must  be  considered  as  potential  sources  of  revenue  for 
the  support  of  general-government  functions.  An  im- 
mense amount  of  wealth  is  tied  up  in  highways  and 
vehicles,  much  of  it  in  what  might  be  considered 
luxuries,  and  the  competitors  of  commercial  high- 
way user.s — railroads — are  heavily  taxed.  Finally,  the 
increasing  use  of  highways  by  motori,sts  results  in 
substantial  social  costs  which  are  not  usually  thought 
of  as  being  highway  costs,  some  with  no  direct  mone- 
tary count'^rpart.  For  example,  atmospheric  pollu- 
tion and  the  impairment  or  destruction  of  scenic 
beauty  are  increasingly  severe  problems.  And  the 
cost  of  police  patrols  should  be  considered.  However 
the  increasing  costs  of  highway  use  are  to  be  dis- 
tributed, these  indirect  costs  should  be  included. 

All  of  these  factors  make  it  difficult  to  support  any 
notion  of  "improper"  diversion  until  motorists  have 
been  charged  enough  to  cover  the  entire  highway 
program  and  its  allied  direct  costs  (e.g.  highway 
patrols),  with  perhaps  an  additional  amount  for  the 
support  of  general  government,  less  whatever  por- 
tion is  to  be  borne  by  the  nonuser  public.  It  is  im- 
portant to  note  that  "diversion"  in  the  historic  sense 
is  necessary  in  order  to  cover  a  part  of  the  legitimate 
costs  which  must  be  charged  to  the  highway  program. 
Legislative  constraints  against  these  proper  uses  of 
funds  encourage  distortions. 

Distributions  of  Highway  Costs  Among  Users 

After  a  decision  has  been  reached  concerning  the 
share  of  highway  co,sts  to  be  borne  by  users,  those  costs 
mu.st  somehow  be  distributed  among  the  members  of 
the  highway-user  group.  At  this  level,  the  problem  of 
burden  distribution  is  generally  viewed  as  being  a 
matter  of  how  to  assign  and  collect  beyond  those  paid 
by  the  lighter  passenger  automobiles  extra  charges — 
the  so-called  "third-structure  taxes"  on  trucks  and 
heavier  vehicles.  A  number  of  theories  have  been  de- 
veloped to  guide  the  structure  of  these  charges.  While 
there  are  substantial  differences  between  these  various 
schemes  for  highway  burden  distribution,  they  all  at- 
tempt to  achieve  this  distribution  on  the  basis  of  one 
of  two  basic  principles:  benefits  received  (of  "value  of 
service  " )  or  costs  of  service.'  Heavy  vehicles  warrant 
special  treatment  on  either  benefit  or  cost  grounds.  On 
the  benefit  side,  trucks  are  supposed  to  receive  some 


•  For  a  brief  summary  of  the  more  prominent  of  these  schemes, . 
see  LeBaron.  op.  cit.,  pp.  313-316.  j 
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"fonunercial "  bpiiefit  from  the  use  of  the  roads;  in 
any  event,  there  appears  to  be  more  benefit  associated 
with  moving:  several  tons  of  merchandise  in  a  vehicle 
than  with  moving:  only  one  or  a  few  persons.  And  be- 
cause of  their  weigflit  and  general  characteristics, 
vehicles  impose  engineering:  requirements  upon  high- 
way design  that  results  in  additional  construction 
costs. 

Perhaps  the  most  common  index  of  benefit  received 
is  mileage  driven — usually  as  measured  by  taxes  on 
fuel  consumed.  Taxes  on  motor  fuels  came  into  gen- 
eral use  during-  the  1920 's  and  have  come  to  be  ac- 
cepted as  the  more-or-less  "basic"  levy  for  highway 
use.  Parenthetically,  it  should  be  noted  that  if  a  fuels 
tax  is  levied  upon  the  basis  of  vehicle-miles  driven,  a 
differential  rate  must  be  applied  to  diesel  fuel  to 
recognize  a  technological  efficiency  higher  than  that 
achieved  by  gasoline  engines.  Mileage  driven,  how- 
ever, falls  short  of  measuring  some  important  types 
of  benefits,  particularly  those  a.ssociated  with  haul- 
ing heavy  loads.  This  difficulty  has  lead  to  the  sug- 
gestion (and  in  some  cases  adoption)  of  weight  and 
mileage  as  a  combination  measure  of  benefits.  Fuel 
use,  although  imperfect,  is  competent  as  a  measure 
of  mileage  driven  by  vehicles  of  similar  types.  But  the 
effectiveness  of  fuel  consumed  as  a  measure  of  mile- 
age driven  weakens  as  vehicles  become  dissimilar. 
Heavier  vehicles  consume  more  fuel  than  do  light 
ones.  Fuel  falls  short  as  a  measure  of  vehicle-miles 
driven  as  between  these  different  vehicles  classes,  for 
it  takes  some  cognizance  of  weight.  But  this  recogni- 
tion of  weight  is  less  than  enough  to  let  fuel  con- 
sumed act  as  a  combination  weight-distance  measure. 
For  although  very  heavy  vehicles  consume  much  more 
fuel  per  mile  than  do  automobiles,  the  amounts  of 
fuel  used  are  less  than  proportionate  to  the  greater 
amounts  of  weight  involved.'** 

To  account  for  the  failure  of  fuels  taxes  to  account 
adequately  for  vehicle  weight  differences,  several  ap- 
proaches have  been  suggested.  A  desire  to  place  all 
the  various  types  of  road  users  on  some  common 
ground  for  purposes  of  allocating  highway  burdens 
led  to  the  development  of  the  combined  weight-dis- 
tance, or  "ton-mile"  approach  to  taxing  trucks  and 
buses.  Ton-mile  taxes  may  be  levied  in  lieu  of  li- 
cense or  some  other  vehicle  tax,  or  as  an  additional, 
or  "third  structure"  tax.  This  method  would  allo- 
cate tax  responsibilities  on  the  basis  of  average  gross 
weight  of  the  vehicle  multiplied  by  miles  driven,  with 
a  ton-mile  rate  applied  to  the  total  at  stated  in- 
tervals. Weight-distance  fees  are  similar,  but  involve 
the  slight  sophistication  of  classifying  vehicles  by 
size  and  distinguishing  between  a  2-ton  truck  travel- 
ing 30  miles  and  a  30-ton  truck  traveling  two  miles. 

"  For  an  examination  of  weight,  mileage,  fuel  consumed,  and 
the  statistical  problems  in  determining  these  relationships, 
see  V.  L.  Smith,  "Engineering  Data  and  Statistical  Tech- 
niques in  the  Analysis  of  Production  and  Technological 
Change :  Fuel  Requirements  of  the  Trucking  Industry," 
Econometricu,  Vol.   25    (April  1957),  pp.   281-301. 


Ton-mile  taxes  gained  considerable  favor  among 
economists  as  a  common  unit  of  measuring  either 
benefit  or  cost  resulting  from  highway  use  by  heavy 
vehicles.  Groves  has  summarized  the  general  argu- 
ment favoring  them  as  follows : 

"The  ton-mile  tax  as  a  means  of  collecting  for 
road  use  by  heavier  trucks  has  impressive  ad- 
vantages. It  is  the  only  type  of  levy  that  can 
take  adequate  account  of  both  the  weight  and 
mileage  factors  in  the  case  of  the  heavier  vehicles. 
One  critic  observes  that  'certainly  some  common 
unit  of  highway  .service  is  needed  when  we  have 
vehicles  ranging  from  2,000  pounds  to  76,000 
pounds  traveling  from  r),000  to  100,000  miles  per 
year  on  the  highway.'  Moreover,  the  tax  applies 
a  fair  and  automatic  standard  to  out-of-state 
trucks  that  cannot  be  reached  (under  reciprocity) 
by  license  tax."  '^ 

Despite  these  advantages,  however,  the  trend 
among  the  various  states  seems  generally  to  be  away 
from,  rather  than  toward,  ton-mile  levies.  Through 
powerful  lobbies,  truckers  object  to  this  approach 
to  highway  taxation,  partly  because  they  claim  that, 
based  on  average  gross  weights,  the  system  takes  no 
notice  of  the  fact  that  trucks  often  move  either  empty 
(on  returns)  or  only  partially  loaded.  The  primary 
objection  from  the  point  of  view  of  the  state,  how- 
ever, has  to  do  with  difficulties  inherent  in  the  ad- 
ministration of  such  levies.  Citing  Groves  once  again, 
".  .  .  .  ton-mile  taxes  have  proved  difficult  and  ex- 
pensive to  administer  well,  and  they  involve  addi- 
tional costs  of  compliance.  Administration  is  a  matter 
of  detailed  reporting  subject  to  audit  and  reinforced 
by  weighing  trucks  at  stations  and  spot-checking 
truck  movements. " '^ 

User  Prices  and  the  Commercial  Principle 

Some  authors  argue  strongly  that  the  application 
of  the  benefits  received  principle  too  often  adheres 
merely  to  the  principle  of  allocating  actual  high- 
way outlays.  "Benefit"  among  users  of  the  highway 
system  is  simply  another  form  of  demand  for  a  serv- 
ice, and  charges  levied  should  be  considered  "prices" 
applied  to  those  services,  not  cost-covering  taxes. 
These  are  largely  arguments  for  viewing  the  high- 
ways as  public  utilities,  and  trying  to  structure  high- 
way-user "prices"  accordingly.  Buchanan,  for  ex- 
ample, points  out  that  too  much  emphasis  has  been 
placed  upon  "benefits"  as  the  criterion.  He  points 
out  that  a  Model  A  probably  receives  less  benefit 
from  the  use  of  a  freeway  than  does  the  driver  of  a 
newer  and  bigger  automobile,  but  concludes  that  the 
Model  A  should  pay  a  higher  price  because  he  adds 
more  to  social  costs.  According  to  Buchanan,  "until 


'Groves,  op.  cit.,  p.  310. 

■Ibid.  In  addition.  Due  notes  that  the  ton-mile  approach  involves 
assumptions  that  are  "highly  arbitrary."  See  J.  F.  Due, 
Government  Finance:  An  Economic  Analysis  (Homewood, 
ni. :  Richard  D.  Irwin,  Inc.,  1963),  p.  428. 
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and  unless  heritages  of  the  'just  price'  are  removed 
from  discussions  of  highway  financing,  little  progress 
can  be  made. ' ' '' 

The  commercial  principle  coidd  be  applied  more 
broadly  in  highway  financing  either  through  a  sys- 
tem of  direct  pricing  for  road  use — that  is,  tolls — or 
through  the  same  sort  of  user  taxes  now  in  use.  Ap- 
plicability of  the  use  of  tolls  is  a  subject  of  some  dis- 
pute. Some,  such  as  Buchanan,  argue  for  considerable 
erpansion  in  their  use:  Due  and  others  are  skeptical 
of  any  significant  application."  There  is  little  doubt 
that  an  expanded  sy.stem  of  tolls  would  have  substan- 
tial problems  both  in  admini.st ration  and  in  nuisance 
value,  but  to  the  extent  that  they  could  be  used,  they 
would  have  some  advantages.  Tolls  could  be  tailored 
to  recognize  both  weight,  distance  and  type  of 
vehicle  (as  do  existing  tolLs),  and  could  distinguish 
in  charges  to  users  between  heavily  used  ( and  hence 
low-cost)  roadways  and  those  used  more  lightly  (and 
therefore  higher  cost).  Conceivably,  also,  it  would 
be  possible  to  varj-  the  height  of  tolls  to  recognize  the 
costs  of  rush-hour  congestion. 

Even  in  the  absence  of  tolls,  applying  user  taxes 
as  highway  prices  could  lead  to  results  .somewhat 
different  than  tho.se  brought  about  by  setting  rates  in 
response  onlv"  to  highway  program  outlays.  If  high- 
ways are  to  be  priced  as  public  utilities,  for  example, 
there  is  an  unresolved  question  of  whether  or  not 
the  system  should  be  called  up>on  to  make  a  profit,  as 
do  other  public  utilities.  This  is  not  an  unimportant 
question,  but  is  one  that  has  not  received  extensive 
debate." 

Incremenfal  Costs 

One  method  of  allocating  highway  costs  to  heavier 
vehicles  which  has  gained  considerable  favor  in  recent 
years  is  that  of  assigning  costs  on  the  basis  of  incre- 
mental costs.  AU  cost  allocation  schemes  begin  by  try- 
ing to  determine  which  of  the  total  highway  costs  are 
"joint,"  that  is,  common  to  all  users.  T>-pically,  this 
is  begun  by  dividing  total  costs  into  standby  costs, 
traffic  volume  costs  and  weight  costs.  Standby  costs 
are  those  unassociated  with  road  use,  such  as  ad- 
ministration. Under  incremental  cost  schemes,  these 
costs  would  be  divided  on  a  "'flat  rate"  per  vehicle, 
regardless  of  vehicle  type.  Traffic  volume  costs  are 
those  associated    (presumably;    with  road   use.  and 

^J.  M.  Buchanan,  "The  Prtcing  of  Highway  Services."  National 
Tax  Jomrnal,  VoL  5  (June  1952).  p.  lOS.  Brownlee  and  Hel- 
ler a^ree  that  "most  attention  has  been  focused  upon  the 
alleeed  benefits."  See  O  H  Br-ri-r^Ive  and  Walter  W.  Heller. 
"Hfehwajr  Developmtr'  -  z."  American  Bconomie 

Remetc,  Papers  and  VI.    XLVI    (May    1J56), 

p.   2J«.  Groves  also   h  -  :usion  between   benefits 

and  costs  <op.  cit..  p.  aoji.  and  J.  F.  Due  argues  in  favor 
of  a  broader  application  of  the  "commercial  principle"  (i.e.. 
BBer  prices).  See  J.  F.  Due,  op.  cit.,  pp.  411  S.  See  also 
BrowTilee,  op.  cit. 

"See  Buchanan,  op.  eit.,  pp.  100-101:  and  also  his  The  Public 
Finaucet  (Homewood.  111.:  Richard  D.  Irwin,  Inc..  19S5).  p. 
a»i  a.  Sec  also  Due,  op.  cit..  p.  413. 

"^Zettel   raises  this  qnestinn.    but   sets   it   aside   by   viewing   the 

jriir^—,    ,o   ,    -,  .;.     -^"ttution  such  as  a  publicly  owned 

cooperative.    See    R.    M.    ZetteL 

harges?"  Proceedings  of  the  Xa- 

;.-y.,.j.    j.i^    .1--V-.I;    ov..   i-.-sl.  p.   ss2n. 


would  be  allocated  between  various  user  classes  on 
the  basis  of  average  miles  per  vehicle  driven  by  thp 
various  classes.*® 

Beyond  these  cost.s,  which  are  largely  unrelated 
to  vehicle  size,  the  incremental  cost  approach  seeks  to 
identify  and  quantifj-  specific  structural  character- 
istics made  neces.sarj-  in  highway  con.struction  and 
maintenance  due  to  vehicle  size  and  weight.  This 
calculation  begins  with  a  basic  road  built  to  stand- 
ards suitable  to  no  more  than  automobile  and  light- 
truck  travel.  Then,  through  research  into  the  cost  of 
various  aspects  of  construction,  such  as  structural 
.strength  of  bridges,  highway  thickness,  and  so  on, 
an  attempt  is  made  to  allocate  these  weight-incurred 
costs  to  the  vehicle  cla.sses  making  them  necessarj'.  A 
large  amount  of  research  has  been  done  in  recent 
years  by  the  VSi.  Bureau  of  Public  Roads  and 
other  interested  agencies  into  the  nature  of  incre- 
mental cost  functions,  although  a  very  large  number 
of  questions  remain.*" 

Theory  vs.  Practice 

As  is  true  with  other  aspects  of  support  for  govern- 
ment the  pattern  of  highway  finance  which  has 
emerged  is  only  partly  a  result  of  rational  planning. 
As  states  have  had  to  solve  the  fiscal  problems  ac- 
companying urgent  needs  for  improved  highways, 
much  in  these  financing  patterns  has  simply  "hap- 
pened" in   response  to  necessity  and  expedience. 

In  practice,  excise  taxes  on  sales  of  gasoline  and 
diesel  fuels  constitute  a  major  source  of  revenues  for 
highway  support.  All  states  have  levied  taxes  on 
gasoline  since  1929:  by  1963.  collections  by  the  fed- 
eral and  state  governments  together  amounted  to 
nearly  $7  billion.  As  the  major  charge  levied  for 
the  use  of  highways,  the  gasoline  tax  has  certain 
shortcomings.  First,  as  noted  above,  a  uniform  gal- 
lonage  rate  applied  to  fuels  tends  to  permit  trucks 
to  use  the  highways  at  a  "price"  less  than  that  paid 
by  automobiles  (and  diesels  still  more  cheaply  than 
nondiesels).  A  second  example  is  the  fact  that 
fuel  taxes,  at  best,  measure  mileage  driven  without 
regard  to  the  tj-pes  of  roads  involved;  a  comprehen- 
sive program  of  highway  support  through  gasoline 
taxes  therefore  results  in  substantial  cross-subsidies 
to  low-density  rural  roads  from  lower-cost  high- 
density  routes.  Little  can  be  done  to  eliminate  these 
cross-subsidies  through  the  gasoline  tax;  indeed,  they^ 
.seem  to  be  verj-  much  a  part  of  the  present  system. 


"  LeBaron  points  out  quite  rightly  that  this  sort  of  scheme  has 
difficulty  handling  some  traffic-volume  costs  in  a  rational 
way.  Costs  of  congestion,  for  example,  are  not  necessarily 
as  closely  associated  with  annual  mileage  as  with  when 
those   miles  are  driven.   See   LeBaron.   op.   cit..  p.    315. 

'"For  a  summary  of  research  to  1959  related  to  incremental 
costing,  see  John  R.  Meyer  et  al..  The  Economics  of  Com- 
petition in  t*e  Tronsportofion  Industries  (Cambridge.  Mass.: 
Harvard  University  Press.  1959).  pp.  76  ff.  See  also  Zettel, 
loc.  cit.,  pp.  >)SS-«90  ;  and  CS.  Department  of  Commerce, 
first  Proirress  Report  of  the  Highuay  Cost  Allocation  Study, 
85th  Cong..  1st  Sess.,  H.  Doc.  No.  106  ("Washington.  D.C.. 
195T).  .\  concise  summary  of  the  results  of  subsequent  re- 
search by  the  Bureau  of  Public  Roads  is  contained  in  U.S. 
Department  of  Commerce,  Office  of  the  Secretary.  Press 
Release  G  65-50,  March  25.  1965. 
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111  many  states.  " tliird-stnii'turc"  taxes  have  been 
ereated  to  help  remove  disparity  in  the  treatment 
between  trucks  and  automobiles,  and  also  try  to 
bring  the  eontribution  by  trucks  more  in  line  with 
that  suggested  by  incremental  costs.  In  some  cases, 
these  third-structure  revenues  take  the  form  of  ton- 
mile,  weight-distance  or  axle-distance  levies.  In  others, 
including  California,  the.v  talse  the  form  of  graduated 
weight   fees  superimposed   upon    (.or   instead  of)    ve- 


hicle license  fees.'^  Total  chai'ges  on  trucks  vary 
widel.v  between  states  and  vehicle  classes.  Along 
with  other  factors,  these  disparities  will  be  examined 
ill  the  following  section. 


'*  For  a  thoroughgoing  examination  of  the  historic  development 
of  highway  taxation  in  the  State  of  California,  see  Richard 
M.  Zettel,  A7i  Analysis  of  Taxation  for  Highway  Purposes 
in  California,  1895-1946.  a  report  submitted  to  the  Joint 
Fact  Finding  Committee  on  Highways,  Streets  and  Bridges 
(Sacramento,   Calif.,    1946). 


CHAPTER   II 


HIGHWAY  USER  TAXES:  CALIFORNIA  AND  THE  NATION 

There  are  currently  over  9  million  motor  vehicles  marked  for  county  road  purposes.  The  1927  Legisla- 
registered  in  California — a  total  which  has  more  than  ture  passed  an  additional  1  cent  tax  on  fuel  which 
doubled  in  the  past  15  years.  During.'  the  same  period,  was  to  be  earmarked  for  the  State  Highway  Con- 
state-imposed   highway  user   taxes  have  more   than  struetion  Fund. 

tripled  and  are  estimated  will  reach  approximately  The  3-cent  rate  was  not  changed  again  until  the 

$900  million  in  1965-66.'  As  may  be  seen  in  Table  1,  Collier-Burns  Highway  Act  of  1947  increased  it  to 

the  growth  in  privately  and  commercially  owned  auto-  4i  cents  per  gallon.  A  6-eent  rate  was  established  by 

mobiles  has  appreciably  exceeded  the  growth  in  popu-  the  1953  Legislature.  Although  the  rate  was  to  have 

lation  since  1949,  with  there  being  44.5  such  vehicles  dropped  to  5^  cents  per  gallon  in   1955,  legislative 

per  100  population  in  1963.  It  may  be  further  noted  enactments  kept  it  at  the  6-eent  level  until  October 

there  that  the  percent  of  the  California  population  1963,  when  the  present  permanent  rate  of  7  cents  per 

licensed  to  drive  has  not  changed  appreciably  during  gallon  was  established.  There  has  been  a  temporary 

this  time  period.  part-year  increa.se  of  1  cent  in  1965  to  generate  funds 

to  aid  the  reconstruction  of  highways  and  roads  dam- 

ue  s    axes  aged  in  the  1964  floods  in  northern  California,  and 

Taxes  upon  fuels  con.sumed  in  the  operation  of  ve-  ^vhich  is  scheduled  to  terminate  at  the  end  of  1965. 
hides  make  up  the  major  source  of  California's  high-  xhere  are  a  number  of  exemptions  specified  in  the 

way  financing.  The  Motor  Vehicle  Fuel  License  Tax.  ig,,.    j^  addition  to  exempting  transfers  between  dis- 

or  the  "gas  tax"  as  it  is  more  commonly  known,  is  a  tributors,  exported  fuel,  and  fuel  sold  to  the  United 

license  tax  of  a  specified  number  of  cents  per  gallon  States,  refunds  are  granted  to  persons  buying  fuel 

imposed  on  distributors  of  motor  vehicle  fuel.  The  first  f^r  nonhighway  uses ;  to  persons  who  export  the  fuel 

gasoline  tax  was  pa.ssed  by  the  1923  Legislature  to  for  u^e  in  another  state:  to  rural  free  delivery  and 

help  fund  the  larger  and  better  road  system  demanded  special  delivery  mail  carriers ;  and  to  distributors  of 

by  an  increa.singly  motorized  public.  A  rate  of  2  cents  f^pi  ^o   the   United   States  armed   forces   for  use  in 

per  gallon  was  levied,  with  1  cent  of  the  tax  ear-  ^hips  and/or  aircraft  or  for  use  outside  of  California. 

"State    of    California,    Support    and    Local    Assistance    Budget,  Distributors    are    required    tO    file   a    monthlv    report 

l^^untk  Zr^^:  ^.''^.Tofcitr^l^'  ^PtJ^-.'t^J^W^^:  of  their  transactions  with  the  State  Board  of  Equali- 

iJSmuo^i"an^d.THv^r^"Xen"e^l\^^^  *""""  ^atiou,  which   administers  the   tax.   and  to  make  a 

Table   1 

TOTAL   NUMBER   OF   PRIVATELY   AND  COMMERCIALLY   OWNED   AUTOMOBILES,  TOTAL   POPULATION, 

AUTOMOBILES   PER   CAPITA,   AND   OPERATOR   LICENSE    DATA,  CALIFORNIA   1949-63 

Total  Percent  Total  Automobiles  Percent  of 

numher  of  civilian  per  100  Operator's      population 

Year  of  automohiles^     change  population^      population  licenses'  licensed 

1949    3,525,600  10,161,000  ai.7  5,083,33.3  50.0 

1950    3,936,759  11.7  10,472,000  37.6  5,182,893  49.5 

1951    4,202,630  6.8  10.7.54,000  39.1  5,470,713  50.9 

1952  4,397,244      4.6        11,194,000     39.3        5,803,946      51.8 

1953  4.692,5.^3      6.7        11.681,000     40.2        6,127,287     52.5 

1954  4,857,095      3.5        12,177,000     .39.9        6,351,316      52.2 

1955  5,274,819      8.6        12,668,000     41.6        6,631,453      52.3 

1956  5,-562,108      14.5        13,247,000     42.0        6,964.514      52.6 

1957  .5,783,057      4.0        13,848,000     41.8        7,320,862     52.9 

1958  5,920,290      2.3        14,410,000     41.1        7,622,056     52.9 

1959  6,256,455      5.7        14,964,000      41.8        8,154.462     54.5 

1960  6,625,134      5.9        15.-567,000     42.6        8,694,099      55.8 

1961  6,8.58,939      3.5        16,163,000     42.4        9,172,640     56.8 

1962  7,225,-542      5.3        16,737,000     43.2        8,-541,854     51.0 

1963  7,711,919      6.7        17,349,000     44.5        9,053,189     -52.2 

SOIBCE: 

^Bnreao  tt  Pnblk  Koads.  Hiihway  SUtirtics.  1949-63.  Table  5IV-1. 
=  Califorma.  Separtnait  of  Finance.  California  Population,  1964.  Talile  2. 
'Bvrao  nf  Public  Boads.  Highway  Statistics,  1949-63,  Table  MV-12. 
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monthly  payment  of  the  taxes  due  on  those  transac- 
tions to  the  State  Controller.  Net  revenues  raised 
from  the  Motor  Vehicle  Fuel  License  Tax  are  paid 
into  the  State  Highway  Fund,  to  be  used  for  state 
and  local  highways,  roads  and  streets.-  Distribution 
of  the  funds  raised  by  the  gas  tax  are  controlled  by 
Article  26  of  the  State  Constitution  and  by  a  variety 
of  statutes.  Under  Article  26,  gas  tax  funds  cannot 
be  used  for  nonhighway  purposes. 

The  use  fuel  tax  complements  the  gas  tax  and  is 
an  excise  tax  imposed  on  those  who  operate  internal 
combustion  engined  vehicles  on  the  highways  using 
fuels  not  covered  under  the  motor  vehicle  fuel  license 
tax.  Generally,  the  use  fuel  tax  applies  to  vehicles 
powered  by  die.sel  and  liquid  propane  gas.  Exemp- 
tions from  the  tax  are  granted  to  those  who  use  the 
fuel  in  off-highway  operations  and  for  certain  agri- 
cultural purposes. 

By  the  mid  1930 's,  an  increasingly  larger  number 
of  commercial  vehicles  were  using  diesel  fuels  in  Cali- 
fornia. These  fuels  could  have  been  taxes  under  the 
existing  motor  fuel  tax  laws,  but  for  administrative 
purposes  it  was  deemed  desirable  to  tax  them  under 
separate  statutes.  In  1937,  the  Legislature  adopted  the 
use-fuel  tax  law  with  a  rate  of  3  cents  per  gallon, 
paralleling  the  tax  on  gasoline.  This  rate  was  un- 
changed until  1947,  when  the  Collier-Burns  Highway 
Act  raised  the  rate  to  4i  cents.  It  was  raised  again 
in  1953  to  7  cents  per  gallon  where  it  was  to  remain 
until  June  30,  1955,  when  it  was  to  become  6i  cents. 


=  R.  &  T.C.,  Sections,  S351-S353  ;  and  Streets  and  Highways  Code, 
Section  2100.  Net  revenues  are  tliose  left  after  tlie  refunds 
and  deductions  for  cost  of  administration,  and  $350,000  for 
local  airport  support,  and  $2  million  for  tlie  Small  Craft 
Harbor  Revolving  Fund. 

'At  this  same  time,  the  rate  for  L.PG  was  set  at  6  cents  per 
gallon. 


Extended  by  the  Legislature  in  1955,  the  7-cent  rate 
was  made  permanent  in  1963.^  As  was  the  case  for 
gasoline,  a  temporary  rate  of  8  cents  per  gallon  was 
established  in  1965  to  revert  to  the  basic  7-cent  rate 
at  the  end  of  the  year. 

As  of  the  end  of  1963,  only  Alaska  and  Washington 
had  gasoline  tax  rates  higher  than  those  of  California. 

Table  2 

STATE   GASOLINE  TAX    RATES    EFFECTIVE 
DECEMBER  31,  1963 


Htate 


Cents  per 
gallon 


Alabama 7 

Alaska    8 

Arizona 6 

Arkansas    6.5 

CALIFORNIA 7 

Colorado 6 

Connecticut 6 

Delaware 6 

Florida 7 

Georgia    6.5 

Hawaii 5 

Idaho    6 

Illinois    5 

Indiana    6 

Iowa 6 

Kansas 5 

Kentuck.v 7 

Louisiana 7 

Maine 7 

Mar.vland 6 

Massachusetts 5.5 

Michigan    6 

Minnesota    6 

Mississippi 7 

Missouri 5 

Montana 6 

Nebraska    7 

SOURCE:  Bureau  of  Public  Roads.   Highway  Statistics,   1963.  Table  G-1. 


State 

Cents  pel 
gallon 

Nevada 

6 

New  Hampshire  _. 

New  Jersey 

New  Mexico 

New  York   

7 

6 

6 

6 

North  Carolina 

North  Dakota 

Ohio 

7 

6 

7 

Oklahoma 

Oregon 

6.5 

6 

Penn.s.vlvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

7 

7 

6 

7 

Texas 

5 

Utah 

6 

Vermont                               6.5 

Virginia   

Washington 

7 

7.5 

West  Virginia 

Wisconsin    

7 

6 

Wyoming    

Dist.  of  Columbia  _ 

5 

6 

^.verase 

6.31 

Table  3 
TRENDS   IN   STATE   GASOLINE   TAX   RATES,   1949-1963 
Centsper  NUMBER   OF  STATES   IMPOSING   EACH   TAX    RATE 

gallon  19J,9       1950       1951       1952       1953       1951,       1955     1956       1957       1958       1959       1960 

2 111 

3 441221111111 

4 14  14  10  9  6  7  4  4  3  1 

4i 2  13  3  11 

5 8  S  14  15  17  16  12         12  9  10  11  10 

5J 11111111111 

6 11  8  9  9  12  13  17         17  19  21  20  18 

6J 333333444555 

7 5  8  6  7  7  7  10         10  11  10  13  16 

7i 1 

8 

9 111 

Total    49  49           49           49           49           49  49  49  49  49  51  51 

Average  rate  __     5.07  5.15        5.28        5.28        5.42        5.46  5.76  5.77  5.92  5.94  6.02  6.10 

California    4.50  4.50        4..50        4.50        6.00        6.00  6.00  6.00  6.00  6.00  6.00  6.00 

SOURCE:  Bureau  of  Publir  Roads,  Hidhway  Statistics,  1949-63.  Table  G-205. 


1961       1962      1963 


s 

8 

6 

1 

1 

1 

20 

20 

21 

4 

4 

4 

16 

16 

17 

1 

1 

1 

1 

1 

1 

51 

51 

51 

6.25 

6.25 

6.31 

6.00 

6.00 

7.00 

14  Senate  Fact  Finding  Committee  on  Revenue  and  Taxation 

Table  2  represents  the  state  gasoline  tax  rates,  eflfee-  3.  the  California  rate  has  rather  closely  followed  the 

tive  at  the  end  of  1963  for  all  states  and  the  District  national  average.  In  no  year  has  it  varied  from  the 

of  Columbia.  Trends  in  .state   jrasoline  taxation   are  national  average  by  more  than  0.8  cent  per  gallon, 

shown  in  Table  3.  It  may  be  noted  there  that  in  1963  Nearly  $4  billion  was  received  by  all  state  govern- 

42  of  the  total  jurisdictions  had  taxes  of  6  to  7  cents  ments  from  motor  vehicle  fuels  taxes  in  1963.  Table  4 

per  gallon.  During  the  15-year  period  .shown  in  Table  presents  1963  data  concerning  number  of  privately 

owned  motor  vehicles  by  state,  as  well  as  the  net  fuels 

Table  4  tax   receipts  and   the   average   fuels   tax   receipt   per 

NUMBER  OF  PRIVATELY  OWNED  MOTOR  VEHICLES  vehicle.  Intere.stingly.  though  11.0  percent  of  the  ve- 

TOTAL  FUELS  TAX  RECEIPTS  AND  AVERAGE  hides  are  in  California,  only  10.2  percent  of  the  total 

TAXES  PER  VEHICLE.  BY  STATE,  1963  fuels  tax  receipts  are  received  here— this  despite  the 

yet  iiieU          fueU  tax  California  gas  tax  exceeding  the  national  average  by 

yumherof        tax  receipts        receipts  about  10  percent  in  1963.  This  suggests  that  Califor- 

State                                motor  vehicles     fOOO  omitted)     per  vehicle  .,           ,.,,.,           ...                    ,         .. 

ma  s   relativelv   high    urbanization    results   in   fewer 

.\labama    1,435.3.59             |79,6.57               So5..50  -,        i    ■             "          n                   u-   i     .•.         ■                i.         , 

Alaska    89,412              4,346              48.61  miles  driven  annually  per  vehicle  than  is  true  for  the 

Arizona 7.^3,.">0.")            3.5.001              4T.72  nation  as  a  whole.  As  a  qualification  to  this  view, 

Arkansas    810,327               46,118                 r,6J2S  .                     •,      i,      i  i    k           ♦    i    ♦!,    *    *v, 

California 8,983.47.-.           403,^64              44.95  however,    it    should   be    noted    that    the    receipts    per 

Colorado  1,052,104             42,809              40.60  vehicle  in  California  are  lower  than  for  any  of  the 

Connecticut   1,261,770            .54,.54i              43.23  Other  16  .States  imposing  a  7-eent  gas  tax,  including 

Delaware    219,836               11.9.55                 .54..38  i,i,i,i            uit*               nu-           jr>             i 

Pjj^^jjj,   2  695  8''9           143  419              .53 '>o  ^'^'-''^  highly  urbanized  states  as  Ohio  and  Pennsyl- 

Georgia   1,752,035               97,065                 .55.40  vania.  for  example. 

Hawaii    265,842  8,290  31.18 

Idaho   388,161               16.370                 42.17  Registrafion  and  Weighf  Fees 

Illinois 4,064,791              1.58,421                  38.97  t>   »i,               „                                 j                      ■    i       i,-   i 

Indiana  2,232 '>58           111.408               49  91  Both  private  passenger  and  commercial  vehicles  are 

Iowa   1,414,312            62.-527              44.21  subject  to  an  $8  registration  fee,  except  that  there  is 

Kansas   lji61,77l             45.:?95               .35.98  a  special  fee  for  station  wagons  of  $9.  In  addition  to 

S!:!^   :::::::::::  \^{S,             ^              li  the  registration  fee,  vehicles  which  are  used  to  haul 

Maine —     401,687            24,834              61.82  property  or  persons  pay  a  weight  fee.  As  is  shown  in 

Mar.vland   1.301.408             63,446               48.75  ^able  5.  these  fees  vary  from  $12  to  $318  per  vehicle. 

Massachusetts    V--o'a^A           .H'l^-l              f-'i\  Incidental  to  the  regi.stration  of  the  vehicle  is  a  $2 

Michigan 3..>39,044             161,2i6                 4.3.31  ^                                            ■• 

Minnesota    1.707,037             69.275              40.58  tran.sfer  of  title  fee  charged  for  change  of  ownership 

Mississippi  ^I-r^             -^'^i!?              ^r!^  registration.  In  1964-65,  the  registration  and  weight 

.\Iis.souri    1,928,389  83,;j73  43.33 

fees  levied  by  the  .state  raised  an   estimated  .$160.7 

Montana   411.090               18,420                 44.81  .„.          .          "                 m^         .                                            j     • 

Nebraska    798,-589             42,011               .52.61  millions  in  revenues.  The  relevant  statutes  are  admin- 

Xevada   235,162             13,100              .55.71  istered   and    enforced   bv    the    State    Department   of 

New   Hampshire 280,030               14,-569                 -52.03  ^r            t^  ..•  i 

Xew  .Jersey   2.710,969             129,4-55                 47.75  -Motor   \  ehicles. 

New  Me.xico  473,028            27.249              57.61  Vehicles  owned,  operated,  or  leased  by  the  federal 

.Vew  York  .5,4.55,4-55          2-53,288              46.43  or  State  government,  or  anv  government  subdivision 

-North    Carolina    1,891,847             118.-528                 62.65  „   ,,         ,^                             .    j  \           ^^      ^                         <.i, 

-Vorth    Dakota    369,216             13..500              36.-56  ^^  the  .state  are  exempted  from  the  tax.  as  are  the 

Ohio 4,424,-528           227,810              51.49  vehicles  of  certain  disabled  veterans,  the  firefighting 

Oklahoma  1,313,615             66,166              .50.37  equipment   owned   bv   private   colleges,   and   vehicles 

Oregon    994.804               41.R27                 42.05  -    i  i,      <.i.     /r    -"i    i  •     n   ^     i    ^-  l-  i               *      4-- 

Penn.=.Tlvania  1,-571,7.50           244..5-58              5-3.49  Operated  by  the  Civil  Air  Patrol.  \  ehicle  registration 

Rhode  Island '.369!3-52             18,454              49.96  was  first  performed  bv  cities  and  counties.^  The  1901 

Sonth  Carolina 956,151               -59,702                 62.44  i      ■  i   -■                 •                   ..    i               ■     ■         *      ti,      i        i 

legislative    session    granted    permission    to    the    local 

TennesJe'''!!!..::::::  i,S^            S              r.l;i7  governments  to  establish  a  license  for  all  motor  ve- 

Texas    5,009,008           207,910              41.51  hides,  and  to  charge  a  $1  registration  fee  per  vehicle. 

Vermont"::::::::::::     160:675             "9:343              till  ^he  state  did  not  enter  the  fidd  until  1913.  when 

yirginia  1.619,474           103,249              63.75  ^^^  Legislature  passed  the  first  comprehensive  motor 

Washington    1.498;}86             77,929              .52.01  vehicle  act.  This  act  required  all  motor  vehicles  to  be 

Wi^conl/n"'"'"    1 711 9^            jl'^              '^'il  registered   annually   with  the   State   Treasurer   and 

Wyoming   212,879              9,878              46^40  that  fees  be  paid  according  to  a  schedule  based  on 

Dist.   of   Columbia    _„      211.9.54  12,145  57.30  

*  Much  of  the  material  in  the  remainder  of  this  section  is  taken 

Total    81,608,803         $3,962,833                 $48.-56  from  J.  Allen  Davis  and  Harrj-  V.  Cheshire.  Jr..  ■•California 

unwary    n            ,  ^ t.„    „    ^     „•  .         •  Motor  VchicIe  Legislation,"  West's  Annotated  Code,  Vol.  66, 

SOURCE:  Bsreau  of  Public  Roads,  Highway  Statistics.  1963.  Tables  SIV-l  and  G-I.  1960. 
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STATE  OF  CALIFORNIA,   DEPARTMENT  OF    MOTOR   VEHICLES 

SCHEDULE  OF  WEIGHT  FEES   BEGINNING  JANUARY  1,  1964 
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Unladen  weight 

Jan. 

Feb. 

March 

April 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

Electric  Commercial  Vehicles 

0-  5.999-__ 

$54 
108 
145 

$49 
99 
133 

$45 
90 
121 

$40 
81 
109 

$36 
72 
97 

$31 
63 

85 

$27 
54 
72 

$22 
45 
60 

$18 
36 
48 

$13 
27 
36 

$9 
18 
24 

$4 

6,000-  9,999 ._.    __   .. 

9 

10,000  or  more 

12 

I.   Two-axle  trucks,  buses,  or  other  com- 

mercial motor  vehicles  other  than  elec- 

tric vehicles 

3.000-  4.000 C 

$17 

$16 

$14 

$13 

$11 

$10 

$8 

$7 

$6 

$4 

$3 

$1 

4,001-  5,000 D 

32 

29 

27 

24 

21 

19 

16 

13 

11 

8 

5 

3 

5,001-  6,000 E 

48 

44 

40 

36 

32 

28 

24 

20 

16 

12 

8 

4 

6,001-  7,000 F 

64 

59 

53 

48 

43 

37 

32 

27 

21 

16 

11 

5 

7,001-  8,000 G 

80 

73 

67 

60 

53 

47 

40 

33 

27 

20 

13 

7 

8,001-  9,000 H 

95 

87 

79 

71 

63 

55 

47 

40 

32 

24 

16 

8 

9,001-10,000 J 

112 

103 

93 

84 

75 

65 

56 

47 

37 

28 

19 

9 

10,001-11,000 K 

127 

116 

106 

95 

85 

74 

63 

53 

42 

32 

21 

11 

11,001-12,000 L 

143 

131 

119 

107 

95 

83 

71 

60 

48 

36 

24 

12 

12.001-13,000 M 

159 

146 

132 

119 

106 

93 

79 

66 

53 

40 

26 

13 

13,001-14,000 N 

175 

160 

146 

131 

117 

102 

87 

73 

58 

44 

29 

15 

14.001  and  over P 

190 

174 

158 

142 

127 

111 

95 

79 

63 

47 

32 

16 

II.   Any  commercial  motor  vehicle  with  three 

or  more  axles  and  any  trailer,  semi- 

trailer, pole  or  pipe  dolly  other  than 

electric  vehicles 

2,000-  3,000 B 

$13 

$12 

$11 

$10 

$9 

$8 

$6 

$5 

$4 

$3 

$2 

SI 

3.001-  4.000__. C 

24 

22 

20 

18 

16 

14 

12 

10 

8 

6 

4 

2 

4.001-  5,000-,-          - D 

48 

44 

40 

36 

32 

28 

24 

20 

16 

12 

8 

4 

5.001-  6.000 E 

71 

65 

59 

53 

47 

41 

35 

30 

24 

18 

12 

6 

6.001-  7.000.-- F 

95 

87 

79 

71 

63 

55 

47 

40 

32 

24 

16 

8 

7,001-  8.000   --      -   -.- - -  G 

119 

109 

99 

89 

79 

69 

59 

50 

40 

30 

20 

10 

8.001-  9,000 H 

143 

131 

119 

107 

95 

83 

71 

60 

48 

36 

24 

12 

9,001-10,000--- J 

167 

153 

139 

125 

111 

97 

83 

70 

56 

42 

28 

14 

10,001-11,000 K 

190 

174 

158 

142 

127 

111 

95 

79 

63 

47 

32 

16 

11.001-12,000 L 

214 

196 

178 

160 

143 

125 

107 

89 

71 

53 

36 

18 

12.001-13,000--- M 

238 

218 

198 

178 

1.59 

139 

119 

99 

79 

59 

40 

20 

13,001-14.000 --- N 

262 

240 

218 

196 

175 

153 

131 

109 

87 

65 

44 

22 

14,001-15.000 P 

286 

262 

238 

214 

191 

167 

143 

119 

95 

71 

48 

24 

15,001  and  over R 

318 

291 

265 

238 

212 

185 

159 

132 

106 

79 

53 

26 

III.   Any  commercial  motor  vehicle  with  an 

unladen    weight    of    less    than    3,000 

pounds 

0-  1.999      A\ 

2,000-  2,999 B/ 

$12 

$11 

$10 

S9 

$8 

$7 

$6 

$5 

$4 

$3 

$2 

$1 

SOURCE:  Form  prepared  by  tiie  Department  of  Motor  Vehicles. 

horsepower.  This  remained  the  basis  for  determin- 
ing!: the  re<ristratioii  fee  until  the  1923  Legislature 
enacted  the  California  Vehicle  Act  which  established 
a  flat  fee  of  $3  per  vehicle  and  a  schedule  of  weight 
fees  for  commercial  vehicles.  Both  the  registration 
and  weight  fees  for  commercial  vehicles  were  changed 
by  the  Collier-Burns  Act  of  1947,  and  again  in  1953 
wlien  the  present  $8  registration  fee  was  established 
along  with  a  new  schedule  of  weight  fees. 

Determining  the  proper  fees  for  commercial  ve- 
hicles has  been  one  of  the  more  difificult  problems  in 
vehicle  registration.  The  question,  for  instance,  of 
what  constitutes  a  commercial  vehicle  was  .still  at  issue 
as  late  as  1958,  when  station  wagons  were  finally  re- 
moved from  the  commercial  class  and  assigned  a  $9 
fee.  At  that  fee  a  family  vehicle  may  be  used  as  an 
automobile  or  as  a  transport  for  commercial  goods. 

Part  of  the  problem  of  vehicle  weight  increasing 
highway  construction  and  maintenance  cost  has  been 
dealt  with  by  limiting  the  size  of  the  vehicle.  The 
1921    Legislature,    for   instance,    established    a   limit, 


"in  addition  to  all  other  limitations,  to  700  pounds 
per  inch  of  solid  rubber  tire  measured  at  the  channel 
base  of  the  tire."  In  1931,  the  Legislature  revised 
the  weight  limitations  "so  as  to  permit  a  total  gross 
weight  on  a  combination  of  vehicles  of  68,000 
pounds"  and  imposed  a  "total  length  limit  of  60 
feet." 

A  complete  revision  of  the  weight  schedules  for 
vehicles  was  written  by  the  1941  Legislature.  Several 
formulae  based  on  engineering  concepts  were  devised 
to  replace  the  old  weight  to  wheel  schedules.  The 
1941  schedule  was  based  on  "the  gross  weight  of  a 
vehicle  or  a  combination  of  vehicles"  in  ratio  to  the 
distance  between  the  first  and  last  axle  of  the  vehicle 
or  combination.  These  complex  formulae  were  found 
to  be  difficult  to  enforce  and  the  1945  Legislature 
amended  the  vehicle  code  by  substituting  a  weight 
fee  schedule  similar  to  the  one  now  effective.  Changes 
since  1945  have  been  mainly  confined  to  alterations 
iu  the  schedule  of  fees  within  the  weight  class  for- 
mula. 
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License  Fees 

The  vehicle  license  fee,  more  commonly  known  as 
the  "in  lieu"  tax,  is  impo.sed  on  all  vehicles  that  are 
subject  to  registration  for  the  privilege  of  operating 
on  the  public  highways.  It  is  in  lieu  of  all  other  taxes 
on  the  value  of  the  vehicle  that  could  be  levied  for 
either  .state  or  local  purposes.  The  present  rate  of  the 
tax  is  2  percent  of  the  market  value  of  the  vehicle, 

Table  6 

NUMBER   OF    PRIVATE   VEHICLES,  AND 

PROPERTY  TAX    BY   TYPE,   1949-1963 

CALIFORNIA 

Totnl  Average 

Xuiiiher  of      property  tax  property  tax 

Vehicle  type                          vehicles       (000)  omitted  per  rehicle 
1949 

Automobiles     3,.525,000            $28,398  §8.05 

Buses    6,911 

Trucks .571,4.52                 8,579 »  14.83  * 

TraUers    3.55..575                 2.103  5.91 

Motorcycles    57,475                    209  3.64 

Total  all  t.vpes—  4,517,013            $39,289  $8.70 
1950 

Automobiles 3,936,7.59             $37,992  $9.65 

Bu.ses    11.737 

Trucks    61.5,060                 9,274*  14.80* 

Trailers    363,0.55                 2,055  .5.66 

Motorcycles    .54,948                    196  3..57 

Total  all  types-__  4,981..599             $40,517  $9.94 

1951 

Automobiles 4.202,6.30             $47,079  $11.20 

Buses    7,631 

Trucks    655.902               10,333  *  15..57  * 

Trailers    389,633                 2,248  5.77 

Motorcycles    52,373                    184  3..51 

Total  all  types  ._  5.308,169             $.59,844  $11.27 

1952 

Automobiles 4,397,244             $.50,792  $11..55 

Buses    7,.321 

Trucks    686,0.51               10,979*  1.5.83* 

Trailers    412,749                 2,.527  6.12 

Motorcycles    50,737                    179  3.53 

Total  all  types  —  5,554,102             $64,477  $11.61 

1953 

Automobiles 4.692,5.53             .$.58,128  $12.39 

Buses    7,389 

Trucks    736.140               11,942*  16.06* 

Trailers    438,404                 2,874  6.56 

Motorcycles     50,727                   181  3.57 

Total  all  types  __  5.925,213             $73,125  $12.34 
1954 

Automobiles 4,8.57,095             $62,4.59  $12.86 

Bu.ses    7,177 

Trucks 762,614               12,114  *  15.74  * 

Trailers    445.577                 2,953  6.63 

Motorcycles   49,684                    175  3.-52 

Total  all  typeg___  6,122,147             $77,701  $12.69 
1955 

AutomobUes 5,274,819             $71,245  $13.51 

Bu.ses    6.770 

Trucks    829,329               13,075  *  15.64  * 

Trailers    491.174                 3.478  7.08 

Motorcycles    .50,699                    183  3.61 

Total  all   types—  6,6.52,791             $87,981  $13.22 


Table  6 — Continued 

NUMBER   OF   PRIVATE    VEHICLES,  AND 

PROPERTY  TAX    BY   TYPE,   1949-1963 

CALIFORNIA 


Total 

Average 

.Vumier  oj 

property  tax 

property  tax 

Vehicle  type 

re*  iclei 

(000)   omitted 

per  rehicle 

1956 

Automobiles 

5,562,108 

$80,395 

n4.45 

Buses    

6.123 

.382 

62.39 

Trucks    

887.996 

14,128 

1.5.91 

Trailers    

.5.59.110 

4,384 

7.84 

Motorcycles    

.54.103 

201 

3.72 

Total  all  types 

7.069,440 

$99,490 

$14.07 

1957 

5.783,057 

.$86,627 
113 

S14.9R 

Buses    

6,745 

16.75 

Trucks 

951.470 
598.176 

14.ft64 
5.0.34 

15.73 

Trailers    

8.42 

Motorcycles    

57,401 

221 

3.85 

Total   all   types^__ 

7,396.849 

$106.9.59 

$14.32 

1958 

Automobiles 

5,920,290 

$88,626 

$14.97 

6.677 
993,239 

112 
13.625 

■  16.77 

Trucks    

13.72 

Trailers    

645,3-52 

.5.1.53 

7.98 

Motorcycles    

60.77.3 

231 

3.80 

Total  all  types— 

7.626..331 

$107,747 

$14.13 

1959 

Automobiles 

6.2.56.4-55 

$93,3.54 

$14.92 

Buses    

6,568 

87 

13.25 

Trucks    

1,0-56.066 

14.009 

13.27 

Trailers     

709.393 

5.874 

8.28 

Motorcycles    

68,576 

2.59 

3.78 

Total  all  types 

8.097,0.58 

$113,583 

$14.03 

1960 

Automobiles 

6,625,134 

$100,788 

$15.21 

Bu.ses    

6.-5-57 

711 

16.93 

Trucks     

1,062,202 

15.118 

14.23 

TraUers    

712.784 

6..571 

9.22 

Motorcycles    

75,730 

292 

3.86 

Total  all  types_— 

8,482.407 

$122,880 

$14.49 

1961 

Automobiles 

6.8-58,939 

$104,415 

$1.5.22 

Buses 

6,553 

295 

45.02 

Trucks    

1.116.855 

15.648 

14.01 

Trailers    

684,.521 

6.969 

10.18 

Motorcycles    

83,304 

319 

3.83 

Total  all  types— 

8.750,172 

$127,646 

$14.59 

1962 

Automobiles 

7.225,-542 

$114,011 

$15.78 

Buses    

6..532 

292 

44.70 

Trucks    

1,183,.548 

16..503 

13.94 

Trailers     

771,990 

7.606 

9.85 

Motorcycles    

102.03<^l 

389 

3.81 

Total  all  types 

9.289.642 

$1.38.801 

$14.94 

1963 

Automobiles 

7.711.919 

$121,481 

$1.5.75 

Bu.ses 

7.326 
1,264.730 

323 
16.866 

44.09 

Trucks    

13.34 

Trailers    

818,926 

7.-545 

9.21 

Motorcycles    

148,801 

-572 

3.84 

Total  all  tj-pes—  9.951.702  $146,787  $14.75 

•  1956-1963.  Prior  to  1956,  bus  and  tract  tii  coUertioos  reported  »s  aggregate. 
SOURCE:  Bureau  of   Public   Eoads.    Highway   Statistics,    1949-63.    Tables   MV-1. 


MV-2.  and  .MV-11. 
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and  will  raise  an  estimated  $172.3  millions  of  revenue 
in  196-1-G5.  The  Department  of  Motor  Vehicles  ad- 
ministers and  enforees  the  law. 

Revenues  from  the  vehicle  license  fees  are  paid  into 
the  Vehicle  License  Fund  and,  after  deductions  for 
administration,  certain  bond  payments,  that  part  of 
Highway  Patrol  expenses  chargeable  to  cities  and 
counties,  are  distributed  to  cities  and  counties  on  a 
population  basis.  There  is  a  special  distribution  for- 
mula for  trailer  coach  license  fees. 

Motor  vehicles  were  originally  subject  to  local  prop- 
erty taxes.  Local  administration  of  the  tax,  however, 
]u-oved  both  inequitable  and  inherently  easy  to  evade. 
A  state-administered  vehicle  tax  was  established  in 
1935  to  correct  these  shortcomings.  Its  rate  was  set 
at  li[  percent  of  the  value  of  the  vehicle.  This  rate 
remained  in  effect  until  19-48,  when  the  present  2  per- 
cent rate  was  established. 

Table  6  presents  data  for  the  time  period  1949-1963 
concerning  total  property  taxes  collected  on  various 
types  of  vehicles  and  the  average  tax  collected  by 
type  of  vehicle.  It  may  be  noted  there  that  the  average 
tax  on  automobiles  nearly  doubled  during  this  period, 
increasing  from  ^8.0')  to  $15.75.  At  the  same  time, 
total  annual  vehicle  property  taxes  levied  increased 
from  $39  million  to  $146  million.  The  growth  in  num- 
ber and  value  of  vehicles  are  reflected  in  these  sta- 
tistics. 

Mofor  Vehicle  Transporiafion  Liceme  Tax 

Often  referred  to  as  the  "truck  tax,"  the  motor 
vehicle  transportation  license  tax  is  imposed  on  vehi- 
cle operators  who  transport  persons  or  property  for 
compensation.  The  present  rate  of  the  tax  is  1|  per- 
cent of  the  operator's  gross  receipts,  and  i)roduced 
some  .$16  millions  in  1964-65. 

Excluded  from  the  imposition  of  the  tax  are  those 
who  transport  their  own  property,  farmers  wh((  occa- 
sionally transport  for  others,  nonprofit  agricultural 
cooperative  associations,  transporters  of  school  chil- 
dren, operators  of  hearses,  those  who  transport  fellow 
workers  and  others  to  work,  and  garbage  collectors. 

An  additional  exemption  of  great  significance  is 
the  fact  that  the  Revenue  and  Taxation  Code  pro- 
vides that  motor  vehicle  operations  receipts  derived 
from  operations  wholely  within  a  city  or  two  or  more 
contiguous  cities  shall  iu)t  be  subject  to  tax.  The  basis 
for  the  exemption  originally  appears  to  have  been  the 
state's  absence  of  financial  responsibility  for  urban 
portions  of  state  highways  or  other  urban  streets.  This 
city-state  relationship  no  longer  exists  and  it  seems 
that  the  case  for  exempting  receipts  from  intracity 
operations  from  the  motor  transportation  tax  has 
largely  disappeared.  Finally,  receipts  of  an  express 
company  derived  from  the  shipment  of  property  over 
the  lines  of  common  carriers,  in  the  ease  of  express 


companies  operating  in  California  prior  to  1933,  are 
exempt.  The  reasonableness  of  these  two  exemptions 
will  be  explored  in  some  detail  in  the  next  section  of 
this  report. 

The  State  Board  of  E(iualization  is  responsible  for 
the  general  administration  of  the  tax,  and  the  State 
Controller  is  responsible  for  collecting  the  tax.  In 
addition,  the  Department  of  Motor  Vehicles  registers 
the  vehicle,  and  issues  license  plates  and  emblems. 
Table  7  presents  a  view  of  the  magnitude  of  this  tax 
over  time,  with  net  receipts  since  1932-33,  the  period 
of  its  genesis,  exceeding  $^  billion. 

Operator's  License  Fee 

The  California  drivers'  license  fee  of  $3  approxi- 
mates the  cost  to  the  state  of  administering  the  pro- 
gram of  selecting  the  individuals  who  will  be  per- 
mitted to  operate  a  vehicle  on  the  highways  of  the 
state.  Revenues  from  these  fees  will  approximate  $10 
million  in  1964-65. 

The  first  such  fees  were  imposed  in  1905.''  Applica- 
ble only  to  chauffeurs,  the  fee  was  $2.  The  license, 
obtained  from  the  Secretary  of  State,  indicated  the 
trade  name  and  motive  power  of  the  vehicle  he  was 
able  to  operate.  It  was  not  until  1915,  however,  that 
all  motor  vehicle  operators  were  required  to  obtain 
a  license.  No  fee  was  charged  for  these,  nor  was  any 
examination  given  to  determine  an  operator's  (juali- 
fications.  Amendments,  in  1925,  to  the  California  Ve- 
hicle Act  established  the  first  examination  require- 
ments for  drivers'  licenses.  The.se  were  given  at  the 
discretion  of  the  Department  of  Motor  Vehicles.  "While 
all  chauffeurs'  licenses  had  to  be  annually  renewed, 
operators'  licenses  were  good  until  revoked.  Examina- 
tions for  all  applicants  for  motor  vehicle  operators'  li- 
censes were  made  mandatory  in  1927.  It  was  not  until 
passage  of  the  Collier-Burns  Highway  Bill  of  1947 
that  a  fee  for  drivers'  licenses  was  imposed — a  fee  of 
$2,  with  the  present  $3  fee  being  established  in  1959. 

Data  for  all  states  concerning  operators'  license 
fee  and  period  for  which  issued  is  shown  in  Table  8. 
It  may  be  noted  there  that  California's  license  fee  is 
approximately  at  the  median  for  all  licensing  juris- 
dictions. The  California  basic  five-year  period  of  valid- 
ity is  among  the  longest  of  any.  In  California,  a  three- 
year  period  is  applicable  in  the  case  of  an  initial  issu- 
ance, where  the  renewal  occurs  more  than  90  days 
prior  to  the  license  expiration,  or  where  there  is  a 
record  of  three  or  more  moving  violations. 

Tofal  Tax  Payments 

Xow  that  tile  individual  highway-user  taxes  liave 
been  considered  individually  in  some  detail,  what 
about  the  question  of  how  they  complement  each  other 
to  constitute  a  total  package  with  respect  to  payments 


s  This    paragraph    is    based    on    J.    Allen    Davis    and    Harry    V. 
Cheshire,  Jr.,  op.  cit..  pp.  3-19. 
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made  by  owners  of  vehicles  of  different  types  and 
sizes,  and  with  respect  to  owners  of  similar  vehicles 
in  other  states? 

Recently,  the  United  States  Bureau  of  Public  Roads 
issued  a  publication  Road-User  and  Property  Taxes 
on   Selected   Motor    Vehicles,   1964 — Following   four 


earlier  similar  studies,  begrinning  in  1950.  In  the  intro- 
duction to  the  study  it  is  stated : 

The  purpose  of  the  study  published  here  was 
to  supply  basic  information  on  the  application  of 
road-user  and  property  taxes  as  of  January  1, 
196-t.    The   data    presented   gave   both   a   direct 


Table  7 

MOTOR  VEHICLE  TRANSPORTATION    GROSS  TAX,   WEIGHT-FREE  CREDIT,   NET  TAX   AND   LICENSE 

FEE   ASSESSMENTS,   AND    NUMBER   OF  OPERATORS    LICENSED    UNDER  THE 

MOTOR    VEHICLE   TRANSPORTATION    LICENSED   TAX    LAW,    BY   QUARTER, 

JULY   1963  TO   JUNE    1964,  AND    BY    FISCAL   YEAR,   1932-33  TO   1963-64 

y  umber 

Gross  lax             Weight  fee                  .Yg<  assessments' gf  licensed 

Year  and  quarter                                         assessments              credits'"                      Taxes                      Fees'                   Total  operators* 

1                                                          2                       3                                 4                           5                     6  7 
1963 

Third  quarter $4,152,823                                              $4,152,823                  $9,.570           $4,162,393  n.a. 

Fourth  quarter 3,890,634                                                3,890.634                    8,210             3.898,844  25,453 

1964 

First  quarter 3,327,208                                                3,327,208                    8,580             3,335,788  n.a. 

Second  quarter 3,&31,233                                                3,831,233                  10240             3,841,473  25,917 

1963-64   totals  $15,201,898                                         $15,201,898               $36,600        $15,238,498  25,453 

1962-63    $14,256,011                                            $14,2.56,011                $35,-565         $14.291,.570  24,995 

1961-62    13,276,050                                              13.276.050                  35,855           13.311.905  24,685 

1960-61    12,545,959                                              12..545,959                  .35,445           12..5S1.404  23.228 

19.59-60    12.441.072                                              12,441,072                  34,085           12,475.157  23.748 

1958-59    11,448,636                                              11.448.636                  .32,485           11.481.121  23.797 

1957-.5S'   15,629,045             $870,503                 14.7.58,542                 29,280          14.787.822  23,890 

1956-57    20,336,192             3.441.914                  16.894.278                  30.220           16,924.498  24,591 

1955-56    19,672,538            3,434,583                 16.237,955                 35,450          16,273.405  24,627 

19.54-55    17,149,759            3,1.53,124                 13.996,635                 35,385          14.032.020  24,188 

10.53-54    16.032,048            2,680,313                 13,351,735                 33,860          13.385,.595  23,933 

19.52-53    15,745,580            2,237,992                 13,507,588                 36,680          13.544,268  22,799 

19.51-52    13,378,923            1,989,764                 11,389,159                 34,730          11,423.889  22.537 

1950-.51    12,216.317            1.800,657                 10,415,660                 .34.080          10.449,740  22.045 

1949-50    9.921.123            1,.505,373                   8.415,7.50                 32,925            8,448.675  21,939 

1948-49    9.537.697             1.431.038                    S.106,659                  36.790             8.143.449  22,626 

1947-^8    8,927,254             1.1.58.259                    7.768,995                  40^280             7,809,275  23,936 

1946-^7    8.276,718                                             8,276,718                 62,320            8..339.03S  25.016 

1945-46    6,927,298                                             6.927.298                 63,300            6,990.598  19,994 

1944-15    6,485,407                                                6,4&5.407                  .39,540             6..524.947  17.827 

1943-44    5,797,040                                                5,797,040                  29,930             5,826.970  15.848 

1942-43    5,129,083                                                5,129,083                  25,145             5.1.54.228  15,050 

1941-42    3,724.841                                                3.724.841                  24,100             3.748.941  1.5,780 

1940-41    2,820,011                                              2.820.011                 89,530            2.909..541  14,666 

1939-10    2,491.864                                                2.491.864                  85.040             2..576,904  14.149 

1938-39    2,-348.857                                                2.348,857                  85,105             2,433,962  13.826 

1937-38    2,232.462                                             2.232,462               104,130            2,336,592  12,810 

19.36-37    2,139,288                                             2,139,288               258,190            2,397,478  '8,560 

193.5-36    2.011.478                                             2.011.478               260,195            2.271,673  9,799 

1934-.35     « 1.128,650                                             =1.12S.6.-.0                271,200             1.399.850  =9,390 

1933-34    976,197                                                976,197               392,355            1.368.552  8,169 

1932-33    48,.502                                                     48,-502                       n.a.                  48,502  n.a. 

Grand  totals $290,253,798         $23,703,520  $266,550,278  $2,379,795       $268,930,073 

"  S«ir-assessed  taxes  are  allocated  to  the  quarter  in  which  the  gross  receipts  arose.  Fees  are  allocated  to  tlie  quarter  in  whicii  a  license  is  issued,  and  deficiency  assessments 
to  the  quarter  in  which  they  become  final.  Taies  include  interest  and  penalties,  which  amounted  to  J135,455  in  the  1963-64  fiscal  year. 

■"Inder  legislation  passed  in  1947.  operators  were  allowed  to  offset  against  the  grosa  receipts  tax  one-third  of  the  unladen  weight  fees  paid  during  1948  and  each  year  there- 
after on  motor  vehicles  used  by  them  in  operations  from  which  the  gross  receipts  were  taxable.  No  transportation  tax  was  payable  until  the  taxable  gross  reteipts  exceeded 
11.1   times  the  weight  fees.  Effectiie  January  1.  1958.  the  weight  fee  credit  was  eliminated. 

'  Initial  license  fees  were  reduced  from  $25  to  $5  and  renewal  fees  from  tl5  to  15  on  July  1.  193".  .Annual  renewal  of  licenses  was  discontinued  on  July  1.  1941.  Itinerant 
merchants"  fees,  collected  at  the  rate  of  $20  a  vehicle,  are  not  included.  The  Itinerant  Merchants  Act  was  repealed  on  September  15.  1961. 

■■As  of  the  end  of  each  quarter  in  the  1963-64  fiscal  year  and  as  of  December  31st  for  each  fiscal  year. 

•Effective  January  1.  1958.  the  rate  of  tax  was  reduced  from  3  percent  to  IJ  percent  and  the  weight  fee  credit  was  eliminated. 

'  Excludes  licensed  operators  conducting  no  taxable  operations. 

'Common  carriers  became  subject  to  this  tax  on  January  1.  1935. 

n.a.  Not  available.  ^ 

SOURCE;  SUte  Board  of  Equalixatioo :  Annual  Report,  1963-64,  p.  A.39. 
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measurement  of  tlie  impact  of  the  taxes  on  dif- 
ferent vehicles  and  place  these  taxes  in  proper 
perspective.  The  objective  was  the  measurement 
of  paj'nients,  and  it  was  not  the  intent  to  assess 
tlie  merits  of  the  taxes  imposed  nor  to  indicate 
support  for  or  ojjposition  to  any  tax  policy.  As 

Table  8 
OPERATOR'S   LICENSE    FEE   DATA,   BY  STATE,   1963 
Slate  Period  First  fee      Reneiral  fee 

Alabama 2  years  ,$4.25  $4.25 

Ala.ska     3  years  5.00  5.00 

.Vrizona    3  years  2.50  2.50 

Arkan.sas    1  year  2.00  2.00 

CALIFORNIA 3  and  5  years'  3.00  3.00 

Colorado 3  years  2.25  2.25 

Connecticut   2  years  -  6.00 

Helaware    __. '  4.00  4.00 

Florida   2  years  3.00  3.00 

Georgia lorSyear.s  1.00*  1.00 

Hawaii Indefinite  3.00  

Idaho    2  years  4.00  4.00 

Illinois    3year.s  3.00  3.00 

Indiana     2  years  1.50  1.50 

Inwa   2  years  3.00  3.00 

Kansas 2  years  5.00=  2.00 

Kentucky   2  years  2.00  2.00 

Louisiana 2  years  2..50  2..50 

Maine    1  year  2.00  2.00 

-Maryland 2  years  7.<MI  2.00 

Massachusetts 2  years  8.00=  5.00 

Michigan    3  years  4.00  2.50 

Minnesota    4  years  3.00  3.00 

Mississippi 1  or  2  years  2.50"  2.50 

Mis.souri 3  years  1.00  1.00 

Montana 2  years  4.00  4.00 

Xeliraska    2  years  3.00  3.00 

Xevada 5  years  3.00  3.00 

Xew  Hampshire 2  years  5.00  4.00 

New  Jersey lor  3  years  3.00'  3.(K) 

Xew   Mexico   2  years  3.25  3.25 

Xew   York   3  years  5.00=  3.00 

X'nrth  Carolina 4  years  2.50  2..50 

North  Dakota 2  years  3.00^*  3.(K) 

Ohio    3  years  .75  .75 

Oklahoma     2  years  4.(M)  4.(M) 

Oregon    2  years  °  2.75 

Penn.sylvania     2  years  4.00  4.00 

Rhode   Island   2  years  13.00=  S.OO 

South  Carolina 4  years  .50  .50 

South  Dakota 4  years  2.00  2.00 

Tennessee     2  years  4.00  4.00 

Texas    2  years  3.00  3.00 

Utah   5  years  3.00'  2.00 

Vermont   1  year  4..50=  2.50 

Virginia    3  years  2.00  2.00 

Washington 2  years  6.00=  4.00 

West  Virginia 4  years  5.00  5.00 

Wisconsin    2  years  4.50=  2.00 

Wyoming    3  years  2.00  2.00 

District  of  Columbia 3  years  3.00  3.00 

NOTES: 

'  See  text  for  explanation. 

-  $5  examination  fee.  plus  25  cents  per  month  from  date  of  Issuance  to  last  day  of 

next  birth  month,  plus  $3  or  $6  depending  upon  year  of  birth. 
^Footnote  10,  page  31.  Appendix. 
•Footnote  11,  page  31,  Appendix. 
=  Footnote  14.  page  31,  Appendix. 
■^Footnote  16,  page  31.  .\ppendix, 
'Footnote  17.  page  31,  Appendix. 
®  Footnote  19,  page  31,  Appendix. 
^Footnote  21,  page  31,  Appendix. 
SOURCE:  Bureau  of  Public  Roads.    Highway  Statistics,   1963,  Table  MV-12. 


in  prior  studies,  the  vehicles  chosen  as  examples 
and  the  operating  faetor.s  applying  to  them  are 
considered  to  be  representative  of  the  kinds  and 
sizes  of  vehicles  generally  in  operation  through- 
out the  United  States.  Although  the  vehicles  are 
types  in  common  use,  and  the  assumed  amounts 
and  conditions  of  their  use  are  believed  to  be 
well  within  reasonable  expectancy,  they  are  not 
intended  to  be  considered  as  representative  of 
averages.  They  were  selected,  rather,  to  show 
given  points  in  the  tax  structures  of  the  states. 
No  consideration  was  given  to  the  concentration 
of  numbers  of  vehicles  in  various  groups,  a  factor 
that  will  be  of  great  importance  in  applying  the 
findings  of  this  study. 

The  main  problem  of  motor  vehicle  taxation 
is  that  of  distributing  tax  responsibility  equitably 
among  vehicles  of  different  types  and  sizes.  The 
principal  portion  of  current  state  road-user  reve- 
nues is  derived  from  the  gasoline  tax  and  from 
registration  fees  on  motor  vehicles.  In  some 
states,  a  relatively  low  gasoline  tax  rate  is  ac- 
companied by  above-average  registration  fees;  in 
other,  higher  gasoline  tax  rates  are  accompanied 
by  relatively  low  registration  fees.  In  Louisiana, 
in  1964,  a  mediumweight  automobile  could  be 
registered  for  $3  and  the  gasoline  tax  was  7  cents 
per  gallon ;  in  Illinois,  it  cost  $17  to  register  the 
same  automobile,  but  the  gasoline  tax  was  5  cents. 
Assuming  average  travel,  the  total  road-user 
taxes  on  an  automobile  would  be  approximately 
the  same  in  the  two  states. 

In  this  study  individual  road-user  tax  pay- 
ments are  compared  as  to  the  size  of  vehicles, 
and  total  direct  state  road-user  and  personal 
property  taxes  are  measured.  With  this  informa- 
tion, comparisons  can  be  made  among  vehicles, 
among  states,  and  among  types  of  service.  The 
tax  rates  in  effect  January  1,  1964,  have  been 
u.sed,  and  the  taxes  that  would  be  paid  for  a  full 
year  in  each  state  are  shown  for  each  vehicle 
studied. 

Thirteen  vehicles  were  selected  to  illustrate  the 
range  and  magnitude  of  state  taxes  on  motor  vehicles: 
three  passenger  cars,  four  single-unit  trucks  and  six 
vehicle  combinations.  Descriptions  of  the  vehicles  are 

as  follows : 

Passenger  cars: 

X'o.    1.  — A   small,   imported  4-passenger  sedan. 

X^o.    2.  — A  mediumweight  sedan,  typified  by  the  "liig  three." 

X'o.    3.  — A  heav.y  sedan. 

Single-unit  trucks: 

Xo.    4a. — A   pickup  truck  registered  for  5,000  pounds  gross 

xveight    (commonly  called  a   half-ton   truck).   Farm 

ser\'ice. 
X'o.    4b, — Same,  but  in  private  operation, 
Xo.    5a. — A   stake    truck   registered    for   15.000  pounds   gross 

weight    (commonly    called    a    l^-ton    truck).    Farm 

service. 
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\o. 

."ill. 

No. 

~IC. 

Xii. 

(in. 

Xo. 

61). 

Xo. 

7. 

-Same,  but  in  private  operation. 

-Same,  but  contract  carrier. 

~A  van  truclc  re^'istere<l  for  l!),()f)(l  pounds  gross 
weight  (eommonl.v  called  a  2}-ton  truck).  Private 
oiwration. 

-Same,  but  contract  carrier. 

-A  tandem  a.^ile  dump  trucli  registered  for  40,000 
pounds  gross  weight  and  of  the  t.vpe  used  for  haul- 
ing coal,  dirt  excavation  and  building  materials. 
Private  operation. 

nbinations: 

-A  three-axle  tractor-semitrailer  registered  for  40,- 
000  pounds  gross  weight,  chosen  so  that  its  maxi- 
mum length  and  weight  were  within  the  legal  limits 
of  all  states.   Private  operation. 

-Same,  but  contract  carrier. 

-A  four-axle  tractor  semitrailer  (tandem  axles  in 
the  semitrailer),  gasoline-powere<l  and  registered 
for  ."1,000  pounds  gross  weight.  Private  operation. 

-Same,  but  contract  carrier. 

-Same  as  9a.,  but  diesel  powered. 

-Same   as  9b..   but   diesel   powered. 

-A  five-axle  tractor-semitrailer  (tandem  axles  on 
both  units  I,  diesel  powered  and  registered  for  02.- 
(X)0   pounds   gross   weight.    Private   operation. 

-Same,  but  contract  carrier. 

-A  tive-axle  tractor-semitrailer  (tandem  axles  on 
both  units),  diesel-powered  and  registered  for  02, 
OOf)  pounds  gross  weight.   Private  operation. 

-Same,   but   contract   carrier. 

-A  live-axle  combination  compo.sed  of  a  two-axle 
cab-over-engine,  diesel  powered  tractor-truck,  single- 
axle  semitrailer,  and  a  two-axle  full  trailer  and 
registered  for  70.000  iMiunds  gross  weight.  Private 
operation. 

-Same,  but  contract  carrier. 

During  the  summer  of  1963  a  detailed  statement  of 
the  specifications  for  each  of  the  13  vehiele.s  selected 
was  submitted  to  the  .state  authorities  for  deter- 
mination of  the  specific  fees  and  taxes  that  would  be 
payable  on  them  during  a  full  year  under  laws  exist- 
ing January  1,  1964.  Table  2  shows  these  specifica- 
tions together  with  the  assumed  annual  mileage  trav- 


Vehle 

le  CO 

Xo. 

Sa.- 

Xo. 

8h.- 

Xo. 

Oa.- 

Xo. 

»b.- 

Xo. 

10a.- 

Xo. 

10b.- 

Xo. 

11a.- 

Xo. 

11b.- 

Xo. 

12a.- 

Xo. 

12b.- 

No. 

13a.- 

Xo.  i:ib.- 


eled,  motor  fuel  consumed,  and  other  factors  needed 
to  compute  the  various  taxes  that  would  be  paid."  The 
state  road-user  levies  to  be  reported  were :  Motor- 
fuel  taxes  and  vehicle  registration  fees,  other  annual 
vehicle  fees  closely  related  to  registration,  and  the 
applicable  motor  carrier  taxes.  In  addition,  all  (em- 
pluisis  added)  direct  personal  property  taxes  levied 
(in  motor  vehicles  by  all  levels  of  government  were  to 
be  reported.  The  property  taxes  for  1964  were  esti- 
mated by  the  state  authorities  on  the  basis  of  1963 
propert.^'  valuations  and  tax  rates.' 

Detailed  tables  of  total  fees  and  taxes  for  each  of 
t])e  selected  vehicles  for  all  states  and  the  District 
of  Columbia  are  included  in  the  Appendix  to  this 
report.'*  A  summary  presentation  is  made  in  Table  9. 
There  it  may  be  observed  that  California  vehicle  total 
fees  and  taxes  payments  fall  generally  in  the  middle 
range  of  all  states  in  the  case  of  private  operation 
vehicles.  The  etfect  of  the  motor  vehicle  transporta- 
tion license  tax  is  most  apparent  when  contract  car- 
riers are  considered.  In  the  case  of  each  vehicle  oper- 
ated as  a  contract  carrier  they  rank  fifth  highest,  or 
higher,  among  all  taxing  .jurisdictions.  The  three 
largest  vehicles  cannot  be  licensed  in  all  states,  so  the 
prior  statement  requires  some  qualification.  Still,  in- 
spection of  California's  placement  in  Table  9  in  the 
case  of  even  these  three  vehicles  bears  out  the  basic 
contention.  The  defensibility  of  this  tax  will  be  ap- 
praised in  a  subsequent  section.  Though  California's 
liighway-user  tax  structure  differs  in  important  re- 
spects from  those  of  mo.st  states,  the  conclusion  pre- 


°  Table  2  mentioned  in  this  sentence  is  reproduced  in  the  ap- 
pendix to  this  study,  p.  27. 

■  U.S.  Bureau  of  Public  Roads,  Road-User  and  Property  Taxes  on 
Selected  Motor  Vehicles,  1964,  p.  7. 

«See  pp.  36-47. 


Table  9 

NUMBER   OF  STATES   LEVYING    MOTOR   VEHICLE  TAXES,   BY   SIZE   OF 
TOTAL  TAX   PAYMENT,  BY  TYPE  OF  VEHICLE,  1964' 


Total  fees  and  taxes 
including  property  taxes 


Passenger  cars 


Single-unit  trucks 


4b 


5a 


5b 


5c 


6b 


$20  and  under  S30 
30  '■  "  40. 
40  "  "  SO- 
SO  "  "  60- 
60  "  '•  70. 
70  '  "  SO- 
SO  "  "  90. 
90  "  "  100. 

100  "  "  125. 

125  "  "  ISO. 

ISO  "  "  175. 

175  "  "  200- 

200  "  "  250- 

250  '  "  300. 

300  •  -  350- 

3S0  "  "  400. 

400  "  "  450. 

450  "  "  500. 

500  "  -  600. 

600  "  "  700. 

California  rank 


7 

10 

12 

C  9 

7 

3 

2 

1 
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3 

10 
7 
8 

:■  9 

7 
5 
1 
1 


.. 

4 

11 

2 

10 

7 

16 

4 

4 

3 

C  4 

1 

7 

1 

15 

5 

4 

2 

1 

21 


12 
7 

12 
1 


2 
7 
4 

11 
6 

12 

C  3 

2 

1 


2 
4 
15 
6 
C  20 
3 
1 


16 
15 
12 
5 


C  2 


1 
3 
16 
13 
13 
5 


26 


1 
8 
5 
14 
10 
7 
4 
C  2 
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NUMBER   OF   STATES   LEVYING    MOTOR   VEHICLE  TAXES,   BY  SIZE   OF 
TOTAL  TAX   PAYMENT,  BY  TYPE  OF  VEHICLE,  1964> 
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Vehicle  combinations 

Total  fees  and  taxes 
including  property  taxes 

7 

8a 

8b 

9a 

9b 

lOa 

lOb 

11a 

lib 

1 2a 

12b 

13a 

13b 

$500  and  under  $600-    ._ 

1 
6 
6 
10 
13 
C  12 
3 

15 

1 
5 
4 

n 
CIS 

14 
3 

27 

6 

1 

8 

11 

18 

C    7 

4 

1 
5 
11 
C20 
6 
6 
2 

32 

6 
5 
16 
12 
C    9 
3 

4 

1 
2 
3 
7 
C21 
8 
3 
4 
2 

33 

1 
2 

3 
3 

lU 
11 
7 
C    B 
2 

5 

1 
4 
7 
C  12 
9 
10 
4 
I 
2 

28 

4 

7 

8 

13 

11 

5 

C    3 

2 

4 

1 
4 
6 
C  12 
11 
5 
2 
1 
2 

30 

I 
4 
2 
11 
14 
4 
3 
C    2 
3 

4 

1 

1 
1 

C    2 

I 

i 

3 

600    ■'         "          700 

700   ■■         "          800 

800    "         "          900 ...   _. 

900    "         "       1,000 

1,000    "          "        1,250. 

1 

1,250    "          "       1,500 -. 

1 

1,500    "         "       1,750 

1,750   "         "       2,000- 

1 

2,000    "          "       2,500 

2,500    "         "       3,000 

3,000    "          "       3,500 

3,500    "          "       4,000 . 

1 

C    2 

4,000    "          "       4,500 

1 

California  rank 

3 

NOTES: 

California's  position  in  each  distribution  is  indicated  by  the  letter  C. 

•  Includes  District  of  Columbia.  .Some  very  large  vehicles  arc  not  hceiised  in  all  states.  • 

SOURCE:  U.S.  Bureau  of  Public  Roads,  Road-User  and  Properly  Taxes  on  Selected  Motor  Vehicles,  196!,,  Tables  -1-15. 


seiits  itself  tliat,  except  for  the  "tnick"  tax,  total 
user  ])ayments  are  remarkably  similar  to  those  made 
by  vehicle  owners  in  other  states,  falling  at  or  near 
the  median  of  the  overall  range. 

Revenue  Receiph  and  Disposifion 

California  levied  highway-user  taxe.s  have  main- 
tained a  remarkably  constant  relative  relationship 
during  the  last  decade  and  a  half.  Data  presented 
in  Table  10  support  this  conclusion.  Motor  fuel 
taxes,  it  may  be  noted,  have  accounted  for  between 
69.0  and  70.4  percent  of  total  receipts  for  the  years 
shown.  Motor  vehicle  and  motor  carrier  taxes  show 
similar  stability.  This  is  noteworthy  in  view  of  the 
numerous  previously  discussed  changes  in  rates  and 
fees  during  this  15-year  period. 

The  State  Highway  Fund  has  important  revenue 
sources  in  addition  to  user  taxes  levied  at  the  state 
level — primarily  federal  subventions.  Also,  income 
in  the  order  of  $2  million  per  year  is  derived  from 
interest  on  temporarily  excess  funds  and  condemna- 
tion deposits  and  outdoor  advertising  license  and  per- 


mit fees.  Finally,  the  state  motor  vehicle  transport 
system  on  occasion  acquires  toll  bridges,  financed  in 
whole  or  in  part  with  bond  sale  proceeds  and  tolls. 
Table  11  presents  data  concerning  federal  fund  re- 
Table  11 

CALIFORNIA:    FEDERAL   FUNDS   AVAILABLE 

FOR    HIGHWAYS,   1949-63 

(in  thousands  of  dollars) 

Bureau  of  Other 

Year                                             public  road x  agencies  Total 

1949 .$24,542  .$170  $24,712 

19.-.0 17,651  322  17,97.'} 

1951 19,309  1,300  20,609 

19.52 23,956  1,419  25,375 

19.53 31,773  448  32,221 

19.54 32,270  162  32,432 

1955 41,082  19  41,101 

1956 .50,966  582  .51,548 

19.57 142,956  1,901  144,897 

1958 180,891  4,819  1,S5,710 

19.59 191,726  4,548  196,274 

1960 146,640  5,832  1.52,472 

1961 263,312  6,709  270,021 

19G2 255,168  2,734  257,902 

1963 264,749  1,.574  266,323 

SOURCE:  Bureau  of  Public  Roads,   Highway  Statistics,  Table  SF-1. 


Table  10 

MAJOR   CALIFORNIA    HIGHWAY-USER   TAXES,   BY   SOURCE   AND 

AS   A   PERCENT  OF  TOTAL,   SELECTED  YEARS 

Motor  Motor  carrier 

Motor  fuel  taxes     Percent  of            vehicle  taxes  Percent  of                  taxes  ~ 

Year                                (000  omitted)             total              (000  omitted)  ^  total              (000  omitted) 

1949     .$135,357                 70.0                     $49,588  25.6                     $8,584 

1954     243,193                 69.0                       87,6.58  24.0                     21,392 

1959    .329,609                 70.1                     118,3.39  25.2                     22,104 

1960  341,786       70.0         124,961  25.4         24,763 

1961  357,087       70.0         127,713  25.0         25,438 

1962  374,696       70.4         129,790  24.4         27,507 

1063  405,739       70.4         141,075  24.5         29,320 

NOTES: 

^  Does  not  include  property  tax. 

-  Includes  weight  fees. 

SOURCE:  Bureau  of  Public  Roads,  Highway  Statistics,  UI63.  Tables  G-1  and  MV-3. 


reent  of 

Total 

total 

(000  omitted) 

4.4 

$193,429 

6.1 

352,243 

4.7 

470,052 

5.0 

491,510 

5.0 

510,238 

5.2 

531,993 

5.1 

576,134 
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ceipts  for  the  period  1949-63.  Such  funds  amount  to 
nearly  $315  million  in  the  fiscal  year  1964-65,  with 
about  80  percent  of  that  total  beingr  for  the  interstate 
system.  Smaller  amounts  are  made  available  for  use 
on  the  primary  system,  the  secondary  system,  and 
for  extensions  of  these  systems  into  urban  areas. 

State  imposts  on  higrhway  users  in  the  amount  of 
$662  million  were  distributed  from  the  State  High- 
way Fund  in  1963.  The  state  system  was  allocated 
slightly  over  50  percent  for  capital  outlay,  main- 
tenance and  administration.  Including  the  Highway 
Patrol    and    other   expenditures   attributable    to    the 


state  system,  a  total  of  58  percent  was  so  allocated. 
In  the  .same  year,  local  roads  and  streets  were  allo- 
cated 25  percent  and  17  percent,  representing  the 
"in  lieu"  tax,  was  distributed  to  city  and  county 
general  funds  accounts.  Detailed  information  rela- 
tive to  this  subject  is  presented  in  Table  12  for  the 
years  1949-63.  The  only  significant  shift  in  relative 
shares  observable  there,  over  this  time  period,  is  in 
the  case  of  State  Highway  Police  and  Safety  where 
the  proportion  of  total  state-levied  highway-user 
charges  so  allocated  more  then  doubled.  Also,  over 
these  years  bond  service  charges  have  diminished 
appreciably. 


Table   12 

CALIFORNIA:    DISPOSITION   OF   RECEIPTS   FROM   STATE    IMPOSTS 
ON    HIGHWAY    USERS,   BY   FUNCTION,  1949-63 


Net  funds 

distributed 

(OOOomitted)' 

Percentage  distributed  for 

State  highway  purposes 

Local  roads  and  streeta 

Nonhighway 

Capital  outlay, 
maintenance  and 
administration 

State 

highway 

police 

and 

safety 

Bond 
service 

Total 

County 

City 

Total 

County 
and 

Year 

State 
system 

Park,  forest 
and  other 

city 
general 
funds 

1949 

$245,006 
226,351 
268,428 
286,755 
368,010 
419,808 
444,431 
483,642 
508,955 
515,530 
539,753 
572,046 
596,427 
620,773 
661713 

53.6 
46.0 
48.3 
47.1 
50.5 
57.9 
56.0 
54.9 
55.7 
52.0 
51.0 
52.2 
51.9 
49.6 
SI. 6 

""'oi 

.04 

.1 

.1 

3.3 
3.9 
3.6 
4.1 
3.9 
3.7 
4.1 
4.2 
4.2 
5.9 
5.6 
5.7 
6.0 
6.1 
6.7 

1.2 
1.3 
1.0 
.9 
.7 
.6 
.5 
.4 
.5 
.4 
.4 
.4 
.3 
.3 
.2 

58.1 
51.1 
52.9 
52.2 
55.1 
62.2 
60.6 
59.5 
60.4 
58.3 
57.2 
58.3 
58.2 
56.0 
58.0 

18.7 
22.0 
19.7 
19.6 
19.0 
15.5 
15.5 
16.0 
16.2 
17.1 
17.2 
16.9 
17.4 
17.1 
16.8 

7.4 
8.5 
7.6 
7.7 
7.4 
6.4 
6.7 
6.5 
6.9 
7.4 
8.0 
7.8 
7.8 
7.8 
8.2 

26.0 
30.5 
27.3 
27.2 
26.5 
21.9 
22.2 
22.6 
23.0 
24.6 
25.2 
24.7 
25.2 
24.9 
25.0 

15.7 

1950 

18.3 

1951 

19.8 

1952 

20.6 

1953 

18.4 

1954 

15.9 

1955 

17.3 

1956             .   . 

17.9 

1957 

16.6 

1958 

17.1 

1959 -.    

17.6 

1960 

17.0 

1961 

16.6 

1962- 

18.4 

1963 

17.0 

NOTES: 
'  Property  tax  included. 
SOURCE:  Bureau  of  Public  Roads,  Higlimiy  Slalulia  19i9-eS,  Table  DP. 
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CHAPTER 


PROBLEMS  OF  HIGHWAY-USER  TAXATION 


Mo/or  Vehicle  Transportafion  License  lax 

Reference  was  made  earlier  to  the  fact  that  the 
motor  vehicle  transportation  license  tax  caused  Cali- 
fornia contract  carriers  to  pay  total  licenses  and  fees 
in  amounts  greater  than  those  paid  for  similar  vehicles 
in  most  other  states.  Certainly,  from  the  viewpoint  of 
contract  carriers,  California  is  a  high-tax  state.  One 
of  the  consequences  is  to  encourage  business  firms  to 
operate  their  own  trucking  facilities  for  the  transport 
of  their  goods.  "With  an  annual  tax  saving  of  several 
hundred  dollars  per  truck,  in  the  case  of  larger  trucks, 
the  incentive  to  operate  trvicks  rather  than  to  hire 
trucking  services  is  obvious.*  It  seems  evident  that  a 
significant  equity  question  arises  in  the  situation  of 
two  competing  business  firms  similarly  situated  in  all 
respects  except  that  one  transports  its  goods  by  con- 
tract carrier  and  the  other  operates  its  own  trucks. 
This  conclusion  stems  from  the  premise  that  the  con- 
tract carrier,  paying  the  transportation  tax,  will  shift 
it  forward  in  the  selling  price  of  the  trucking  service, 
while  the  business  operating  its  own  trucks  will  enjoy 
a  cost  advantage  because  no  transportation  tax  is  paid 
by  it. 

Further  shortcomings  may  be  observed  in  the  truck 
tax.  As  was  stated  in  an  earlier  section,  trucking  reve- 
nues derived  from  operations  wholly  within  a  city  or 

]  two  or  more  contiguous  cities  are  exempt  from  the 
motor  vehicle  transportation  license  tax.  As  a  conse- 
quence, inequities  among  contract  carriers  are  present 
in  that  an  unfair  advantage  is  "now  enjoyed  by  mo- 

'    tor  carriers  separately  operating  intracity  pick-up  and 

,    delivery  services  and  intercity  services  over  carriers 

i   offering  the  same  services  on  an  integrated  basis.  "^ 

The   intracity   exemption   presents   an   exceedingly 

difficult  and  expensive  audit  problem  to  the  Board  of 

,  Equalization,  since  taxpayers  who  engage  in  both  tax- 
able and  nontaxable  operations  are  required  to  segre- 
gate their   revenues  and  which   are  then  subject  to 

I  verification.  In  fact,  the  board  spends  nearly  a  million 
dollars  annually  to  collect  about  $16  million  in  reve- 
nues from  this  tax,  resulting  in  the  transportation  tax 
being  by  far  the  most  expensive  to  administer  per 
dollar  received  of  any  state  tax.  Elimination  of  the 
intracity  exemption  alone  might  reduce  costs  of  ad- 

^  ministration  by  possibly  $200  thousand  and  generate 
additional  revenue  of  $4  to  $5  million  annually. 


'  See  Table  9,  pp.  21  supra  for  comparisons  of  tax  payments 
of  contract  versus  private  carriers  for  various  vehicles. 

'The  quoted  material  is  from  State  Board  of  Equalization.  .4)1- 
nual  Report,  1947-4S,  p.  20  and  is  presented  here  to  illus- 
trate that  this  problem  has  been  identified  for  many  years. 


Finally,  with  respect  to  the  motor  vehicle  transpor- 
tation license  tax,  the  express  company  exemption  re- 
sults in  discrimination  among  motor  carriers.  This 
inequity  has  persisted  for  a  long  time,  and  it  would  be 
difficult  to  improve  on  the  statement  of  its  nature  as 
given  in  the  Board  of  Equalization  Annual  Report  for 
1947-48 : 

Another  provision  of  the  law  which  has  given 
rise  to  perplexing  administrative  problems  and 
discrimination  among  motor  carriers  is  the  ex- 
emption of  gross  receipts  derived  by  an  express 
company  from  the  shipment  of  property  over  the 
lines  of  common  carriers.  When  express  compa- 
nies were  brought  under  the  jurisdiction  of  the 
Public  Utilities  Commission  (then  the  Railroad 
Commission)  in  1933,  those  which  had  been  con- 
ducting an  express  business  retained  the  privilege 
of  doing  so.  Only  a  few  relatively  large  companies 
still  hold  these  "grandfather"  rights,  and  no  new 
franchises  have  been  granted.  Most  of  them  oper- 
ate jointly  with  subsidiary  or  affiliated  highway 
common  carriers  and  are  able  to  allocate  the  com- 
bined receipts  from  express  and  common  carrier 
services  between  the  affiliated  companies  in  any 
desired  proportions  without  discrimination  among 
stockholders.  When  one  part  of  the  gross  receipts 
is  subject  to  a  3-percent  tax  (the  then  prevailing 
gross  rate)  and  the  other  to  no  tax,  there  is  a 
strong  incentive  to  award  an  unreasonably  large 
portion  of  the  revenues  to  the  express  company. 

This  board  has  endeavored  to  determine  a  fair 
allocation  of  revenues  between  affiliated  express 
companies  and  highway  carriers  in  the  manner 
in  which  they  would  be  divided  if  the  two  compa- 
nies were  dealing  with  each  other  at  arm 's  length. 
But  neither  the  board  nor  the  taxpayer — perhaps 
not  Solomon  himself — can  say  how  the  division 
would  be  made  if  these  hypothetical  conditions 
existed.  Hence,  each  effort  to  assess  a  fair  tax  has 
resulted  in  costly  litigation. 

The  best  and  perhaps  the  only  way  to  end  these 
disputes,  in  the  board's  opinion,  is  to  do  away 
with  the  exemption  of  express  company  receipts 
from  shipments  by  motor  carrier.  In  the  absence 
of  such  legislation,  more  and  more  business  will 
inevitably  be  diverted  to  express  companies  affili- 
ated with  highway  carriers,  to  the  detriment  of 
the  State  Treasury  and  of  those  carriers  which 
perform  the  same  service  without  benefit  of  par- 
tial tax  exemption.^ 


'  p.  42. 
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The  case  for  the  elimination  of  the  motor  vehicle 
transportation  license  tax  is  persuasive.  Certainly,  it 
needs  careful  reexamination.  At  a  minimum,  the  two 
exemptions  described  above  need  to  be  reevaluated. 

Technology  and  Tax  Rafes  on  Diesel  Fuel 

Along:  with  a  number  of  other  states,  California 
taxes  on  diesel  fuel  are  at  the  same  gallonafie  rate  as 
that  applied  to  gasoline.  While  seemingly  equitable, 
this  practice  results  in  gasoline-powered  trucks  paying 
a  higher  fuels  tax  per  vehicle  mile  than  would  similar 
vehicles  powered  by  diesel  engines.  Diesel  engines  are 
more  economical  of  fuel  than  are  gasoline  engines  for 
technological  reasons.  If  fuel  taxes  are  to  apportion 
highway  burdens  on  the  basis  of  vehicle-miles,  it  is 
necessary  to  recognize  this  greater  efficiency  with  a 
differential  in  the  gallonage  rates  applied  to  diesel 
fuel  and  gasoline. 

The  advisability  of  this  sort  of  differential  is  widely 
recognized.  With  regard  to  the  extent  of  the  differ- 
ences in  engine  efficiency,  it  is  interesting  to  note  in  a 
recent  study  of  truck  costs,  the  U.S.  Bureau  of  Public 
Roads  assumed,  in  the  case  of  a  55,000-pounds,  four- 
axle  combination  truck,  4  miles  per  gallon  for  those 
powered  by  gasoline,  oi  for  diesel.'* 

Vehicles  Thaf  Are  Nonusers  of  Highways 

In  some  cases  there  are  difficulties  associated  with 
defining    "vehicles,"    for    purposes    of   highway-user 

*  See    U.S.    Bureau    of    Public    Roads,    Road-User    and    Property 
Taxes  on  Selected  Motor  Vehicles,  1964,  op.  cit.,  p.  6. 


taxation.  These  are  items  of  personal  property  that 
are,  by  usual  definitions,  vehicles;  that  is,  they  are 
either  self-propelled  or  drawn  as  trailers.  But  although 
they  are  vehicles  (and  may,  in  fact,  u.se  motor  fuel), 
they  make  very  little  or  no  use  of  the  street  and  road 
sj'stem.  In  any  event,  their  primary  function  is  un- 
related to  highway  use.  Mobile  homes,  for  example, 
may  be  towed  to  a  site  and  then  never  relocated ;  many 
are  large  enough  that  they  are  very  expensive  to 
move.''  Highway  use  may  be  only  incidental  to  other 
types  of  "vehicles,"  such  as  many  types  of  heavy  con- 
struction equipment. 

There  is  little  case  for  levying  highway-user  taxes 
of  the  usual  type  on  these  vehicles,  nianj-  of  which  are 
not  even  constructed  for  highway  use.  They  are  al- 
ready able  to  avoid  payment  of  the  tax  on  fuel.  In 
general,  owners  have  a  choice  of  registering  them  as 
"vehicles"  and  paying  a  tax  in  lieu  of  personal  prop- 
erty levies,  or  of  having  them  asse.ssed  and  paying  the 
going  property  tax  rate.  Their  present  status  should 
be  further  examined  and  possible  alternatives  should 
be  explored  for  the  treatment  of  these  odd  "vehicles." 
One  possibilit}-  might  be  to  re(iuire  their  assessment 
and  taxation  as  personal  property  (in  the  case  of  com- 
mercial equipment),  and  then  requiring  special  per- 
mits for  street  or  highway  use. 


•  See  report  recently  published  by  this  committee  concerning  the  | 
taxation  of  mobilehomes,  John  G.  Ranlett,  An  Evaluation  I 
of  the  Taxation  of  Mobilehomes  in  California,  Report  of  the  I 
Senate  Fact  Finding  Committee  on  Revenue  and  Taxation  ( 
(Sacramento,  May  1965). 
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APPENDIX 

Table  1— State  Motor- Vehicle  Registrations— 1963 

Table  2 — State  and  Federal  Motor-Fuel  Tax  Rates  by  Years 

Table  3— State  Motor-Fuel  Tax  Receipts— 1963 

Table  4 — State  Motor-Vehicle  and  Motor-Carrier  Tax  Receipts— 1963 

Table  5 — Number  and  Classification  of  Trailers  and  Semitrailers  Registered  in 
1963 

Table     6 — Motor- Vehicle  Operators  and   Chauffeurs  Licenses — 1963 

Table  7 — State  Highwa.y-User  Revenues  and  Other  Receipts  Applicable  to 
Highways — Summary — 1963 

Table  8 — Disbursements  From  State  Highway -User  Revenues  and  Other  Re- 
ceipts Applicable  to  Highways — Summary — 1963 

Table     9 — Disposition  of  Receipts  From  State  Imposts  on  Highway  Users — 1963 

Table  10 — Specification  and  Use  Factors 

Table  11 — Road-User  and  Personal-Propertv  Taxes  on  Selected  Passenger  Ve- 
hicles (Nos.  1,2  and  3) 

Table  12 — Road-User  and  Personal-Property  Taxes  on  a  Pickup  Truck,  5,000 
Pounds  Gross  Vehicle  Weight  (No.  4) 

Table  13— Road-User  and  Personal-Property  Taxes  on  a  Stake  Truck,  15,000 
Pounds  Gross  Vehicle  Weight  (No.  5) 

Table  14 — Road-User  and  Personal-Property  Taxes  on  a  Single-Unit  Van  Truck, 
19,000  Pounds  Gross  Vehicle  Weight  (No.  6) 

Table  15 — Road-User  and  Personal-Property  Taxes  on  a  Single-Unit,  Three-Axle 
Dump  Truck,  40,000  Pounds  Gross  Vehicle  Weight   (No.  7) 

Table  16—   ^oad-User  Personal-Property  Taxes  on  the   Tractor  and  the   Semi- 
'■ailer  of  a  Three-Axle  Combination,   40,000  Pounds  Gross  Vehicle 
'eight  (No.  8),  in  Private  Use 

Table  17 —  \oad-User  and  Personal-Property   Taxes   on  a   Three-Axle   Tractor- 
'emitrailer  Combination,  40,000  Pounds  Gross  Vehicle  Weight  (No.  8) 

Table  18—       ad-User  and  Personal-Property  Taxes  on  a  Gasoline-Powered,  Four- 
vie,  Tractor-Semitrailer  Combination,  55,000  Pounds  Gross  Vehicle 
.Veight  (No.  9) 

Table  19 — Road-User  and  Personal-Property  Taxes  on  a  Diesel-Powered,  Four- 
Axle,  Tractor-Semitrailer  Combination,  55,000  Pounds  Gross  Vehicle 
Weight  (No.  10) 

Table  20-  Road-User  and  Personal-Property  Taxes  on  a  Diesel-Powered,  Five- 
Axle,  Tractor-Semitrailer  Combination,  62,000  Pounds  Gross  Vehicle 
Weight  (No.  11) 

Table  21 — Road-User  and  Per.sonal-Projierty  Taxes  on  a  Diesel-Powered,  Five- 
Axle,  Tractor-Semitrailer  Combination,  72,000  Pounds  Gross  Vehicle 
Weight  (No.  12) 

Table  22 — Road-User  and  Personal-Property  Taxes  on  a  Diesel-Powered,  Five- 
Axle,  Tractor-Semitrailer  and  Full  Trailer  Combination,  76,000 
Pounds  Gross  Vehicle  Weight  (No.  13) 
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Table  5 

NUMBER  AND  CLASSIFICATION  OF  TRAILERS  AND  SEMITRAILERS 

REGISTERED  IN  1963^ 


PBIVATE  AHD  COhWERCIAL 

PDBUCIY-CVIIED 

COMMERCIAL  TRAHHB  2/ 

LIGHT 

BY  STATE, 

FARM 
TRAILERS, 

STATB 

HCTBB 

FEDERAL 

ASD 

TOTAL 

STATE 

FULL 

SEMI- 

CAS 

THaILKW 

TOTAL 

GOVEHM- 

WHICIPAL 

TOTAL 

TRAILERS 

TRAILESS 

TRAILERS, 

MEITT 

OOVERH- 

ETC.    3/ 

MKNTS 

Alsbsm 

. 

22,299 

2,273 

10,259 

3'^,831 

39 

316 

355 

35,186 

AlabaK 

Alaska 

766 

31.6 

17 

in 

l,2l.0 

23 

160 

183 

1,423 

Alaska 

ArlEona 

1,628 

17,085 

77,591 

- 

96,30U 

51 

915 

966 

97,270 

Arizona 

Arkansaa 

- 

15,125 

■•5,266 

- 

60,391 

- 

512 

512 

60,903 

Arkansas 

CiUfomla 

7U,736 

76,OlU 

375, '•75 

292,701 

818,926 

220 

9,768 

9,988 

828,914 

California 

Colorado 

5,223 

13,025 

"•6,297 

28,836 

93.381 

22 

770 

792 

94,173 

Colorado 

Connecticut 

- 

11,238 

39,806 

- 

51,0l.l^ 

- 

965 

965 

52,009 

Connecticut 

Delavare 

8 

7,71*2 

6,111. 

- 

13.86U 

3 

127 

130 

13,994 

Delaware 

Florida 

. 

32,118 

17'.,  535 

112,311 

318, 96U 

27 

2,943 

2,970 

321,934 

Florida 

Georgia 

. 

22,602 

68,856 

2,732 

9l^,190 

2 

1.045 

1,047 

95,237 

Georgia 

Bavall 

282 

1.27 

7,6W. 

- 

8,353 

- 

252 

252 

8,605 

Bavall 

Idaho 

6,2U5 

lU,098 

I«),802 

10,507 

71,652 

33 

1.352 

1,385 

73,037 

Idaho 

IlllnolB 

3,ll»l 

61,307 

155,609 

7,230 

227,287 

56 

1.452 

1,508 

228,795 

lUlnots 

Indiana 

3,225 

U7,iua 

115,008 

9,883 

175, 26U 

4 

1.017 

1,021 

176,285 

Indiana 

I  ova 

3,177 

21,632 

107,258 

26,1«37 

158. '•7'^ 

2 

1.092 

1,094 

159,568 

lava 

Kansas 

■1,510 

21,808 

2,136 

6,892 

35.3^.6 

1 

686 

687 

36,033 

Kansas 

Kentucky 

- 

17,956 

- 

2,500 

20.^i56 

24 

34 

58 

20,514 

Kentucky                  | 

Louisiana 

- 

16,2011 

65,757 

. 

81,961 

9 

1,248 

1,257 

83,218 

Louisiana 

Maine 

- 

U,310 

'•9.122 

- 

53,'*32 

1 

650 

651 

54,083 

Maine 

Maryland 

22 

U,555 

37.609 

- 

U9,186 

1 

371 

372 

49,558 

Maryland 

Massachusetts 

- 

22,602 

103.187 

_ 

125,789 

2 

100 

102 

125,891 

Massachusatta 

Michigan 

5, '•95 

59,  IW* 

277.271 

31.212 

373,122 

7 

2,681 

2,688 

375,810 

Michigan 

Minnesota 

3,979 

32,186 

176,233 

26.295 

238,693 

8 

1,234 

1,242 

239,935 

Minnesota 

Mississippi 

- 

l'»,103 

17.262 

1,7'.U 

33.109 

5 

189 

194 

33,303 

Mississippi 

Missouri 

1,836 

"•2,578 

8U,982 

. 

129.396 

8 

325 

333 

129,729 

Missouri 

ttontana 

8Ul 

U,W.2 

33.821 

. 

39.IOU 

12 

490 

502 

39,606 

M>ntana 

Nebraska 

38,257 

16,092 

21.512 

. 

75.861 

2 

790 

792 

76,653 

Ifebraska 

Nevada 

'      658 

1.732 

8.587 

10,810 

21.787 

SO 

867 

887 

22,674 

Hevada 

New  BaapshlTQ 

. 

2,577 

20,086 

. 

22,663 

. 

621 

621 

23,284 

Ifew  BsBpshire 

Nev  Jersey 

71 

29,89U 

'•7.106 

- 

77.071 

20 

55 

75 

77,146 

Hew  Jersey 

Hew  Mexico 

2,030 

7,682 

18, '•68 

16,82U 

■•5.0011 

51 

481 

532 

45,536 

Rev  Mexico 

Hew  York 

- 

39,101 

153,968 

- 

193.069 

52 

2.781 

2,833 

195,902 

Nov  York 

north  Carolina 

. 

30,709 

118, '.7'» 

. 

1^^9,183 

7 

3,354 

3,361 

152,544 

north  Carolina 

Horth  Dakota 

59 

2,1^9 

3,998 

2,650 

8,856 

18 

41 

59 

8,915 

North  Dakota 

Ohio 

6,181 

Ui.,lU2 

23'^,03l^ 

284,357 

14 

2,990 

3,004 

287,361 

Ohio 

Oklahooa 

1,332 

15,322 

1,6J.6 

17,5^ 

35,8Uo 

19 

486 

505 

36,345 

Qklahom 

Oregon 

5,688 

11,751 

11,7^5 

H3,696 

72,880 

30 

959 

989 

73,869 

Oregon 

Pennsylvania 

l,6kO 

52,197 

80,258 

. 

134,095 

14 

2,622 

2,636 

136,731 

Pennsylvania 

Rhode  Island 

- 

5,979 

17,086 

. 

23,065 

. 

159 

159 

23,224 

Rhode  Islazld 

- 

9.3't7 

8,037 

- 

17,384 

50 

432 

482 

17,866 

South  Dakota 

ao9 

1»,082 

32,133 

7.165 

43,589 

20 

586 

606 

44,195 

South  Dakota        | 

Tennessee 

- 

13,171 

9,776 

2.203 

25,150 

55 

54 

109 

25,259 

Tennessee 

Texas 

- 

8l,2b5 

■•31,176 

29.320 

541,761 

38 

3,082 

3,120 

544,881 

Texas                         1 

Utah 

••36 

3,239 

18,616 

22,291 

21 

168 

189 

22,480 

Utah                           ' 

VerK)nt 

67 

1,755 

13,325 

. 

15,147 

2 

62 

64 

15,211 

Vermnt 

VlrgUla 

- 

35,365 

■•7,905 

. 

83,270 

9 

963 

972 

84,21.2 

Virginia 

Washington 

2,508 

12,538 

107,07't 

■•6,816 

168,936 

127 

1,048 

1,175 

170,111 

Washington 

Vest  Virginia 

- 

11,547 

1U,067 

2,3l^8 

27,962 

1 

259 

260 

28,222 

West  Virginia 

Ulsccnsln 

''?!? 

20,672 

13,3''5 

. 

39,279 

13 

659 

672 

39,951 

Wisconsin 

Wyoialng 

7,626 

3.956 

8,181 

11, 93'^ 

31,697 

14 

441 

455 

32,152 

Wyoming 

Dlst.   of  Col. 

- 

860 

678 

1,538 

55 

183 

238 

1,776 

Diet,   of  Col. 

Total 

187,138 

1,066,218 

3,551,212 

760,926 

5,565,494 

1,212 

54,837 

56,049 

5,621,543 

Total 

1/     The  SM 

xmt  and  slgnl 

f  Icance  of  i 

lata  on  tral 

Ler  reglstra 

Clons           0 

r  autOBohl 

La  trailers. 

vary  greatly. 

teta  are  repox 

ted  to  the  c 

xtent  availi 

ible. 

4/     Ho. 

it»  trailers 

are  claasll 

■led  as  Ught 

car  trailer*  Is 

2/     These 

:oluHis  lnclu<3 

Le  all  coBDBz 

clal  type  t 

rallers  and 

seal-            n 

iny  states 

and  In  othe 

r«  they  ar« 

not  require 

d  to  be  regis- 

tralUrs  that  ai 

re  In  private 

or  for-hlre 

use. 

t< 

9  red. 

3/     3ev»ra. 

L  States  do  nc 

)t  require  tl 

le  reglstrat 

Ion  of  light 

fara 

Soiirce:     U.   S.  Biireau  of  Public  Roads,   Highway  Statistics,    I963. 
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Sex  ATE  Fact  Findixg  Committee  ox  Revexte  and  Taxation- 
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-Rc.3.Mi-^r  aiul  prr.c.n.Tl-pri.por1«   laM--  .hi  a  •iii;H<-Hini«,  lhrr^-ji»lr  ■lump  Iriirk.  40.000  p<MiiH<  er"~  »rhirlr  arielil   <^".  ") 


State 


Private  operation 


Hegistra- 
tlon  fee 


Property 
tax 


Other 
taxes  and 

fees 


Mllea^ 

or 

ton-slle 

tax 


Gaaollne 
tax 


Total 


aanjc  of  State 


Total 

fees  and 

taxes 


Bcv  Er.glajid: 

Connecticut 

Malrje 

Massachusetts 

Sev  Ha;=?ehlre 

Hbode  Island 

Vermont 

Middle  Atlantic: 

Bev  Jersey 

j^ev  yorjt --- 

Perjisylvaola -- 

East  Sorth  Central: 

Illinois 

Indiana — 

Michigan 

Ohio 

Wisconsin 

West  Korth  Central: 

Iowa 

Kansas 

Minnesota ._•_._ 

Missouri 

Sebraaka -— — - 

Bortb  Dakota 

South  Dakota 

South  AtlBotie: 

Delaware 

District  of  Col\abla- 

Florlda 

Georgia 

Maryland 

■orth  Carolina 

South  Carolina 

Virginia 

Meat  Virginia- — 

Esat  South  Central: 

Alahaaa 

Kentucky 

MlsBlaslppi 

Tennessee 

West  South  Central: 

Arkansas 

Louisiana 


Kxas- 

Hountain: 

Arizona 

Colorado 

Idaho 

MoDtana 

■erada 

tent  Mexico- 
Utah— 

Vyoaing 

Pacific: 

Callfomia- 

Oregoo- 

Washington - 

Other  Areas: 

AlasJca 

Hawaii 


Average  1/ 


$260.00 
321.00 
120.00 
2li0.00 
200.00 
500.00 

2UO.0O 
200.00 
252.00 

61*0.00 
200.50 
393-75 
Wk7.10 
kTS.OO 

t65.00 
150.00 
W»3.65 
100.00 
1»10.50 
liOO.OO 
1»06.00 

178.50 
202.50 
203.00 

100.00 
175-00 

321.00 

2U.00 

180.00 

26i.50 

300.50 
H75.75 
272.00 
1.35.00 

200.00 
2l>0.00 
375.50 
396.00 

189.00 

19-00 

100.00 

teo.oo 

87.50 

232.10 

200.00 

30.00 
327.00 

110.00 
521.90 

110.00 

181.50 

$2T3-03 


$291.72 
167.50 

25k.  10 
271.60 


183.1k 

k38.07 


360. 6W 
ZJ9.57 


126.80 
35.00 
112.75 
158.  W 
21V. 50 
8i.oe 

268.00 

159.20 
168.83 


92.1«0 


ll»2.13 

180.80 
160.80 

297.32 

111.00 

261.75 
160.80 


187.65 
$198.59 


$2.00 

2.00 

120.60 

2.00 


1.00 


.50 

(165.00 


1.00 


1.00 
1.00 


1.00 


5.00 
398.25 


1.00 

5.00 

IW.OO 
396.50 

213.50 


$98.13 


$187.50 


60.00 
150.00 


569.68 
399.00 


393.75 


$296.65 


$lt50.00 

525.00 

kl2.50 
525.00 
525.00 
fc87.50 

1.50.00 
^50.00 
525.00 

375.00 
1.50.00 
1.50.00 
525.00 
k50.00 

1.50.00 
375-00 
1.50.00 
375-00 
525-00 
1.50.00 
V50.OO 

1.50.00 
1.50.00 
525.00 
H87.50 
1.50.00 
525.00 
525.00 
675.00 
525.00 

525.00 
675-00 
525.00 
525.00 

W7.50 
525-00 
1.87.50 
375.00 

1.50.00 
1.50.00 
1.50.00 
i.50.00 

1150.00 
1.50.00 
1.50.00 
375.00 

525.00 
U50.00 
562.50 

600.00 

375.00 

$J.79.'»1 


$1,001.72 
1,015.50 
788.60 
885.60 
996-60 
987.50 

691.00 
637.50 
777.00 

1,196.11. 
1,088.57 

903-75 
1,122-10 

925.00 

915.00 
885. 61. 
893.65 
631.56 

1,215.07 
850.50 

1.323.00 

628.50 
653.50 
728.00 
71H.30 
660.00 
958.75 
891.. V> 
1,070.50 
891.52 

1.093.50 

1,309.95 

965.83 

960.00 

779.90 
765.00 
863.00 
9l'».13 

819.80 

1,219. 1»8 

95'»-00 

1,11*7.32 

1,01.6.75 

682.10 

932.75 

96I..55 

1,000.00 

958.50 
1,297.90 

897.65 
556.50 

$927-11 


Ik 
13 
39 
3fc 
16 
17 

W5 
37 

1.1 

6 
10 
28 

8 
25 

26 
33 
31 
k9 

5 
36 

1 

50 
1.8 

"•3 
1.1. 

k7 
21 
30 
U 
32 

9 
2 

18 
20 

uo 

1.2 
35 

27 

38 
1. 
23 
7 
12 
1.6 
21. 
19 

15 
22 

3 

29 

51 


1/     The  average    fee     has  been  coaputed  lo  each  category  on  the  basis  of  States  that  levy  a  tax  In  the  category. 

Source:     U.  S.  B-oreau  of  P-oblic  Reads,   Road-User  and  Property  Taxes  on  Selected 
Motor  Vehicles,   I964. 
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The  Honorable  Glenn  M.  Anderson 
President  of  the  Senate 

Dear  Sir : 

The  Senate  Fact  Finding  Committee  on  Revenue  and  Taxation  created  pur- 
suant to  Section  12.5  of  the  Standing  Rules  of  the  Senate  and  pursuant  to  Senate 
Resolution  No.  173,  read  and  adopted  under  Senate  Resolution  No.  270.10,  June 
21,  1963,  herewith  submits  its  first  report. 

This  report  is  a  part  of  a  series  of  nine  studies  undertaken  by  this  committee 
with  respect  to  a  comprehensive  study  of  the  tax  systems  presently  in  effect  in 
the  State  of  California  and  its  local  subdivisions. 

This  section  constitutes  an  analysis  of  California's  taxes  levied  upon  private 
cars.  The  report  examines  the  historical  performance  of  this  tax  as  a  revenue 
producer ;  presents  its  structural  and  administrative  problems ;  and  the  revenues 
that  this  tax  may  be  expected  to  produce  under  various  assumptions  with  respect 
to  changes  in  the  law,  and  changes  in  the  transportation  scene  in  California. 

The  committee  wishes  to  take  this  opportunity  to  gratefully  acknowledge  the 
cooperation  and  assistance  of  officials  of  the  State  Board  of  Equalization,  and 
the  State  Department  of  Finance. 

"We  also  wish  to  thank  the  many  private  groups  and  individuals  who  unself- 
ishly contributed  their  time,  information,  and  advice  to  assist  us  in  the  prepara- 
tion of  this  report. 
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GEORGE  MILLER,  JR.,  Chairman 
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THE  PRIVATE  CAR  TAX 


Infroduction 

The  special  property  tax  imposed  on  railroad  cars 
owned  by  private  car  companies,  such  as  the  Pacific 
Fruit  Express  Company,  the  Pullman  Company  and 
the  Union  Tank  Car  Company,  is  one  of  several  taxes 
levied  by  the  State  of  California  on  an  ad  valorem 
property  base.  Since  1938  this  tax  has  been  in  lieu  of 
all  other  state  and  local  property  taxes  on  the  car 
companies'  rolling-  stock.  The  tax  is  administered  by 
the  State  Board  of  Equalization  and  its  revenue  yield, 
currently  about  $2  million  a  year,  goes  to  the  General 
Fund  of  the  state.  While  this  yield  is  only  0.06  of  1 
percent  of  state  tax  revenues  and  is  slight  compared 
to  the  approximately  $3  billion  of  local  property  tax 
collections,  the  tax  does  impose  substantial  levies  on 
some  companies  and  is  an  appropriate  component  of 
the  overall  property  tax  sturcture. 

Several  considerations,  wliicli  are  discussed  below, 
appear  to  warrant  this  unique  property  tax  treatment 
of  private  cars,  but  attention  should  be  given  from 
time  to  time  to  the  alignment  of  this  special  tax  with 
others,  so  that  the  property  tax  system  as  a  whole 
operates  equitably  and  without  favor  or  prejudice 
to  particular  types  of  business.  In  particular,  the 
method  of  computing  the  private  car  tax  rate  ap- 
pears to  deserve  reexamination  so  that  this  levy  may 
relate  more  closely  to  other  property  tax  burdens  on 
tangible  pi-operty  and  not  be  unduly  weighted  by 
special  considerations  given  for  intangibles  or  solvent 
credits  under  the  property  tax  system. 

Background  and  rationale 

Historicalljr  the  private  car  companies  have  been 
treated  under  the  property  tax  generally  in  the  same 
manner  as  other  classes  of  public  utilities  such  as  rail- 
road, telephone  and  telegraph,  gas  and  electric,  inter- 
eounty  pipeline,  and  express  companies.'  Broadly  the 
taxation  of  public  utilities  in  California  has  passed 
through  ioiiv  quite  distinct  phases:  (1)  The  period  of 
local  assessment  and  local  property  taxation.  This 
period  extended  from  the  beginning  of  statehood 
until  the  adoption  of  the  Constitution  of  1879.  (2)  The 
period  of  partial  state  assessment  with  apportionment 
to  localities  for  taxation.  During  this  period  both  state 
and  local  governments  apjjlied  their  own  property  tax 
rates.  This  phase  began  in  1879  and  lasted  until  Con- 
stitutional Amendment  Number  1  was  approved  in 
1910.  (3)  The  period  of  separation  of  sources,  with 
gross  receipts  taxes  in  liew  of  ad  valorem  property 
taxes  on  public  utilities  at  the  state  level  and  other 
properties  taxed  at  the  local  level.  This  phase  lasted 
from  1911  until  the  Constitutional  Amendment  of 
1933   (Article  XIII,  Section  14).  (4)   The  period  of 

^  For  a  detailed  discussion  of  the  earlier  developments  see  "State 
Taxes  Upon  Selected  Types  of  Business  Enterprise :  Public 
Utilities."  Chapter  VIII,  State  and  Local  Taxes  in  Califor- 
nia: A  Comparative  Analysis.  Report  of  the  Senate  Interim 
Committee  on  State  and  Local  Taxation,  California  Legis- 
lature, 1951. 


state  assessment  of  most  public  utility  property  and 
an  apportionment  to  localities  for  property  taxation. 
Except  for  the  private  car  companies,  this  phase  has 
lasted  from  1933  (or  1935,  when  the  changes  were 
first  put  into  effect)  until  the  present.  The  state- 
assessed  property  is  certified  to  local  officials  for  the 
extension  of  local  taxes  in  the  same  manner  as  other 
property.  In  1937  the  private  ears  were  removed 
from  the  classes  of  public  utility  propei'ty  that  are 
apportioned  to  local  units  for  property  taxation. 

Under  Article  XIII,  Section  14  of  the  Constitution, 
the  State  Board  of  Equalization  is  assigned  the  task 
of  assessing  annually  the  property  of  "sleeping  car, 
dining  car,  drawing-room  car,  and  palace  car  com- 
panies, refrigerators,  oil,  stock,  fruit  and  other  car- 
loaning  and  other  car  companies  operating  upon  the 
railroads  in  the  state ' '  as  well  as  the  property  of  rail- 
road companies,  express  companies,  telegraph  and 
telephone  companies,  gas  and  electric  companies  and 
intercounty  pipelines,  flumes,  canals,  ditches  and 
aqueducts. 

Following  the  1933  constitutional  amendment, 
schedules  of  all  of  the  ad  valorem  assessments  made  by 
the  board  were  presented  for  the  first  time  in  the 
Biennial  Report  of  the  State  Board  of  Equalization, 
1935-1936.  In  making  the  first  valuations  in  1935, 
the  board  found  itself  facing  three  major  problems: 
(1)  valuation  of  utility  systems  as  a  whole,  (2)  segre- 
gation of  the  value  of  the  component  items  of  prop- 
erty in  the  several  taxing  jurisdictions,  of  which  there 
were  then  4,970,  and  (3)  equalization  of  these  assess- 
ments with  those  made  by  local  assessors  so  that  com- 
mon tax  rates  might  be  applied  equitably.^ 

With  respect  to  the  car  companies,  whose  property 
consisted  very  largely  or  entirely  of  rolling  stock,  the 
problem  of  segregating  and  allocating  shares  of  as- 
sessed values  among  numerous  local  taxing  units  was 
exceedingly  difficult.  The  board  endeavored  to  assess 
the  rolling  equipment  at  hundreds  of  fixed  locations 
throughout  the  state,  but  with  less  than  satisfactory 
results.  It  is  doubtful  that  statistics  could  ever  be 
easily  and  inexpensively  obtained  that  would  provide 
an  accurate  basis  for  attributing  a  share  of  the  value 
of  cars  to  each  of  the  various  groupings,  and  overlap- 
pings  of  the  local  taxing  units  through  which  the  cars 
move.  The  administrative  costs  of  endeavoring  to  do  so 
would  be  inordinately  high.  Moreover,  the  assessments 
allocated  to  local  taxing  districts  were  in  some  in- 
stances so  small  that  they  were  scarcely  worth  tax  col- 
lection effort.  The  taxpayers  also  found  the  apportion- 
ment system  irksome  because  it  involved  a  large 
number  of  tax  bills  in  small  amounts.  Accordingly 
the  local  apportionment  system  for  private  cars  was 
abandoned. 

"The  passage  of  the  Private  Car  Tax  Act  in  1937 
was  favored  by  the  board  as  the  administrator  of  the 

=  Biennial  Report,  10S5-.16,  p.  6. 
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act.  and  by  the  private  ear  companies  who  pay  the 
taxes  because  it  simplified  the  entire  procedure.  .  .  . 
The  taxpayer  receives  only  one  bill  and  remits  one 
check  to  the  State  Treasury. ' '  ^ 

The  1937  act  also  had  the  support  of  local  govern- 
ment ofiScials,  even  though  it  meant  the  transfer  of 
some  property  tax  revenue  from  the  local  to  the 
state  level.*  The  local  officials,  represented  by  the 
County  Supervisors  Association,  the  League  of  Munici- 
palities, and  committees  of  local  assessors,  recognized 
the  importance  to  their  localities,  as  well  as  to  the  state 
in  general,  of  having  an  adequate  and  highly  competent 
staff  in  the  Board  of  Equalization  to  meet  the  state's 
property  tax  responsibilities,  which  included  CI)  as- 
sessment of  railroad  and  other  public  utility  property, 
(2)  interdistrict  equalization  of  assessments,  and  (3) 
provision  of  supervisory  and  technical  aid  to  county 
assessors.  State  budgetary  hearings  had  already 
evinced  the  rather  common  reluctance  of  state  legisla- 
tures to  provide  funds  for  high  quality  administra- 
tion of  a  tax  from  which  the  state  derived  no  revenue. 
The  allocation  of  a  wholly  state  administered  private 
car  tax  to  the  State  General  Fund  was  regarded  as  a 
reasonable  means  of  offsetting  some  of  the  costs  of  an 
enlarged  and  improved  agency  for  state  property  tax 
administration.  Concomitantly  with  the  passage  of  the 
1937  act,  the  board's  budget  was  enhanced  to  enable 
significant  strengthening  of  its  staff.= 

The  degree  to  which  the  availability  of  state  ftinds 
from  the  private  car  tax  has  influenced  the  quality  of 
state  property  tax  administration  in  California  may 
be  a  matter  of  conjecture.  But  to  a  considerable  extent 
this  financing  arrangement  has  probably  eased  the 
common  problem  noted  by  California  officials  in  the 
1930 's  and  noted  again  in  1963  by  the  National  Advi- 
sory Commission  on  Intergovernmental  Relations : 

In  recent  decades  the  ma.iority  of  the  states  with- 
drew largely  or  entirely  from  state  use  of  the  prop- 
erty tax.  This  development  added  materially  to  the 
tax  resources  of  local  governments  but  also  created 
a  new  problem.  .  .  .  The  new  problem  was  how  to 
overcome  the  tendency  of  the  states  to  skimp  their 
share  of  property  tax  administration.  Many  legis- 
latures were  reluctant  to  appropriate  funds  for 
the  administrative  supervision  of  a  tax  that  pro- 
duced little  or  no  state  revenue,  seemingly  oblivious 
of  the  fact  that  weakening  of  the  property  tax 
through  local  mismanagement  would  increase  the 
demand  for  state  fiscal  aid  from  other  revenue 
sources.  .  ,  . 

"WTiether  or  not  the  property  tax  is  used  for  state 
purposes,  it  requires  an  established  position  in  state 
financial  planning.  Since  the  state  and  its  localities 
share  one  governing  job.,  with  the  state  responsible 
for  determining  the  local  share  of  this  role  and  pro- 
viding adequate  means  for  its  financing,  state  finan- 

>  Biennial  Report  of  the  State  Board  of  Bqualisation,  19S7- 
19.iS,  p.  7. 

•See  Appendix  A,  a  letter  for  John  H.  Kieth,  former  Chief  of 
the  Division  of  Assessment  Standards,  which  discusses  some 
of  the  considerations  imderljing  the  1937  act. 

'nid. 


cial  planning  necessarily  must  be  in  terms  of  the 
overall  revenue  structure.* 

Objective  observers  making  interstate  comparisons 
have  indicated  a  relatively  high  regard  for  property 
tax  administration  in  California  "where  much  local 
assessing  is  of  superior  qtiality  and  state  technical  as- 
sistance, is  highly  competent.""  They  have  also 
pointed  out  that,  "for  the  state  governments'  share 
of  property  tax  administration,  California's  expendi- 
ttire  is  rather  modest. ' '  ^ 

It  is  noteworthy  that,  perhaps  in  part  through  co- 
incidence, the  Board  of  Equalization's  net  expendi- 
tures for  all  functions  of  the  Property  Tax  Depart- 
ment have  closely  approximated  the  yield  of  the 
private  ear  tax.  In  fiscal  year  1964  the  board  expendi- 
tures for  the  Property  Tax  Department  were  some- 
what less  than  $2,1  million,  after  allowing  for  reim- 
bursable costs  of  timber  appraisals  and  mapping  for 
counties.^  In  1964  the  private  car  tax  lew  totaled 
$2.017.021.»'> 

There  is,  of  course,  no  necessary  relationship  be- 
tween the  funds  required  for  adequare  performance 
of  aU  state  property-  tax  functions  and  the  yield  of 
the  private  car  tax.  But  the  figures  suggest  that  the 
rationale  for  state  use  of  funds  under  the  Private 
Car  Tax  Act  of  1937  has  been  at  least  roughly  brone 
out.  and  the  generally  observed  "tendency  of  the 
states  to  skimp  their  share  of  property  tax  administra- 
tion" has  been  less  pronounced  in  California. 

In  the  early  years  of  the  private  car  tax  a  few 
out-of-state  companies  operating  a  relatively  small 
number  of  cars  in  California  challenged  the  validity 
of  the  tax.*^  These  issues  were  resolved  in  a  test  case 
decided  July  27.  1945,  People  of  the  State  of  Cali- 
fornia V.  Keith  Railicay  Company  (70  Cal.  App.  2d 
339).  and  a  petition  to  review  this  decision  was  de- 
nied by  the  California  Supreme  Court  on  September 
12,  1945,  The  Private  Car  Tax  Act  of  1937  was  held 
not  to  be  invalid  under  either  the  federal  or  state 
constitution  as  lacking  equality  and  uniformity.  The 
act  was  a  legitimate  exercise  of  the  Legislature's 
power  tinder  Article  XIII,  Section  14  of  the  State 
Constitution  to  "classify  any  and  all  kinds  of  per- 
sonal property  for  the  purposes  of  assessment  and 
taxation  in  a  manner  and  at  a  rate  or  rates  in  pro- 
portion to  value  different  from  any  other  property." 
An  owner  of  private  cars  furnished  to  shippers  for 
transportation  on  railroads  in  California  was  held 
properly  subject  to  such  taxation  even  though  that 
owner  were  not  a  common  carrier. 

Operafion  of  the  Private  Car  Tax 

The  special  property  tax  on  private  car  companies 
is  levied  annually  by  the  Board  of  Equalization  on  . 
the  as.sessed  value  of  the  average  amount  of  private 

•  Advisory    Conjmission    on    Governmental    Relations,    The    Role 

of    the    States   in   Strengthening    the   Property    Tax.   Vol.    1,  , 
Washington,    D.C.,    U.S.    Government   Printing   Office,    196J, 
pp.  12-13. 

•  Advisorv  Commission  on  Intergovernmental  Relations,  op.  ci*.. 

Vol.  1..  p.  33. 
s/bid..  VoL  2,  p.  11. 
'California   State   Board   of  Equalization   Annual   Report    JSSi- 

6i.  p.  A-4. 
Tbid..  p.  A-32. 
n  Biennial  Report  of  the  State  Board  of  Bqualviation,  19S9-lHt, 

p.  10  ;  ibid.,  19iS~ie,  p.  13.  i 
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lis  habitually  in  the  State  of  California  at  a  tax 

itc  c-omputed  as  the  next  preceding  year's  average 

ill'  of  property  taxation  in  the  state. ^'  The  tax  is  in 

I'll  of  all  other  state  or  local  ad  valorem  taxes  upon 

!'i\;ite  cars  and  property  incidental  to  their  opera- 

-.  and  all  receipts  are  deposited  in  the  State  Treas- 

I  o  the  credit  of  the  General  Fund. 

The  value  at  -which  these  ears  are  assessed  depends 

,11.11  the  board's  determination  of  (1)  the  cars'  mar- 

■t  value,    (2)    the  proportion  of  time  they  were  in 

fornia  during  the  year,  and  (3)  the  average  local 

sment  level  for  other  tangible  property. 

I'nder  the  tax  law,  the  Board  of  Equalization  may 

dicate  and  obtain  the  types  of  records  and  data  it 

'ems  necessary  both  from  tlie  private  car  companies 

id  from  the  railroad  companies  on  whose  lines  the 

■i\ate   cars  arc   operated.   The   property  subject  to 

!■>  tax  includes  not  only  the  cars  but  also  the  mate- 

1^  and  supplies  held  or  used  in  California  in  re- 

iag,  servicing  and  operating  the  cars.  The  fixed 

•I'rty  of  car  line  companies,  however,  is  not  subject 

i'  state  car  tax  but  is  treated  like  the  property  of 

toads,  gas  and  electric  companies  and  other  utili- 

■  which  are  state-assessed  and  apportioned  to  local 

\  I'rnmental  units  for  property  taxation. 

To  determine  the  proportion  of  private  cars'  value 

lit  may  be  fairly  taxed  in  California,  reliance  is  now 

"d  on  computer  runs  of  detailed  railroad  records. 

"V  the  tax  law  "the  average  amount  of  private 

habitually  in  the  state"  may  be  established  upon 

liasis  of  car  mileage,  track  mileage,  or  other  rea- 

~  able  factors.^*  In  the  early  years  of  the  tax,  the 

ii'rage  number  of  cars  in  the  state  during  a  year 

A  s  estimated  largely  on  the  basis  of  car  mileage  data, 

It  studies  of  railroads'  records  of  car  movements 

i  iieated  the  superiority  of  maintaining  a  running 

ij'entory  of  cars  taken  directly  from  the  records  of 

l.i  railroad  lines  over  whicli  the  cars  were  operated.^* 

'  rrently  each  private  car  entering  or  leaving  the 

s  te  is  identified  by  its  registration  number  from  re- 

rrts  by  the  railroads  that  haul  it.  A  car  is  assessed  at 

t  it  fraction  of  its  value  that  equals  the  ratio  of  the 

limber  of  days  it  was  in  the  state  to  the  total  number 

orlays  in  the  year.^^ 

rhe  development  of  a  running  inventory  of  cars 
'  m  the  railroads'  records  resulted  in  larger  revenues 
^  m  the  private  car  tax  and  in  narrower  areas  of  dis- 
'  I'ement  between  administrators  and  taxpayers 
1  lit  the  accuracy  of  assessments.^^  Assessments  based 
■'  the  inventory  system,  however,  necessarily  lag 
e  nts  by  one  year,  since  the  average  number  of  cars 
id  for  assessment  in,  say,  1965  will  depend  upon 
tl  actual  number  of  cars  and  lengths  of  stay  that 
We  determined  for  1964. 

I^he  portion  of  a  private  car's  market  value  ascrib- 
i'^  to  California,  on  the  basis  of  the  length  of  its 
''  ■  in  the  state  is  then  adjusted  according  to  the 

J^  -venue  and  Taxation  Code,  Division  2,  Part  6. 
"  ■venue  and  Taxation  Code,  Sec.  11293. 

'  Hfornia  State  Board  of  Equalization  Biennial  Report.  19S9- 
„]i'JIiO,  p.  20;  ibid.,  19J,l-19i2,  p.  24. 

'.,  California  State  Board  of  Equalisation  Annual  Report, 
^^    1960~ei,  p.  S  ;  ibid.,  1962-63,  pp.  6-7. 

■  ,   California   State   Board   of  Equalization  Biennial   Report, 
19il-19i2,  p.  24;  ibid.,  19iS-191,Ji,  p.  25. 


average  ratio  of  assessed  value  to  full  cash  value  for 
other  tangible  propert.y  in  the  state.  Tliis  is  done  in 
accordance  with  tax  law  which  requires  the  board  to 
equalize  the  value  of  tangible  property  throughout 
the  state  as  fixed  for  purposes  of  county  taxation. i" 
In  recent  years  the  ratio  of  assessed  value  to  full  cash 
value  emplo.yed  in  determining  state-assessed  value  of 
private  cars,  as  well  as  property  of  other  utilities,  has 
been  25  percent  or  more.^*  This  is  somewhat  higher 
than  the  statewide  average  ratio  of  assessed  to  full 
cash  value  of  locally  assessed  property  which  was  re- 
ported as  23.8  percent  for  1962,  23.1  percent  for  1963, 
and  22.1  percent  for  1964.''*  However,  one-eighth  of 
tlie  total  assessed  value  of  property  on  the  county  tax 
rolls  is  comprised  of  state-assessed  property.  The  iini- 
form  use  of  a  25  percent  assessed  to  full  value  ratio 
for  this  property  would  tend  to  raise  the  statewide 
ratio  for  all  property  somewhat  above  that  indicated 
for  the  locally  assessed  property,  and  would  also  keep 
the  assessed  value  of  private  cars  comparable  to  that 
of  other  state-assessed  utility  property. 

The  tax  rate  applicable  to  the  assessed  value  of  pri- 
vate cars  is  computed  annuallj^  by  the  State  Board 
of  Equalization  "at  the  next  preceding  year's  average 
rate  of  taxation  in  the  state."  -°  The  law  requires  that 
the  board  "compute  the  average  rate  of  taxation  in 
the  state  by  adding  the  county,  city,  school  district, 
and  other  general  and  special  taxes,  but  not  special  as- 
sessments, and  di^^ding  the  amount  obtained  by  the 
total  assessed  valuation  in  the  state  as  shown  by  the 
county  tax  rolls  for  tlie  same  year. "  -'  Under  a  ruling 
by  the  Attorney  General  --  this  computation  has  been 
construed  to  include  not  only  tangible  property  but 
also  intangible  property.  At  the  present  time  the  only 
intangibles  subject  to  property  taxation  are  solvent 
credits,  and  they  are  subject  to  a  special  property  tax 
at  the  local  level  at  a  uniform  rate  of  one-tenth  of  1 
percent.  Including  these  intangibles  with  the  tangible 
property  thus  results  in  a  lower  average  tax  rate  than 
for  tangible  property  alone.  Details  of  the  computa- 
tion of  the  private  car  tax  rate  for  each  year  are  now 
published  in  Table  lOE  of  the  California  State  Board 
of  Equalization,  Annual  Report.  For  the  1964-65  fis- 
cal year  the  rate  was  set  at  $6.99  per  ."filOO  of  assessed 
value  and  the  levy  amounted  to  $2,017,000. 

The  performance  of  the  state  private  car  tax  from 
1938  to  1964  is  summarized  in  Table  1.  The  figure  for 
the  average  number  of  cars  in  the  state  has  increased 
from  about  13,000  in  1938  to  14,500  in  1964,  or  by 
roughly  one-eighth,  but  there  have  been  significant 
variations  from  year  to  year,  with  1954  showing  an 
average  of  almost  18,000  cars  in  the  state.  Various 
factors  operate  to  alter  the  average  numbers  includ- 
ing the  decline  in  the  use  of  some  types  of  equipment 
such  as  pullman  cars  and  the  rise  in  iise  of  new  equip- 
ment for  hauling  chemicals  or  automobiles.  Cyclically 
the  average  number  of  ears  in  the  state  tends  to  rise 


^^  Revemie  and  Taxation  Code,  Sec.  11292. 

w  According  to  discussions  witli  Mr.  L.  J.  Eastman,  Cliief,  Valu- 
ation Division,  State  Board  of  Equalization,  June  8,   1965. 

"  California  State  Board  of  Equalization,  Annual  Report,  1961- 
6i.  p.  12  ;  1962-6.'!.  p.  13,  796.3-6',,  p.  17. 

''  Revenue  and  Taxation  Code,  Sec.  11401. 

'^Ibid.,  Sec.  11403. 

=2N.S.  972,  April  23,  1938. 


10 


Senate  Pact  Finding  Committee  on  Re\t;nue  and  Taxation 


Table  1 

Private  Car  Tax  Assessments,  Tax  Rates,  and  Tax  Levies,   1938  to   1964 


Year 


1964- 
1963- 

1962., 
1961- 
1960. 
1959- 
1958. 


1967.. 
1956.. 
1955.. 
1954.. 
1953. 

1952. 
1951. 
1950. 
1949. 
1948. 

1947. 
1946- 
1945. 
1944. 
1943- 

1942- 
1941. 
1940- 
1939. 
1938. 


Average 
number 
of  ears 


14,534 
14,502 

15,639 
16,182 
16.055 
15,953 
16,867 

17,108 
17,168 
17,644 
17,993 
17,092 

16,051 
16,511 
17,068 
17,245 
15,823 

15,445 
16.649 
16,747 
14,010 
12,603 

12,903 
1.3,319 
13,461 
14,!)01 
12,967 


value* 

(In 

thousands) 


$28,855 
26,679 

26,506 
26,807 
25,894 
25,848 
.30.573 

29,826 
27.435 
26.136 
26,5,34 
25,378 

23,524 
21,974 
19,186 
19,706 
18.274 

16.804 
16.463 
15.885 
14,340 
12,738 

12,422 
12,092 
11,558 
11,489 
11,669 


Average 


value 
per  ear* 


J!,985 
1.832 

1,695 
1,657 
1,613 
1,620 
1.813 

1.743 

1,598 
1,481 
1,475 
1,485 

1,466 
1,331 
1.124 
1,143 
1,155 

1.088 

989 

949 

1,024 

1,011 

963 
908 
859 
792 
900 


Tax  rate 
per  $100 


value 


Amount 

of 

taxi> 


6.99 
6.92 

6.82 
6.54 
6.44 
6.24 
5.60 

5.33 

5.19 
5.09 
4.90 
4.81 

4.79 
4.95 
4.64 
4.62 
4.24 

4.26 
3.52 
3.32 
3  27 
3.53 

3.79 
3.80 
3.78 
3.72 
3.60 


$2,017,021 
1.846.205 

1,807.749 
1,753,249 
1,667,554 
1,612,935 
1,712,163 

1,589.801 
1,423.984 
1.330,427 
1,300,899 
1,221,511 

1,126,936 

1.088,760 

890,655 

910,607 

775,083 

717.097 
579.541 
527,492 
468,942 
449.901 

470,931 
459,540 
436,964 
427,476 
420,067 


SOURCE:  California  State  Board  of  Equalization,  Annual  Report  1963-64,  p.  A-32. 
■  Includes  materials  and  supplies  held,  stored,  or  used  in  the  state  for  the  purpose  of  re- 
pairing, improving,  servieing,  or  operating  the  cars. 
*>  Includes  penalties  for  failure  to  file  timely  returns. 

relatively  in  recession  periods,  when  California-based 
ears  are  returned  more  quickly,  and  to  decline  in  more 
prosperous  times,  when  these  cars  are  retained  longer 
out  of  the  state. 

The  average  assessed  value  per  car  has  more  than 
doubled  since  1938,  and  the  private  car  tax  rate  has 
climbed  from  $3.60  in  1938  to  $6.99  in  1964,  and  will 
probably  be  $7.29  for  the  levy  to  be  made  in  1965. 
The  aggregate  amount  of  tax  on  private  car  com- 
panies is  now  about  five  times  that  of  1938. 

The  as.sessed  values  and  amounts  of  private  car 
tax  levied  in  1964  on  the  97  companies  liable  for  the 
state  tax  are  shown  in  Table  2.-*  Several  companies 
were  found  to  have  had  on  average  only  a  fraction  of 
one  ear  in  the  state,  and  in  several  instances  the  tax 
levied  was  less  than  $20.  In  contrast,  the  average 
number  of  ears  was  found  to  be  1,432.33  for  Union 
Tank  Car  Company,  2,641.44  for  General  American 
Transportation  Corporation,  and  5,046.93  for  Pacific 
Fruit  Express  Company. 

The  bulk  of  the  tax  was  concentrated  among  a  rela- 
tively few  of  the  97  companies.  Pacific  Fruit  Express 
Company  accounted  for  40.0  percent  of  the  tax  and 
General  American  Transportation  Corporation,  for 
10. .5  percent.  These  two  companies  and  The  Pullman 

=>  Four  of  these  companies,  General  American  Transportation 
Corporation,  Pacific  Fruit  Express  Company,  Pullman  Com- 
pany, and  Union  Tank  Car  Company  also  had  in  the  aggre- 
f-o^nH'  •"'"'  assessed  valuation  of  tangible  property  and 
J  r  6,000  of  solvent  credits  at  fixed  locations  which  were 
treated  in  the  same  manner  as  the  railroad  or  telephone  and 
telegraph  utility  property,  being  state  assessed  and  appor- 
tioned for  local  taxation. 


Company,  Railway  Express  Agenej%  Inc.,  and  AC 
Industries,  Inc.,  together  bore  70.9  percent  of  the  tot 
levy,  and  the  cumulative  total  for  the  top  11 
paj^ers  accounted  for  90.7  percent. 

Appraisal 

Property  taxes  provide  slightly  more  than  half 
all  state  and  local  tax  revenues  in  California,-* 
considerations  of  tax  equity,  neutrality  among 
nesses,  and  revenue  adequacy  require  that  private] 
companies  pay  their  fair  share.  Administration 
compliance  problems  of  a  tax  on  private  cars,  wK 
move  throughout  and  in  and  out  of  the  state,  can 
dealt  with  much  more  satisfactorilj'  under  a  state  t 
then  under  local  levies. 

The  acute  difficulties  of  attempting  to  apporti 
fractional  assessed  values  of  cars  to  numerous  lo4 
districts  also  indicate  the  difficulties  that  would  be  ( 
countered  in  attempting  to  assign  revenues  from  t 
particular  tax  back  to  localities.  Assignment  of  th< 
revenues  to  the  State  General  Fund  is  justified 
practical  grounds,  but  it  has  also  apparently  boi 
out  the  legislative  intent  of  bolstering  support 
state  functions  in  administering  the  property 
to  the  advantage  of  local,  as  well  as  state,  go'v 
ment. 

While  no  attempt  has  been  made  in  this  study ) 
review  particular  assessments  under  the  private  - 
tax,  the  general   impression  is  that  the  quality 

2*  As  classified  by  the  Bureau  of  the  Census,  property  taxe. 
California   in   1963  were   $2,829.8  million   out  of  total  s;. 
and  local  taxes  of  $5,594.5  million,  or  50.6  percent.  Govt- 
mental    Finances   in    1963,    U.S.    Department    of    Commei 
Bureau  of  the  Census.  November  1964,  p.  31. 

Table  2 

Private  Car  Tax  by  Company— 1964  Assessment  and  levy 


:ovfl 


Company 


ACF  Industries,   Incorporated  Shippers'  Car 

Line  Dinsion 

Allied  Chemical  Corporation 

Allied  Foods 

American  Potash  &  Chemical  Corp 

American  Refrigerator  Transit  Co. __- 

American  Smelting  &  Refining  Co. 

Armour  and  Company 

Ashland  Oil  &  Refining  Company 

Borden  Company.  The 

Burlington  Refrigerator  Express  Co 

Cabot  Corporation -- 

California  Cotton  Oil  Corporation 

California  Tank  Car  Line 

Canadian  General  Transit  Co.,  Ltd. — 

Chartrand,  John  W 

Chemetron  Corporation 

Chicago  Freight  Car  Leasing  Co 

Chipman  Chemical  Company,  Inc 

Columbian  Carbon  Company . 

Commodities  Car  Company,  Inc 

Contineotal  Carbon  Company 

Continental  Oil  Company 

Crosby  Chemicals,  Inc 

Crystal  Car  Line 

'Custom  Equipment  Rentals,  Inc.  

Dairy  Shippers  Despatch  Company 

Diamond  Alkah  Company 

Dow  Chtmical  Company,  The 

Doxol  Gas  Supply,  Inc 

Duredo  Company,  The 

Eastman  Kodak  Company,  Tennessee  Eastman 

Co.  Div... -. 

du  Pont  de  Nemours.  E.  I.  and  Co 

Essem  Corporation 

Ethyl  Corporation 

Finley  Company,  Inc..  The 

FMC  Corporation 

Fruit  Growers  Express  Company 


Average 
number 
of  cars 


974.82 

Sl,517,225 

60.18 

80,494 

1.00 

250 

1. 00 

350 

345.60 

695,607 

.96 

960 

3.30 

8,085 

13.59 

17,667 

1.00 

875 

69.65 

208.950 

6.66 

14,319 

3.00 

390 

3.57 

893 

6.10 

9,760 

40.68 

22,374 

.62 

6,200 

57.94 

53.941 

.83 

830 

1.13 

2,373 

8.43 

2,891 

21.48 

48,330 

.53 

133 

1.19 

298 

68.63 

128.198 

5.12 

19.200 

11.79 

35,053 

2.00 

.500 

86.79 

141,690 

11.35 

24,970 

9.00 

1,800 

2.30 

8,050 

59.39 

174,6.30 

4.29 

13,728 

48.16 

115,584 

2.30 

2,300 

1.78 

4.895 

271.36 

624.128 

Amoun 
of  tax 


J10R.06 
5.92' 

i: 

2 

43.62 

f 

5fi: 

1.23 

6 

14,60 

1,001 1 

21 

6* 

1,5'' 
4:>' 

3,77! 

5l 

16? 

122) 

3.37' 

2' 
8.96  j 
1.34 
2.45  J 

35 

9.90  S 

1,74  » 

121 

66  » 

12,20  * 

95' 

8.071 

43.62  i 
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Table  2 — Continued 

Private  Car  Tax  by  Company— 1964  Assessment  and   Levy 


Compaoy 


Average 
number 
of  cars 


leneral  American  Transiwrtation  Corporation. 

lenera!  Electric  Company 

•race  Company,  John  H. 

Ireat  Westtrn  Chemical  Co 

[affner  Company,  Walter 

[arbor  Tank  Line  Company 

[ercules  Powder  Company 

[oUy  Susar  Corporation 

looker  Chemical  Corporation 

[uber  Corporation,  J.  M 

[unt  Foods  and  Industries.  Inc 

laistT  Aluminum  &  Chemical  Corp. 

Samath  Gas  Compariy 

Loppers  Company,  Inc 

linsin.  Inc.,  0.  E.. 

Manufactures  Leasine  Corp 

lax  Transpr.rtation  Service 

Merchants  Despatch  Transportation  Corpora- 
tion. 


lonsanto  Chemical  Company 

rational  Equipment  Leasing  Corp 

Jorth  American  Car  Corporation 

l-T-D  Corporation 

'acific  Fruit  Express  Company 

'ackers  Car  Line  Company 

'hiladelphia  Quartz  Company  of  California 

'hillips  Petroleum  Company 

Pittsburgh  Plate  Glass  Company 

'ullman  Company.  The 

lailvray  Express  Agency.  Inc. 

lepuhlic  Tank  Car  Company 

lichfi'ld  Oil  Corporation 

tSP  Car  Company. -_ 

it.  Louis  Refrigerator  Car  Co. 

an  Angelo  Tank  Car  Line 

-hell  Oil  Company 

implot  Company,  J.  R 

ocony  Mobil  Oil  Company,  Inc 

outhcrn  Calif.  Edison  Co 

tandird  Brands  Incorporated 

tauffer  Chemical  Company 

'unlaiid  Refilling  Corporation 

un  Oil  Company 

unray  DX  Oil  Company 

'ank  Car  Corporation  of  America. 

'auber,  0.  J 

'idcwatcr  Oil  Company 

[railer  Train  Company 

[■ranscontinental  Transport,  Inc 

►"ransport  Leasing  Company 

'Jiigas  Inc 

juion  Carbide  Corporation 

iOion  Starch  and  Refining  Co 

loion  Taak  Car  Company 

[pited  States  Steel  Corporation 

[barren  Car  Comp.'iny 

•barren  Petroleum  Corporation 

'Western  Fruit  Express  Company 

l^esttru  Refrigeratcir  Line  Company 

filfion  &  Co.,  Inc.,  Wilson  Car  Lines  Division.. 
Totals 


2,641.44 

.74 

9.55 

3.41 

.94 

2.06 

26.74 
2.50 
7.03 
4.58 
1.00 
1.13 
1.98 

20.48 
1.93 
2.00 
7.85 

313.22 

6.84 

6.33 

712.42 

4.00 

5,046.93 

.85 

12.97 

17.73 

9.58 

149.60 

369.51 

4.45 

114.16 

9.87 

.78 

3.58 

378.00 

1.97 

36.84 

1.00 

7.53 

113.79 

1.41 

.93 

1.50 

1.66 

.63 

124.35 

420.36 

8.32 

104.89 

2.17 

3.82 

2.32 

1,4.32. .33 

.82 

.54 

.71 

158.95 

1.52 

2.25 


14.534.31 


3,031,935 

3,839 

2,388 

853 

235 

4.120 

10.696 

4,375 

10.545 

10.076 

2,150 

2,260 

2.376 

38,912 

483 

6,800 

2,355 

647.378 

21,120 

4,431 

1,222,109 

4,000 

11,535,719 

2,550 

14.098 

54.657 

17.244 

2,085,540 

1,692.572 

6,675 

28,510 

27,636 

1,365 

4.475 

207.900 

1.576 

11.052 

9.300 

3.012 

144,660 

282 

1,488 

375 

664 

252 

37,305 

1,408.206 

2.496 

336.574 

3,255 

76,215 

928 

1,110,056 

2,829 

243 

639 

397,375 

684 

5,625 


.Amount 
of  tax 


211.932.26 
268.35 
166.92 
59.62 
16.43 
287.99 
747,65 
305.81 
737.10 
704.31 
150.29 
157.97 
166.08 
2,719.95 
33.76 
475.32 
164.61 

45,251.72 

1.476.29 

309.73 

85,425.42 

279.60 

806,346.76 

178.25 

985.45 

3.820.52 

1,205.36 

187.719.25 

118,310.79 

466.58 

1.994.95 

1.931.76 

95.41 

312.80 

14,532.21 

110.16 

772.53 

650.07 

210.54 

10,111.73 

19.71 

104.01 

26.21 

46.41 

17.61 

2,607.62 

98,433.60 

174.47 

23,526.52 

227.62 

5,327.43 

«71.36 

77,592.91 

197.75 

16.99 

44.67 

27,776.51 

47.81 

393.19 


28,855,419    ''12,017,020.50 


pOURCE:  California  State  Board  of  Equalization,  Valuation  Division, 
['  Includes  10  percent  penalty. 

i'  Includes  penalties  in  the  total  amount  of  $26.70. 
ssessments  in  this  ai-ea  compares  favorably  with  any 
thers  made  at  the  state  or  local  level.  From  time  to 
tme  companies  petition  the  board  for  reassessment, 
nd  on  occasion,  when  these  petitions  have  been  nn- 
aecessful,  companies  have  filed  suit  to  have  the  as- 
issments  set  aside,  but  the  owners  of  the  great  ma- 
Drity  of  the  cars  apparently  have  not  raised  ques- 
lons  as  to  the  accuracj'  of  the  appraisals  on  which 
leir  assessments  are  based.-^  The  maintenance  of 
unning  inventories  of  the  cars  within  the  state  pro- 
jides  a  specific  basis  for  judging  the  average  or 
habitual"  number  of  ears  and  minimizes  an  area  of 
isagreement  that  had  been  troublesome  in  the  early 
jears  of  the  tax. 

Cf.,  California  State  Board  of  Equalization  Annual  Reports, 
191,7-48,  p.  11;  1948-49,  p.  11,  1950-51,  p.  14.  State  Board 
of  Equalization,  Valuation  Division  Recommendations  for 
Assessment  of  Private  Cars  as  of  March  2,  1964. 


The  private  car  companies  appear  to  have  enjoyed 
some  tax  advantage  over  the  years  from  the  require- 
ment that  their  annual  levy  shall  be  computed  at  the 
average  rate  of  taxation  that  prevailed  in  the  state 
during  the  prior  j'ear.  Table  3  shows  the  percent  by 
which  the  rate  of  tax  on  private  car  companies  (as 
computed  by  the  board)  would  have  been  increased 
or  decreased  in  each  of  the  years  from  1938  to  1964 
if  the  current  year's  average  rate  had  been  employed 
in  computing  the  lew  instead  of  the  prior  year's. 
While  in  some  j'ears,  such  as  during  World  War  II, 
average  property  tax  rates  declined,  the  general  trend 
has  been  upward.  The  impact  of  average  rate  changes 
are  lagged  by  one  year  for  the  car  companies.  In  sev- 
eral tax  areas,  perhaps  most  notably  for  federal  indi- 
vidual and  corporate  income  taxes,  tax  calculations 
have  been  successfully  accelerated  to  a  more  nearly 
current  basis.  It  might  well  be  feasible  to  adjust  the 
schedule  for  levying  the  private  car  tax  so  that  the 
tax  would  be  computed  on  the  current  year's  average 
rate  of  taxation  and  thus  put  the  private  car  com- 
panies more  uearh^  on  a  par  with  other  property 
taxpayers. 

From  the  standpoint  of  equitable  and  neutral  tax- 
ation, the  principal  shortcoming  of  the  private  car 
tax  appears  to  be  in  the  formula  now  used  for  de- 
termining the  tax  rate.  The  inclusion  of  the  special, 
low-rate  property  tax  levied  on  solvent  credits  in  the 
computation  of  an  average  property  tax  rate  results 
in  a  considerably  lower  rate  for  private  cars  than 
the  average  rate  levied  on  other  tangible  property. 

TABLE  3 

Percent  by  Which  Private  Car  Tax  Would  Have  Been  Increased  (or 
Decreased)  if  Levied  on  the  Current  Year's  Rather  Than  the  Next 
Preceding    Year's    Computed    Averoge    Rate    of    Taxation    in    the    State 


Year 

Percent 

Year 

Percent 

1964  — _ 

4.3 

1950 

.     _    6.7 

1963 

1.0 

1949 

0.4 

1962 

1.5 

1948 

9.0 

1961 

-_  4.3 

1947 

(0.5) 

1960  — 

1.6 

1946 

21.0 

1959 

3.2 

1945 

6.0 

1958 

11.4 

1944 

1.5 

1957 

5.1 

1943 

(7.4) 

1956 

2.7 

1942 

(6.9) 

1955 

2.0 

1941 

(0.3) 

1954 

_   _  .  3.9 

1940 

0.5 

1953 

1.9 

1939 

1.6 

1952 

0.4 

1938 

3.3 

1951 

(3.2) 

Source  :  Derived  from  Table  2,  supra. 

A  uniform  state  levy  on  private  cars  can  only  more 
or  less  approximate  the  various  combinations  of  levies 
which  different  sets  of  county,  city,  school  districts 
and  other  local  units  impose  on  other  types  of  prop- 
erty. Among  California  counties,  the  1963  average  tax 
rates  for  total  local  property  tax  levies  (exclusive  of 
special  assessments)  on  tangible  property  ranged  from 
4.36  percent  in  Plumas  and  4.48  percent  in  Alpine  to 
9.06  percent  in  Marin  and  9.73  percent  in  Alameda.^" 
In  Los  Angeles  County,  which  accounted  for  nearly 
two-fifths  of  total  local  levies  in  the  state,  the  average 
tax  rate  was  7.95  percent.  For  the  entire  state  the 

M  California  State  Board  of  Equalization  Annual  Report,  19SS— 
6.(,  p.  A-33. 
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average  tax  rate  on  tangible  property  was  8.00  per- 
cent. 

If  allowance  is  made  for  differences  among  counties 
in  the  average  ratios  of  a.ssessed  to  full  cash  value, 
the  indicated  ratios  of  tangible  property  taxes  to  full 
value  Tivere  l.OD  percent  for  Plumas,  1.12  percent  for 
Alpine,  1.99  percent  for  Los  Angeles,  2.27  percent  for 
Mariu  aud  2.43  percent  for  Alameda.  If  the  state 
assessed  property  at  25  percent  of  full  value  and  ap- 
plied an  8.00  i^ercent  tax  rate,  the  tax  would  repre- 
sent 2  percent  of  the  full  value  of  tangible  property, 
which  is  close  to  the  average  indicated  for  Los  Angeles 
County. 

In  computing  the  average  tax  rate  for  purposes  of 
the  private  car  tax,  the  local  tax  levies  on  solvent 
credits  -'  are  combined  with  the  levies  on  tangible 
property  to  provide  the  dividend,  and  the  total  assessed 
values  of  solvent  credits  and  tangible  property  are 
combined  to  provide  the  divisor.  Solvent  credits  are 
subject  to  special  property  tax  rules :  They  are  lo- 
cally assessed  separately  at  their  actual  value  and  they 
are  subject  to  tax  only  at  a  specified  rate  of  one- 
tentli  of  1  percent,  the  rate  being  uniform  through- 
out the  state.-*  "While  the  assessed  valuation  of  solvent 
credits  (at  full  value)  is  only  14  percent  of  the  as- 
se.ssed  valuation  of  total  tangible  property  subject  to 
local  general  property  taxes,  the  effect  of  combining 
intangibles  aud  tangible  property  in  computing  an 
average  rate  is  quite  marked.  The  average  rate  is  taken 
to  be  the  total  of  local  levies  divided  by  total  assessed 
values.  The  average  rate  for  combined  intangibles 
is  lower  than  for  tangibles  alone  both  because  the  rate 
of  tax  on  intangibles  is  much  lower,  but  also  because 
intangibles  at  full  value  are  given  relatively  more 
weight  in  the  divisor  of  the  average  rate  formula. 

A  simplified  example  may  illustrate  the  nature  of 
these  effects.  Assume  $100  worth  of  tangible  property 
is  assessed  at  .$25,  25  percent  of  full  cash  value,  and 
is  subject  to  tax  at  a  rate  of  8  percent  on  assessed 
value,  and  thus  bears  a  $2  property  tax  levy.  Solvent 
credits  of  $100  are  assessed  at  full  value  at  a  rate  of 
one-tenth  of  1  percent,  and  thus  bear  a  10-cent  prop- 
erty tax  ]ey^■.  The  combined  levies  are  .$2.10.  The 
combined  assessed  values  are  $125  (a  full-value 
dollar  of  intangibles  being  given  four  times  the  weight 
of  a  full-value  dollar  of  tangible  property).  The  over- 
all average  rate  is  $2.10  divided  by  .$125,  or  1.68 
percent. 

"  Solvent  credits  are  the  only  intangibles  subject  to  property  tax 
in  California.  The  tax  law  defines  solvent  credits  as  "all 
credits,  except  notes,  bonds,  debentures  and  intercorporation 
advances  or  deposits,  either  between  parent  and  subsidiary 
corporations  or  between  subsidiaries  of  the  same  parent 
corporation,  whether  the  subsidiaries  are  wholly  or  partially 
owned."  (Sec.  113).  They  are  further  defined  to  'mean  sol- 
vent debts  owing  to  the  assessee,  and  any  Interest  therein, 
arising  out  of  the  sale  of  goods  or  services,  unsecured  by 
mortgage,  trust  deed,  contract  or  other  obligation  where  land 
is  pledged  as  security."  (Sec.  112).  In  practice,  .solvent  cred- 
its consist  principally  of  accounts  receivable  and  conditional 
sales  contracts  on  personal  property.  Since  the  credits  must 
ari.se  out  of  the  sale  of  goods  or  services,  individuals  not 
engaged  in  Ijusiness  are  presumablv  not  subject  to  the  sol- 
vent credits  tax.  The  assessed  value  of  solvent  credits  is 
adiu.sted  for  comparable  obligations  of  the  taxpaver.  Thus 
only  the  net  amount  of  solvent  credits  is  taxable,  after  de- 
ductmg  what  the  taxpayer  owes  in  the  form  of  obligations 
that  would  be  solvent  credits  if  owed  to  the  taxpaver.  (Sec. 
lOSO).  Cf.,  Russell  S.  Bock,  190.',  Guidebook  to  California 
Taxes,  Los  Angeles,  Commerce  Clearing  House,  Inc.,  1964, 
p.  308. 

"Reienue  and  Taxation  Code,  Sec.  2153. 


Assume  another  $100  of  tangible  property  is  subject 
to  this  computed  average  rate.  It  is  also  assessed  At 
25  percent  of  full  value,  or  .$25.  The  tax  at  1  •;« 
percent  of  $25  is  42  cents. 

Thus,  assuming  an  equal  25-pereent  ratio  of   as- 
sessed value  to  full  value,  tangible  property  that  isl 
taxed  at  the  statewide  average  rate  for  tangible  prop-J 
erty  would  pay  a  tax  of  $2  per  $100  of  full  value.  Tan 
gible  property  taxed  at  the  illustrative  average  ral^ 
for  both  tangibles  and  intangibles  would  pay  a  tax 
42  cents  per  $100  of  full  value.  The  tax  burden  on  tl 
second  set  of  tangible  property  would  be  (mly  21  pe 
cent  of  the  average   tax  burden   on   other  tangil 
property  in  the  state. 

In  practice  in  California  tlie  difference  between  tl 
average  tax  rate  on  tangible  property  and  avera 
tax  rate  on  tangible  and  intangible  property  co^ 
bined  is  much  less  than  in  the  simplified  example, 
actuality,  of  course,  the  combined  average  rate  is  com- 
puted not  from  ecjual  amounts  of  tangible  property 
and  intangible  property,  (i.e.,  $100  of  full  value  f(rt 
each  in  the  above  example)  but  from  aggregates  a 
assessed  valuations  for  which  the  total  full  value  of 
tangible  property  would  compare  to  the  value  of  intait 
gibles  as  about  30  to  1.  The  actual  weighting  resultB 
in  an  average  combined  tax  rate  closer  to  the  average 
tax  rate  on  tangibles,  but  the  direction  of  the  effeeti 
of  using  intangibles  in  the  computation  are  the  saip 
as  in  the  simplified  example. 

Table  4  compares  the  combined  average  rate  use 
for  the  private  car  tax  from  1960  to  1965  and  tlie 
average  tax  rate  on  tangible  property.  Both  rates  re- 
flect the  average  levels  of  local  taxation  in  the  state 
in  the  respective  next  preceding  year.  If  the  locjai 
levies  on  solvent  credits  had  been  omitted  from  tSl 
average  rate  computation  and  private  cars  were  tax« 
on  average  like  other  tangible  property,  (but  with  a 
year's  lag)  the  car  companies'  tax  levies  would  hayi 
been  from  12  to  15  percent  higher  during  these  yeaijl 

In  recent  years  the  State  Legislature  has  desi^ 
nated  certain  other  classes  of  property  for  specis 
property  tax  treatment.  Raw  cotton,  ginned  and  baled 
subsequent  to  September  10,  1957,  is  taxed  locally  at 
one-tenth  of  1  percent  of  the  full  cash  value  on  each 
annual  assessment  date,  in  lieu  of  all  other  properly 
taxes. -^  Since  1961,  privately  owned,  nonpublic  earriei 

■»  It e venue  and  Taxation  Code,  Sec.  2192.3. 

TABLE  4  2 

California    Private   Car   Tax   Rate   and    Averoge   Tax  Rate 
on  Tangible  Property,  1960-1965' 
Average  lax 

rate  on        Percentage  ly  which  average 

Private  car  tnngihie       tax  rate  on  tangible  propertv 

Year  tax  rate  properti/       exceeded  private  car  tax  raU 

1960 6.44%  7.26%  12.7% 

1961 6..54       7.42  K'-.o 

1962 6.82       7.65  12.2 

1963 6.92       7.82  13.0 

1964 6.99      8.00  14.4 

1965 7.29      8.38  14.9 

Source:  California  State  Board  of  Equalization  Annual  Reports, 
Table  lOE,  except  for  1965,  which  reflects  preliminary  estimat^ 

1  Figures  are  given  for  the  year  in  which  the  private  car  i^ 
rate  is  levied  but  reflect  the  average  rate  of  taxation  D5 
local  governments  in  the  next  preceding  year. 
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ircraft  habitually  sitnatod  within  the  respective  coiin- 
ies  are  taxed  by  the  counties  at  a  rate  of  1|  percent 
if  market  value. ^"  Levies  at  these  fixed  rates,  and  full 
■alue  assessments  of  these  classes  of  property,  have 
lot  been  entered  into  the  computation  of  a  combined 
iverajze  tax  rate  for  purposes  of  the  private  car  tax. 
f  they  were,  they  would  tend  to  have  the  same  type 
if  effects  as  the  special  tax  on  solvent  credits  in  lower- 
ng  the  computed-average  rates. 

A  private  car  company  that  has  solvent  credits  is 
ubject  to  tax  on  these  intangibles  in  the  same  fashion 
is  other  public  utilities  such  as  railroad,  gas  and 
lectrie,  telephone  and  telegraph  companies.  The  prop- 
■rty  is  assessed  and  apportioned  to  fixed  locations  for 
niiform  local  tax  levies. 

The  base  of  the  private  car  tax  is  tangible  property 
omprised  of  rolling  stock  and  the  incidental  mate- 
ials  and  supplies  for  servicing  and  operating  the  cars 

Ibid.,  S.cs.  5301-545G. 


which  is  not  attributable  to  fixed  locations  in  the  state. 
Administration  and  compliance  considerations  mili- 
tate strongly  in  favor  of  state  taxation  of  this  prop- 
erty. In  the  interest  of  equity  and  tax  neutrality 
among  propert.y  taxpayers,  it  appears  that  the  pri- 
vate car  o\\aiers  should  be  treated  as  nearly  as  is  pos- 
sible on  an  equivalence  with  the  otiier  utilities  and 
other  owners  of  tangible  property.  This  would  seem 
to  require  a  private  car  tax  rate  that  relates  closely 
to  the  average  rate  on  other  tangible  property  and 
not  a  reduced  or  preferential  rate  that  reflects  in 
part  the  exceedingly  low  rate  accorded  solvent  credits. 
Eliminating  the  extraneous  levies  on  solvent  credits 
from  the  method  of  computing  the  private  car  tax 
rate  would  improve  the  overall  equity  of  the  property 
tax  structure  and  would  increase  the  yield  of  the 
private  car  tax  by  about  15  percent,  bringing  about 
$300,000  additional  revenues  annually  to  the  State 
General  Fund. 
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Letter  of  June  4,  1965,  from  Mr.  John  H.  Keith  to  Mr.  Ronald  B.  Welch 
relative  to  the  legislative  history  of  the  Private  Car  Tax  Act  of  1937. 


JOHN  H.   KEITH 

1410  Sombrero  Drive 
Monterey  Pork,  California  91754 

June  4,  1965 
:  Ronald  B.  Welch 
Assistant  Executive  Secretary 
Property  Taxes 
State  Board  of  Equalization 
1020  N  Street,  Sacramento 

ar  Mr.  Welch : 

Phis  is  in  response  to  your  request  for  information 
atinp;  to  the  original  enactment  of  the  private  car 
c  act  with  consideration  for  use  of  the  funds  for  the 
.te  administrative  costs  of  property  tax  functions. 
[  was  employed  by  the  state  board  starting:  in  De- 
nber  1933,  with  the  Valuation  Division  until  April 
38,  at  which  time  I  was  appointed  as  advisor  to 
iessors,  and  in  August  1938  was  appointed  Chief 
the  Division  of  Assessment  Standards.  I  was  active 
the  Valuation  Division  in  connection  with  the  pri- 
te  car  tax  and  other  problems  and  in  the  formation 
the  Division  of  Assessment  Standards. 
The  difficulty  of  distributing  the  private  car  taxes 

the  several  thousand  tax  area  codes  was  a  very 
Scult  and  costly  one  from  the  administrative  stand- 
.int.  It  was  practically  impossible  to  apportion  any 
iHcient  assessment  to  justify  the  billing  and  other 
iministrative  eo.sts  without  causing  substantial  legal 
;quities. 

Jhe  costs  of  administering  the  Valuation  Division 
ith  the  state  receiving  no  revenue  had  been  men- 
;''ned  several  times  at  budget  hearings.  It  was  also 
Ei'queutly  mentioned  that  it  might  be  a  satisfactory 
sution  to  transfer  the  taxes  on  private  cars  to  the 
!te  to  solve  the  administrative  problem  and  at  the 
s.ne  time  provide  offsetting  funds  in  the  State  Gen- 
ed  Fund  to  cover  the  cost  of  the  utility  valuation 
faction  and  the  intercounty  equalization  activities. 

With  the  preparation  of  the  budgets  in  1938  for  the 
£th  Session  of  the  Legislature,  property  tax  equaliza- 
t;n  was  the  subject  of  substantial  discussion.  Also, 
t':ause  of  the  problems  with  the  intercounty  equal- 
i'tion,  a  number  of  meetings  witth  assessor's  com- 
mittees was  held  and  the  final  meeting  in  which  legis- 
Ijors,  representatives  of  the  Department  of  Finance, 
t'i  assessors,  the  couuty  supervisors  and  the  League 
0  Cities,  together  with  the  board  members  and  staff, 
culminated  in  the  establishment  of  the  Division  of  As- 
ssment  Standards. 

A.S  an  integral  part  of  these  discussions,  it  was  felt 
tit  the  transfer  of  the  private  ear  tax  to  the  State 
(neral  Fund  would  offset  the  cost  of  the  additional 


services  given  to  the  counties  by  the  Division  of  As- 
sessment Standards,  as  well  as  the  cost  of  the  assess- 
ment of  utility  property.  The  counties  were  naturally 
jealous  of  their  tax  base  and,  in  a  sense,  were  re- 
luctant to  give  up  any  of  the  tax  base  because  of  their 
own  tax  problems.  The  counties  and  cities,  however, 
were  verj'  desirous  of  having  a  quality  job  performed 
in  the  assessment  of  utility  property  and  requested 
the  assistance  and  cooperation  of  the  state  board 
through  the  Division  of  Assessment  Standards  in  solv- 
ing the  local  assessment  and  intercounty  equalization 
problem. 

The  subject  was  discussed  with  the  cities  and  coun- 
ties through  Mr.  Richard  Graves,  general  manager  of 
the  League  of  Municipalities,  and  Mr.  Fred  Alexan- 
der, general  manager  of  tlie  County  Supervisors  As- 
sociation. It  is  my  understanding  that  they,  in  turn, 
reviewed  the  proposed  transfer  and  legislation  with 
their  groups  all  with  the  understanding  tha.t  the 
funds  from  the  private  ear  tax  that  went  into  the 
State  General  Fund  would  offset  the  cost  of  property 
tax  administration,  including  the  assessment  of  util- 
ity property,  assistance  to  county  assessors,  and  the 
necessary  intercounty  equalization  activity  as  carried 
on  at  that  time  by  either  the  Valuation  Division  or 
the  Division  of  Assessment  Standards. 

This  was  all  agreed  to  and  the  legislation  was  re- 
viewed by  the  respective  county  and  city  representa- 
tives, as  well  as  the  Department  of  Finance  and  others. 
Also,  it  was  discussed  with  Governor  Olson,  who 
held  a  personal  hearing  on  the  entire  subject  includ- 
ing the  Division  of  Assessment  Standards  Staffing  and 
Budget.  At  that  time,  the  division  asked  for  six  addi- 
tional specialized  personnel  at  fairly  good  salaries,  as 
well  as  other  clerical  personnel.  The  Governor  person- 
ally reviewed  each  position  and  their  activities  and 
functions.  It  is  my  recollection  that  at  that  time,  the 
question  of  the  transfer  to  the  private  car  tax  was 
also  approved  by  him. 

Sub.sequently,  at  the  legislative  budget  hearings, 
the  proposal  was  discussed  ajid  the  representatives  of 
the  County  Supervisors  Association  and  the  League  of 
Cities  expressed  to  the  committees  their  approval  of 
the  private  car  tax  act  proposal.  The  understanding 
consistently  was  that  it  would  offset  existing  and  ad- 
ditional costs  to  the  state  for  property  tax  admin- 
istration. 

I  trust  that  this  will  cover  the  subject  for  you  but 
if  any  additional  material  is  desired,  I  will  do  my  best 
to  furnish  it. 


Sincerely  yours, 


John  H.  Keith 


Iii455— 850     6-65      2M 
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Dear  Sir : 

The  Senate  Fact  Finding  Committee  on  Revenue  and  Taxation  created  pursuant 
to  Section  12.5  of  the  Standin<r  Rules  of  tlie  Senate  and  pursuant  to  Senate 
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The  present  report  con.stitiites  Part  9  of  this  series.  It  is  entitled,  "Propertj' 
Tax  and  Other  Local  Revenue  Sources. ' '  It  includes  analyses  of  the  need  for 
reform  in  property  taxes  in  California ;  a  brief  record  of  the  history  of  Cali- 
fornia local  government  finances;  some  projections  as  to  California  local  gov- 
ernment finances  in  the  future;  an  analysis  of  local  assessments  and  equalization 
of  assessments;  a  study  of  the  erosion  of  the  local  tax  base  through  the  growth 
of  exemptious;  an  analysis  of  the  distribution  of  property  tax  burdens  among 
homeowners ;  and  finally,  a  study  of  the  tax  burdens  on  California  property 
and  the  search  for  alternatives. 
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invaluable  advice  and  information  with  respect  to  the  problems  that  the  report 
has  attempted  to  analyze. 
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PREFACE 


This  report  is  in  a  very  real  sense  a  jobit  product. 
At  all  stages  from  tlie  general  approach  to  specific 
questions  of  methodology,  the  final  product  represents 
an  extensive  exchange  of  ideas  between  the  authors. 
Nevertheless,  in  anj'  such  venture,  tasks  and  responsi- 
bility to  some  extent  must  be  divided.  Professor  Ran- 
lett  accepted  responsibility  for  evaluating  past  trends 
and  making-  projections  for  California  local  govern- 
ment revenues  and  expenditures  (Chapters  2  and  3)  ; 
Professor  Fieser  held  primary  responsibility  for  the 
analysis  of  the  height  and  distribution  of  property  tax 
burdens,  property  assessments,  and  exemptions  (Chap- 
ters 4—7).  Throughout,  Ranlett  was  called  upon  for 
support  when  mathematical  formulations  were  called 
for ;  Fieser  maintained  liaison  witli  the  IBM  1620 
computer  and  did  the  necessary  programming. 

The  methodology  employed  was  such  that  it  relied 
heavily  upon  the  cooperation  of  others,  which  was 
given  in  generous  measure.  As  a  result,  we  have  in- 
curred a  long  list  of  intellectual  debts.  Our  requests 


to  the  California  State  Board  of  Equalization  were 
extensive,  and  we  are  particularly  indebted  to  Ronald 
B.  Welch  and  Robert  H.  Gustafson  of  that  agency. 
Our  obligations  to  the  California  State  Franchise  Tax 
Board  are  similarly  extensive,  as  are  those  to  the 
League  of  California  Cities.  The  assessors  of  the  vari- 
ous California  counties  were  unstinting  in  their  co- 
operation, and  atempted  to  provide  all  of  the  infor- 
mation requested  from  them. 

Dr.  William  K.  Schmelzle,  Executive  Secretary  of 
the  Senate  Fact  Finding  Committee  on  Revenue  and 
Taxation  ably  performed  the  very  many  difficult 
tasks  involved  in  providing  administrative  backstop- 
ping  to  a  sizeable  research  effort.  Beyond  that,  how- 
ever, he  warrants  our  special  thanks  for  extending 
a  maximum  of  latitude  while  the  results  of  novel  ap- 
proaches were  uncertain,  and  for  helping  to  compen- 
sate for  unforeseen  problems  by  lending  flexibility  to 
deadlines. 

M.  E.  F. 

J.  G.  R. 
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CHAPTER   I 

CALIFORNIA  LOCAL  TAXES  ON  PROPERTY:  THE  NEED  FOR  REFORM 


The  set  of  possible  actions  following  comprise  what 
is,  in  a  sense,  a  conservative  program  with  respect  to 
the  property  tax  and  local  fiscal  problems — conserva- 
tive in  the  sense  that  they  oflfer  no  "instant  solutions" 
to  the  knotty  problems  faced  by  local  governments  in 
California.  None  of  the  primary  actions  herein  ad- 
vanced involves  large  commitments  of  state  revenues 
to  local  purposes  or  the  imposition  of  local  supple- 
ments to  state  tax  rates,  although  an  alternative  is 
presented  involving  considerable  state  expenditure. 
This  prudence  springs  not  from  any  reluctance  to 
propose  action,  but  from  analytical  conclusions  re- 
garding present  fiscal  problems  of  local  government 
in  California. 

Nonetheless,  it  nnist  be  emphasized  that  these  ac- 
tions constitute  what  is  in  a  very  real  sense  a  plan  of 
action.  Included  are  proposals  which  can  significantly 
improve  both  equity  among  taxpayers  and  the  general 
rationality  of  the  tax  structure.  In  anticipation  of 
some  of  the  pragmatic  problems  involved,  alternative 
approaches  are  offered  to  particular  problem  areas, 
while  at  the  same  time  analytical  preferences  are 
specified.  Problems  and  possible  remedies  considered 
refer  primarily  to  the  following  areas:  (1)  the  role  of 
the  property  tax  in  the  total  state  and  local  revenue 
structure;  (2)  preserving  and  strengthening  the 
property  tax  base;  and  (3)  improving  assessment 
practices. 

These  proposals  are  of  high-order  importance  for 
the  continuation  and  improvement  in  the  equity  and 
efficiency  attendant  to  the  administration  of  Califor- 
nia's largest  single  tax  source. 

THE  ROLE  OF  THE  PROPERTY  TAX  IN  THE  TOTAL 
STATE  AND  LOCAL  REVENUE  STRUCTURE 

It  has  become  almost  axiomatic  that  "something 
must  be  done"  about  the  property  tax,  or  that  (an- 
other variant)  this  tax  has  "gone  about  as  far  as  it 
I  can  go."  These  statements  are,  in  fact,  now  being 
heard  with  such  frequency  and  from  sucli  authorities 
— both  high  and  low,  state  and  local — that  both  their 
truth  and  urgency  appear  to  go  without  question. 
Often,  it  is  even  overlooked  that  these  are  echoes  of 
similar  statements  that  have  been  heard  through  years 
ipast,  during  which  the  property  tax  has  nevertheless 
i  continued  to  raise  ever-larger  sums  for  the  support  of 
local  government. 

As  the  costs  of  government  have  risen  more  rapidly 
I  than  property  values,  rates  have  necessarily  risen ;  as 
might  be  expected,  each  increase  has  been  met  with 


taxpayer  opposition.  The  fiscal  facts  confirm  that  Cali- 
fornia is  not  a  low  property-tax  state.  But,  what  is 
perhaps  of  more  significance,  the  evidence  suggests 
that  the  overall  property  tax  burden  on  Californians 
is  not  as  onerous  as  in  many  areas.  While  California 
is  third  in  per  capita  property  tax  collected,  for 
example,  13  states  take  a  larger  share  of  personal 
income  in  property  taxes  than  does  California,  and 
effective  tax  rates  on  property  market  values  are 
equal  or  higher  in  20  states. 

What  is  altogether  too  often  overlooked  is  the  value 
— perhaps  the  inevitability — of  the  sort  of  taxpayer 
opposition  currently  being  encountered  at  the  local 
level.  The  combination  of  rapid  population  expansion 
and  urbanization  exerts  continuing  pre.ssures,  both  for 
more  of  existing  services  and  for  a  list  of  new  ones, 
that  are  as  urgent  as  they  are  relentless.  In  the  face 
of  such  demands,  it  is  only  to  be  expected  that  local 
officials  will  continue  to  expand  services  and  increase 
expenditures  until  taxpayer  o])i)osition  grows  large 
enough  to  temper  the  desires  of  those  same  taxpayers 
for  more  local-government  services.  Indeed,  local  offi- 
cials would  be  remiss  if  they  failed  to  respond  by 
pressing  expenditures  to  this  wall  of  opposition. 
Viewed  in  this  way,  the  growing  opposition  to  local 
tax  increases  may  be  less  symptomatic  of  a  funda- 
mental economic  inadequacy  of  local  reveniies  than 
it  is  a  reflection  of  the  urgency  of  various  needs  for 
local  government  services  (at  least  as  those  needs  are 
viewed  by  those  responsible  for  expenditure  deci- 
sions). 

It  is  understandable  that  local  governments  will 
search  for  "relief,"  for  they  are  caught  in  a  position 
which  is  uncomfortable  even  though  it  may  be  quite 
inescapable.  For  if  the  local  government  obtains  "re- 
lief" from  sources  further  up  the  revenue  ladder 
which  are  less  immediately  painful,  the  balance  will 
shift  in  favor  of  pressures  always  present  for  more 
government  services — pressures  which  had  been  con- 
tained by  the  pain  of  paying  higher  taxes.  Local  offi- 
cials will  again  be  pressed  to  continue  expanding  serv- 
ices until  the  additional  urgency  satisfied  by  expanded 
services  is  just  offset  by  the  additional  pain  registered 
among  the  taxpayers.  This  will,  of  course,  once  again 
be  a  state  of  considerable  taxpayer  unrest,  the  same 
situation  which  existed  prior  to  the  "relief." 

On  balance,  the  upshot  of  this  series  of  events  is 
that  property  taxpayers  are  little  or  no  better  off  than 
they  were  before,  though  this  state  of  taxpayer  "mis- 
ery" now  occurs  at  a  somewhat  higher  level  of  local 
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government  services.  The  conclusion  which  emerges 
is  both  important  and  not  well  understood  b.v  any  of 
the  parties  concerned :  "When  needs  for  local  services 
are  pressing,  taxpayer  dissatisfaction  will  be  in  pro- 
portion to  the  "press"  exerted  by  unsatisfied  wants 
for  such  services,  and  any  attempt  to  grant  "relief" 
from  above  will  be  unsuccessful  except  to  the  extent 
that  it  satisfies  and  lessens  the  pressure  of  unfulfilled 
wants.  Accordingly,  "relief"  for  the  local  property 
taxpayer  must  be  evaluated  not  by  a  mechanistic 
revenue-substitution  approach  which  is  simple  and 
(hence)  popular.  Instead,  such  relief  should  be  con- 
sidered from  the  point  of  view  of  the  interest  of  the 
state  in  expanding  local  services  to  satisfy  some  pres- 
ently unfilled  desires  for  local  services.  Hence,  if  the 
state  presently  legislates  "relief"  to  the  local  units  of 
government,  the  predictable  and  near-certain  result 
will  be  an  almost  immediate  expansion  in  expenditures 
by  those  units  of  government  depending  heavily  upon 
the  property  tax — cities,  counties,  school  districts,  and 
special  districts.  This  result  is  not  necessarily  unde- 
sirable, but  it  should  certainly  be  anticipated  by  the 
Legislature  in  advance  so  that  the  political  conse- 
quences are  clear.  In  any  event,  the  consequences  arc 
such  that  the  Legislature  should  be  reluctant  to  move 
— <ind  then  only  with  great  prudence — toward  giving 
"general  relief  to  local  property  taxpayers" ;  such  a 
move  is  less  urgent  than  it  is  often  made  to  appear, 
and  is  accompanied  by  disadvantages  that  can  be  seri- 
ous indeed. 

The  circumstances  surrounding  the  level  at  which 
needs  and  taxpayer  pressure  come  into  balance  may 
prove  sometimes  to  be  quite  unacceptable.  This  is  a 
problem  often  less  concerned  with  the  general  ade- 
quacy of  the  property  tax,  however,  than  it  is  with 
the  size  and  nature  of  the  areas  from  which  support 
is  drawn  for  particular  purposes ;  that  is,  the  general 
problem  of  the  political  and  fiscal  interrelationships 
between  different  governmental  levels.  It  is  quite  often 
this  political  problem  that  becomes  an  apparent  local 
tax  problem,  with  some  areas  developing  into  tax 
shelters,  while  others  are  burdened  unduly  in  the  .sup- 
port of  government  functions.  The  solution  to  this 
problem  must  re.st  ultimately  with  the  alteration  of 
taxing  jurisdictions  more  closely  to  coincide  with 
functional  responsibility  and  taxpaying  capacity.  In 
the  meantime,  this  plethora  of  small  tax  rate  areas 
constitutes  perhaps  the  greatest  problem  plaguing  the 
property  tax  in  California.  Property  tax  rates  vary 
greatly  even  as  between  adjacent  areas,  with  the  re- 
sult that  needs  for  services  and  taxpaying  abilities 
often  are  poorly  related.  The  continued  proliferation 
of  taxing  jurisdictions  promises  to  continue  to  aggra- 
vate this  inequality.  Any  attempt  at  revision  should 
strive  towards  the  establishment  of  near-uniform 
countywide  tax  rates  for  nonineorporated  areas  and 
tax  rates  within  individual  cities  as  near  uniform  as 


practicable.  This  movement  would  not  only  greatly 
simplify  the  administrative  structure,  but  would  also 
go  far  in  doing  away  with  the  inordinately  high  tax 
rates  in  some  areas,  as  well  as  eliminating  the  tax 
shelters  created  in  others.  The  Legislature  can  start 
this  move  toward  more  uniform  tax  rates  by  looking 
specifically  into  ways  by  which  the  size  of  tax  rate 
areas  can  be  enlarged  by  combining  and/or  abolishing 
the  lesser  taxing  areas. 

However,  insofar  as  the  political  problem  implied 
in  an  enlargement  of  tax  rate  areas  may  prove  in- 
transigent, a  selective  channeling  of  general  state 
revenues  into  hard-pressed  areas  may  be  warranted 
as  a  preferable  alternative  to  giving  "general"  or 
"blanket"  relief  to  all  areas  from  state  general  funds. 
.-1  starting  place  for  this  more  selective  approach  to 
state  aid  is  to  launch  a  legislative  study  of  the  dif- 
ferences in  local  property  tax  abilities  and  existing 
rates,  and  means  of  selectively  channeling  general 
state  revenues  into  "hardship"  areas. 

The  paths  .suggested  by  the  propositions  above  rep- 
resent direct  approaches  to  some  of  the  major  eco- 
nomic shortcomings  in  the  position  of  the  California 
property  tax  in  the  total  state-local  revenue  structure. 
Xevertheless.  political  forces  will  remain  insistent,  and 
could  tip  the  political  scale  in  favor  of  granting  some 
form  of  general  "relief"  to  local  governments.  In 
this  event,  one  approach  could  be  the  restoration  of 
part  or  all  of  the  revenues  now  being  lost  to  local 
governments  as  a  result  of  tax  exemptions.  This  ap- 
proach would  have  the  advantage  of  creating  only 
minimal  disturbance  to  existing  revenue  sources.  In^ 
addition,  it  would  improve  somewhat  the  overall  ra- 
tionality of  the  present  system  by  removing  inequities 
which  result  from  vagaries  in  the  distribution  of  ex- 
empted properties,  and  by  making  more  clear  the  pub- 
lic interest  involved.  Still  further,  it  would  lay  the 
cost  of  such  exemptions  at  the  door  of  that  level  of 
government  empowered  to  alter  them — the  state  itself. 
A  broad  outline  to  the  implementation  of  such  an 
approach  and  a  rough  cost  estimate  would  be  as 
follows : 

(a)  For  the  veterans  exemption — aU  veterans' 
property  now  exempted  from  local  tax  roUs 
would  be  restored  to  those  rolls,  ^vith  qualified 
veterans  being  thereafter  entitled  to  an  offset 
(refund)  to  state  income  tax  liabilities,  the 
amount  of  such  offset  (refund)  to  be  deter- 
mined by  an  application  of  the  statewide  aver- 
age tax  rate  to  the  $1,000  in  property  value 
presently  exempted  by  law.  Such  an  arrange- 
ment would  have  resulted  in  a  cost  to  the  state 
of  approximately  $71  million  dollars  in  1963. 

(b)  For  institutional  recipients — properties  now 
exempt  under  the  college  and  welfare  exemp- 
tions be  restored  to  the  local  tax  roll.  Subse- 
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quciit  to  tax  pa\'inents  made  to  local  govern- 
monts,  (|ualifipcl  institutions  could  apply  for 
reiiubursciiient  to  the  aihninisterino:  agency  of 
the  state  {of  these,  homes  for  the  aged  may 
require  separate  treatment  as  discussed  sep- 
arately below).  The  approximate  cost  of  such 
a  program  applied  to  all  private  colleges  and 
welfare  institutions  in  li)63  would  liave  been 
approximately  $11  million  and  $27  million  re- 
spectively. 

Because  such  an  arrangement  would  involve  it  in 
outpayments  directly  determined  by  assessed  values, 
it  would  be  absolutely  necessary  to  require  that  the 
state  be  closely  involved  in  the  administration  of  as- 
sessments with  respect  to  these  institutions,  either  di- 
rectly by  making  assessments  a  state  agency  function, 
or  by  close  and  mandatory  supervision  involving  com- 
parisons with  actual  field  appraisals  made  by  state 
agencies. 

//  it  should  he  deemed  desirable  to  grant  general 
relief,  the  Legislature  should  consider,  as  au  alterna- 
tive, restoring  to  local  U7iits  of  government  a  part  or 
all  of  the  revenues  now  being  lost  as  a  result  of  the 
removal  of  properties  from  local  ta.r  rolls  by  state 
exemptions,  such  as  those  accorded  veterans,  welfare 
institutions,  and  colleges. 

Action  by  the  Legislature  aimed  at  making  more 
adequate  the  process  by  which  the  individual  prop- 
erty taxpayer  can  appeal  his  assessment  would  con- 
stitute a  significant  contribution  to  property  tax 
equity  by  removing  considerable  uncertainty  and  in- 
consistency. IMore  specifically,  it  is  suggested  that 
county  boards  of  supervisors,  or  other  bodies  sitting 
as  boards  of  taxpayer  etiualization,  be  required  to 
admit  as  evidence  the  most  recent  countywide  aver- 
age real  propei-tj'  assessment  ratio  available  from  the 
State  Board  of  Equalization.  To  account  for  possible 
statistical  error  arising  either  from  the  use  of  a  year- 
old  ratio  (made  necessary  by  the  timing  of  the  tax 
calendar)  or  from  the  nature  of  the  average  ratio 
itself,  there  should  be  specified  a  tolerance  zone  of 
10  percent  around  this  ratio  within  which  equalization 
action  would  be  deemed  unnecessary. 

Under  this  arrangement,  the  taxpaj^er  could  apply 
the  countywide  ratio  to  tlie  market  value  of  his  prop- 
erty and  compare  the  result  with  his  assessment.  In 
eases  in  which  his  actual  assessment  exceeded  110 
percent  of  the  value  determined  using  the  countywide 
ratio,  the  taxpayer  would  have  grounds  for  appeal 
(assuming  he  is  working  from  a  valid  estimate  of 
market  value).  In  cases  where  the  actual  assessment  is 
found  to  exceed  this  comparable  figure  determined 
with  the  use  of  the  State  Board  of  Equalization 
countywide  ratio,  the  appellate  bodies  concerned 
should  be  directed  to  adjust  the  assessment  to  fall 
within  the  zone  suggested,  that  is,  to  a  figure  equaling 


110  percent  of  the  value  as  determined  through  the 
use  of  a  countywide  ratio. 

The  Legislature  can  significantly  increase  property 
tax  equity  in  California  by  taking  action  as  outlined 
herein  aimed  at  making  more  adequate  the  process  by 
which  the  individual  taxpayer  can  appeal  property 
assessments. 

Because  the  propert.y  tax  is  reserved  primarily  for 
localities,  it  is  too  often  -sdewed  apart  from  the  gen- 
eral state  tax  structure.  It  is,  in  fact,  the  largest  single 
revenue  producer  in  the  state.  But,  although  it  is 
large,  it  is  only  one  of  the  many  ingredients  in  the 
complex  fabric  which  comprises  taxation  in  California. 
Within  this  complex  and  interdependent  structure, 
it  is  potentially  misleading  to  view  any  single  tax  in 
isolation  from  the  whole.  Accorelingly ,  the  Legislature 
should  maintain  continuing  study  of  the  property  tax 
in  California  from  the  point  of  view  of  its  key  role 
in  the  total  state-local  revenue  structure. 

The  question  of  business  taxation  in  the  state 
sliould  be  studied  from  the  point  of  view  of  the  inci- 
dence of  all  taxes  on  business,  not  just  that  on  in- 
ventories. Major  revision  of  the  property  tax  on 
inventories  should  be  deferred  until  such,  a  study 
evaluates  the  need  and  advisaMlity  of  such  a  step. 
Several  steps  should  be  taken  now,  however,  to  im- 
prove the  way  in  wliich  the  property  tax  is  presently 
being  applied  to  inventories  (see  other  related  actions 
outlined  below). 

The  main  limitation  to  local  tax  rates,  in  general, 
should  be  the  local  political  process  rather  than  some 
state-imposed  limitation.  Where  such  limits  are  re- 
taiiu'd,  they  should  be  expressed  as  percentages  of 
market  value  of  property,  as  determined  by  assessment 
ratios  developed  by  the  State  Board  of  Equalization. 
Strengthening  this  aspect  of  local  political  autonomy 
would  require  that  the  Legislature  tnove  towards  the 
general  abandonment  of  property  tax  limits  expressed 
as  percentages  of  the  assessed  value  roll. 

Information  developed  in  connection  with  this  study 
yields  far  better  estimates  than  any  heretofore  avail- 
able regarding  the  relationship  of  property  tax  pay- 
ments and  income.  At  the  same  time,  new  legislation 
enacted  (Wisconsin)  has  moved  toward  establishing  a 
form  of  property  tax  limits  based  on  income  rather 
than  on  assessed  value.  Information  developed  herein 
may  improve  the  feasibility  of  moving  in  the  general 
direction  of  an  increased  legislative  recognition  of  the 
relationslup  between  income  and  property  tax  pay- 
ments. Despite  this  increased  information,  however, 
potential  administrative  problems  loom  large.  As  it 
accunudates,  experience  with  the  Wisconsin  legisla- 
tion will  be  of  considerable  significance  in  evaluating 
these  difficulties.  These  factors  argue  strongly  in  favor 
of  the  Legislature  studying  both  the  feasibility  and 
desirability  of  moving  toward  limits  upon  effective 
local  property  taxes  expressed  in  terms  of  taxpayer's 
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income  (or  a  combined  income/assets  test)  rather  than 
the  conventional  rate  on  assessed  value  of  property. 

PRESERVING  AND  BROADENING  THE  TAX  BASE 
Property  tax  exemptions  have  too  often  been  used 
as  a  means  of  conferringr  favors  or  expressing  public 
esteem.  Too  often  also,  these  moves  have  been  made 
without  due  consideration  to  alternative  means  of 
achieving  the  ends  sought.  In  general,  exempting 
property  from  the  tax  base  tends  to  be  both  inequita- 
ble and  inefficient  as  a  means  of  dispensing  economic 
reward,  iloreover.  the  use  of  exemptions  tends  to  be 
insidious  in  that  the  public,  and  indeed  the  Legisla- 
ture itself,  is  unaware  of  the  costs  involved — a  circum- 
stance in  which  rational  decisionmaking  is  impossible. 
These  problems  are  sufficiently  great  to  warrant  seri- 
ous consideration  by  the  Legislature  of  moving  away 
from  the  use  of  the  property  exemption  as  a  means 
of  conferring  favors  or  expressing  public  esteem;  and 
under  no  circumstances  considering  an  extension  of 
exemptions  for  secular  purposes  utdess  the  ends 
sought  clearly  ivould  justify  the  appropriation  and 
expenditure  of  a  sum  from  the  State  General  Fund 
equivalent  to  that  which  would  be  lost  by  such  an 
exemption. 

One  proposal  often  heard  for  specific  tax  relief  is 
the  removal  of  properties  held  by  senior  citizens  from 
the  tax  roll.  There  is  no  doubt  whatever  that  many 
senior  citizens  do,  in  fact,  have  formidable  economic 
problems.  But  within  this  group,  any  problem  existing 
relevant  to  taxation  clearly  has  to  do  with  economic 
circumstances,  not  age.  Poverty  has  no  respect  for  age 
groups,  either  old  or  young.  Means  other  than  prop- 
erty tax  exemptions  are  available  for  fighting  poverty 
— means  that  are  likely  to  be  both  more  equitable  and 
less  costly.  These  factors  argue  strongly  that  the  Leg- 
islature should  avoid  the  use  of  property  tax  exemp- 
tions as  a  device  for  conferring  general  relief  to  the 
aged. 

One  example  of  the  problems  inherent  in  using 
property  tax  exemptions  for  welfare  purposes  is  the 
serious  <juestion  of  equity  which  arises  with  regard  to 
the  exemption  extended  to  private  homes  for  the  aged. 
The  present  practice  of  exempting  v-irtually  all  such 
institutions  from  property  taxation  makes  a  distinc- 
tion between  those  older  citizens  who  live  in  private 
homes  and  those  who  choose  to  live  in  so-called  homes 
for  the  aged,  discriminating  against  the  former  in 
favor  of  the  latter  without  regard  to  the  economic  cir- 
cumstances of  either.  As  a  result,  those  living  in  pri- 
vate homes  continue  to  pay  taxes,  sometimes  in  spite 
of  economic  hardship,  while  others  in  "homes"  of 
con.siderable  luxury  (and  expense)  are  exempt.  Sense- 
less inequities  and  abuses  connected  with  this  exemp- 
tion sorely  need  to  be  corrected  by  legislative  action 
in  one  of  two  i)os.sible  directions.  The  most  basic  and 
general  approach  to  thLs  problem  is  that  of  phasing 


out  this  exemption  provision  altogether,  after  making 
adequate  provision  for  existing  contractual  arrange- 
ments, and  then  move  toward  putting  all  aid  to  the 
elderly  within  the  framework  of  state  welfare  activ- 
ities. 

Some  of  the  more  .serious  abuses  of  the  present 
exemption  allowed  homes  for  the  aged  can  be  cor- 
rected, however,  within  the  present  legrislative  frame- 
work. The  State  Board  of  Equalization  is  presently 
required  to  pass  on  and  approve  applications  for 
this  exemption,  but  court  interpretations  have  ren- 
dered near-impossible  the  application  of  reasonable 
criteria.  Unfortunately,  therefore,  the  Board  has  had 
to  let  applicants  pass  with  little  interference. 

The  Legislature  should  consider  an  action  which 
would  state  explicitly  that  the  exemption  provision 
for  homes  for  the  aged  has  as  its  objective  aid  to  the 
needy  poor;  that,  accordingly,  the  State  Board  of 
Equalization  be  elirected  to  cooperate  with  the  State 
Department  of  Welfare  in  establishing  criteria  for 
"homes"  that  would  serve  that  end,  and  that  the 
Board  publish  and  thereafter  enforce  those  criteria 
for  tax  exemption  (or  reimbursement). 

In  addition  to  the  courses  of  action  proposed  above, 
the  rationale  underlying  special  treatment  accorded 
taxpayer  groups  favored  by  exemption  should  be 
critically  reviewed  by  the  Legislature.  In  some  eases 
(e.g.  veterans),  this  rationale  is  so  weak  as  to  war- 
rant seriously  considering  a  policy  of  phasing  th^ 
exemption  out  over  a  period  of,  sa}%  10  years.  Fot 
those  in.stitutions  operating  on  a  nonprofit  basis  and 
performing  services  which  obviate  comparable  public 
expense  (e.g.,  education,  hospitals),  whether  or  not 
to  continue  offering  a  subsidy  is  largely  a  political 
question.  But  in  this  decision  process,  costs  must  be 
carefully  weighed  again.st  potential  benefits.  In  any 
event,  steps  should  be  taken  which  would  better  ap- 
prise both  the  public  and  the  Legislature  of  tlM! 
costs  of  exempting  property  from  the  tax  roll.  The 
Legislature  could  increase  this  public  awareness  by 
directing  that  all  exempt  properties  should  be  regu- 
larly assessed  and  from  those  assessments  there  8* 
constructed  and  published  a  roll  of  exempt  properties 
giving  the  owner,  the  purpose  for  exemption,  the 
market  value  of  property  exempted,  and  the  amount 
of  property  tax  liability  forgiven  on  account  of  the 
exemption. 

Nonprofit  cemeteries  in  California  are  currently  al- 
lowed property  tax  exemptions  without  even  filing 
for  and  justifying  that  exempt  status.  Cemeteries 
.seeking  tax  exemption  should  be  required  to  file  an- 
appliiation  annually  along  with  information  necessary, 
to  .support  that  application.  I  ,: 

IMPROVING  ASSESSMENT  PRACTICES 

Several    alternative    actions    by    the    Legislature  | 

would  provide  needed  steps  toward  guaranteeing  and  I 

improving  the  state  of  professionalization  in  the  ran' 
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of  California  assessors  and  would  improve  the  uni- 
formity of  assessment  practices.  Perhaps  the  most 
fundamental  and  direct  of  these  would  be  to  make 
the  office  of  the  assessor  appointive  under  central- 
ized state  direction,  with  candidates  then  to  be  se- 
lected on  the  basis  of  competitive  examinations  for 
indefinite  periods,  but  subject  to  removal  for  just 
cause  (including  incompetence).  Another  alternative 
would  be  to  make  the  office  of  assessor  appointive 
under  individual  county  boards  of  supervisors,  with 
those  bodies  appointing  assessors  from  among  leading 
candidates  as  indicated  by  competitive  examinations 
administered  by  a  responsible  state  office.  As  a  mini- 
mum, under  a  continuation  of  the  present  system, 
steps  should  be  taken  to  assure  that  all  candidates  for 
election  as  assessor  be  qualified  to  run  for  that  office. 
One  alternative  which  would  constitute  a  major  and 
fundamental  step  toward  assuring  assessor  qualifica- 
tions is  for  the  Legislature  to  require  candidates  for 
the  office  of  assessor  to  he  certified  as  to  minimum 
professional  competence  for  the  post  by  a  responsible 
state  office  on  the  basis  of  examination. 

Data  developed  in  connection  with  this  study  indi- 
cates a  generally  higli  level  of  performance  by  county 
assessors  in   California.  Nevertheless,   the  same   data 
indicates  that  problems  of  assessment  exist  in  a  num- 
ber of  areas ;  in  some  areas  those  problems  are  severe. 
In  order  better  to  help  the  assessors  to  help  them- 
selves,   a    procedure    should    be    inaugurated    which 
would   automatically   initiate  a  study  by  the   State 
Board  of  Equalization  aimed  at  making  recommen- 
dations for  any   county  in   which   the   Board's   data 
indicates  potentially  serious  unresolved  problems  in 
assessments.  There  is  little  certainty  regarding  what 
level  of  variations  in  assessments  constitutes  a  severe 
problem.  However,  as  fairly  tolerant  rules  of  thumb, 
the    following    guidelines    are    suggested.    The    State 
Board  of  Equalization  should  be  empowered  and  re- 
quired to  make  a  special  study  of  and  prepare  recom- 
mendations with  regard  to  relevant  assessment  prac- 
tices in  any  county  in  which  the  coefficient  of  disper- 
,  sion   with   respect  to  any  property  type   exceeds  50 
;  percent,  or  when   the  average  of  the  deviations  of 
[assessmcjit  ratios  for  different  types  of  property  var- 
'  ies  from  the  average  of  these  ratios  by  more  than  50 
\  percent. 

I     One  of  the  important  ingredients  of  property  tax 

I  equity,   but   one   on   which  statistical  data  has  been 

lacking,  is  equality  of  tax  treatment  as  between  dif- 

,  ferent   property  types.  The  statistical  program  con- 

1  ducted  by  the  California  State  Board  of  Equalization 

jin  conjunction  with  its  existing  responsibilities  has 

undergone  a  period  of  rather  extensive  development 

land  testing.  The  results  of  this  program  up  to  the 

present  have  been  sufficient  to  provide  a  sound  basis 

I  for  further  expansion  in  the  direction  of  developing 

I  assessment  and  appraisal  data  for  the  various  coun- 

,ties  in  California  on  the  basis  of  individual  property 


types.  This  sort  of  information  can  be  highly  valuable 
and  instrumental  in  improving  California  assessment 
practices.  As  this  sort  of  program  by  the  Board  of 
E((ualization  develops,  resulting  information  should 
be  made  available  to  local  authorities  on  a  confiden- 
tial basis  as  rapidly  as  its  accuracy  permits.  For  ex- 
ample, data  on  coefficients  of  dispersion  and  a.ssess- 
ment  ratios  by  property  types  should  be  made  avail- 
able to  local  authorities  wherever  the  probable  statis- 
tical error  of  those  estimates  can  be  held  to  under 
10  percent  with  a  95-percent  degree  of  confidence. 
The  availability  of  such  data  could  be  insured  by  a 
legislative  requirement  that  the  State  Board  of  Equal- 
ization collect  and  compute  data  on  coefficients  of  dis- 
persion and  assessment  ratios  within  the  various  coun- 
ties, by  individual  property  type  a^  those  types  are 
indicated  by  the  assessor,  and  that  the  Board  be  re- 
quired to  make  these  data  known,  on  a  confidential 
basis,  to  the  assessor  and  the  grand  jury  of  the  county 
concerned. 

In  order  better  to  equip  the  State  Board  of  Equal- 
ization to  carry  out  the  functions  recommended  above, 
and  to  enlarge  the  already  valuable  body  of  data  pre- 
pared by  tlie  Board,  the  statistical  responsibilities  of 
the  Board  of  Equalization  should  be  enlarged.  Ac- 
cordingly, the  Legislature  should  consider  enlarging 
the  statistical  resijonsibilities  of  the  State  Board  of 
Equalization  with  a  view  to  improving  the  reliability 
of  data  concerning  the  characteristics  of  asses-^ments 
with  respect  to  individual  property  types. 

The  present  practice  of  allowing  asses.sments  to  be 
carried  out  at  less  than  the  couutywide  level  results 
in  needless  duplication,  excessive  cost,  and  a  quality 
of  assessment  no  better — and  often  worse — than  that 
already  available  in  the  county  tax  roll.  As  an  alter- 
native to  the  present  system  of  continuing  duplica- 
tion and  inefficiency,  the  Legislature  should  consider 
abolishing  the  office  of  assessor  at  less  than  county- 
wide  level  effective  no  later  than  some  elate  specified 
by  the  Legislature  to  permit  an  orderly  transfer  of 
functions  and  reorganization,  say  10  years  hence. 

Mam-  laws  related  to  property  taxation  remain 
technically  in  force  which  are  either  unenforceable  or 
are  continually  ignored.  The  result  can  only  be  gen- 
eral confusion  and  a  lowering  of  taxpayer  morale. 
Existing  legislation,  for  example,  seems  clearly  to  re- 
quire assessment  at  full  market  value.  This  is  not  now 
and  never  has  been  the  practice  in  California,  but  the 
provision  still  stands.  Statutes  of  this  sort  should 
either  be  enforced  or  should  be  changed,  not  to  sanc- 
tion present  practices  but  to  make  the  law  workable. 

Existing  legislation  should  be  carefully  scrutinized, 
and  those  laws  and  regulations  which  are  either  un- 
enforceable or  go  continually  unenforced  shotdd  either 
be  altered  in  a  way  which  requires  compliance  and 
enforcement,  or  they  should  be  changed  in  a  way  that 
recognizes  reality  and  restates  the  law  in  a  way  that 
can  and  will  be  enforced. 
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Because  of  the  uaeertainty  and  variability  regard- 
ing assessment  ratios,  it  is  often  proposed  that  the 
Legislature  step  in  and  set  a  fixed  ratio  of  market 
values  at  which  all  property  in  California  will  be 
assessed.  This  is  one  possibility,  but  it  is  one  involv- 
ing more  complexities  and  more  legislation  than  are 
immediately  obvious.  The  problem  of  equity  is  con- 
cealed more  with  equality  of  assessment  than  the 
level  at  which  equality  occurs.  A  tendency  for  as- 
sessments to  be  more  uniform  at  higher  fractions  of 
market  value,  however,  makes  it  well  for  the  Legis- 
lature to  assure  that  these  ratios  not  drop  too  low. 
To  serve  this  end,  a  minimum  ratio  should  be  estab- 
lished at  a  level  as  high  as  practicable,  pi-eferably  in 
the  neighborhood  of  40  percent,  but  in  no  event  lower 
than  one  which  approximates  the  present  average  as- 
sessment ratio,  say  25  percent.  Of  the  various  alter- 
natives, it  appears  prefcrahlc  for  the  Legislature  not 
to  set  a  fixed  fraction  of  nmrlict  value  at  which  prop- 
erty ivill  he  assessed,  but  to  specify  only  a  minimum 
ratio  to  the  assessment  of  all  2>roperty,  and  to  set  this 
ratio  as  high  as  practicable,  preferaMy  in  the  neigh- 
borhood of  40  percent. 

By  its  very  nature,  household  personal  (tangible) 
property  is  extremely  difficult  if  not  impossible  to 
assess  with  any  degree  of  uniformity.  As  a  result, 
the  various  assessors  in  California  have  resorted  to  a 
number  of  techniques  for  estimating  the  value  of  per- 
sonal property  held  by  the  taxpayer,  few  of  them 
attempting  any  form  of  direct  assessment.  The  uni- 
formity of  taxpayer  treatment  would  be  greatly  im- 
proved by  action  aimed  at  limiting  these  diverse  and 
sometimes  arbitrary-  valuation  procedures.  Given  the 
inherent  difficulty  of  household  personal  property  as- 
sessment, on  balance,  given  the  nature  of  household 
property,  the  preferable  approach  to  uniformity  ap- 
pears to  be  one  which  approximates  the  value  of 
household  personal  property  by  reference  to  a  specific 
relationship  with  the  value  of  improvement  on  the 
property  involved  or  upon  the  total  assessed  value  of 
residential  real  property  in  the  parcel.  This  relation- 
ship should  either  be  a  fixed  percentage  of  the  im- 
provement value,  determined  by  the  present  approxi- 
mate relationship  between  local  improvement  and  total 
personalty ;  or,  i^referably.  should  be  set  on  a  sliding 
scale  of  percentages  such  as  that  presently  employed 
by  the  State  Board  of  Equalization.  Still  another 
alternative  would  be  to  value  personalty  as  a  fixed 
percentage  of  the  total  real  property  assessed.  This 
procedure  would  he  tantamount  to  the  exemption  of 
all  household  personalty.  Assessors  .should  be  required 
to  determine  the  value  of  household  tangible  person- 


alty by  reference  to  a  specified  relationship  with  the 
lvalue  either  of  improvements  on  the  parcel  involved 
or  of  the  total  real  property  value  in  the  parcel. 

The  present  practice  of  assessing  business  inven- 
tories at  their  level  as  of  a  single  lien  date  each  year 
bears  little  necessary  relationshi])  to  the  actual  capi- 
tal employed  in  the  form  of  inventories  in  that  busi- 
ness during  the  year.  More  clo.sely,  the  assessment 
may  reflect  the  inability  of  a  business  to  rid  itself  of 
inventories  as  the  lien  date  approaches,  thereby  avoid- 
ing the  tax.  Much  inequality,  as  well  as  a  good  deal 
of  early-spring  tax  .scrambling,  could  be  avoided  by 
changing  the  method  of  assessment  of  business  inven- 
tories from  the  single  lien  date  as.sessment  to  an  aver- 
age monthly  inventory  basis.  For  enterprises  for 
which  monthly  physical  inventories  are  unavailable, 
approximation  to  such  inventory  data  can  be  ap- 
proached bj'  use  of  commonly  recorded  information 
on  sales,  cost,  and  inventory  purchases.  Short  of  this 
change,  a  good  deal  of  recordkeeping  could  be  spared 
California  businessmen  by  simply  changing  the  tax 
lien  date  from  the  first  Jlonday  in  March  to  March  1 

A  good  deal  of  additional  confusion  and  resultini 
ine(iuality  with  regard  to  the  taxation  of  business! 
inventories  has  arisen  due  to  ambiguity  with  regard 
to  the  meaning  of  the  term  "market  value"  when 
applied  to  inventories.  In  addition,  .some  evidence  in- 
dicates that  busine.ss  inventories  have  been  intention- 
ally assessed  at  ratios  at  variance  with  those  u.sed  for 
other  types  of  property.  The  Legislature  can  go  far 
toward  eliminating  the  confusion  and  resulting  in 
equities  by  requiring  assessment  of  business  inveih 
tories  in  proportion  to  full  market  value  in  the  samU 
ratio  as  other  types  of  property,  and  further  require 
that  full  value  for  this  purpose  be  explicitly  defined 
as  being  equal  to  the  lower  of  cost  or  market  valii!^ 
irhen  used  in  relation  to  business  inventory. 

Despite  existing  legislation  and  some  recent  moves 
ill  that  direction,  assessment  ratios  on  state-assessed 
properties  and  those  asses.sed  locally  are  not  fully 
equalized.  Given  the  importance  of  equality  of  treat 
ment  between  different  classes  of  taxpayers,  the  Leg- 
islature should  once  again  make  clear  its  position 
relative  to  eiiualization  between  these  classes  of  prop 
erty. 

Accordingly,  the  Legislature  .should  affirm  by  con- 
current resolution  its  intent  that  the  Board  of  Equal- 
ization bring  into  equality  assessment  ratios  as  be- 
tween state  and  locally  assessed  ^jroperties  within  a 
time  period  certain,  say  10  years,  and  that  the  board 
thereafter  announce  these  ratios  annually. 

I 
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CHAPTER   II 

CALIFORNIA  LOCAL  GOVERNMENT  FINANCE:  THE  RECORD 


Tliits  chapter  presents  the  basic  input  data  upon 
which  the  estimates  of  revenue  and  expenditures  for 
California  hical  <i()verninents  over  the  next  decade 
rest.'  The  enipluisis  of  this  chapter  is  on  identifying 
and  describing-  the  complex  interplay  of  the  fiscal 
relationships  linking  the  local  government  units  on 
the  one  hand  to  the  state  and  federal  governments  on 
the  other. 

The  basic  format  to  be  followed  will  be  to  deal 
first  with  the  pattern  of  expenditures  for  each  type 
of  local  goverinnent  over  the  period  1953-54  to  lf)62- 
63.  Emphasis  will  be  upon  the  presentation  of  perti- 
nent information  on  expenditure  patterns  by  units 
of  local  government.  Following  this,  attention  will  be 
shifted  to  the  revenues  of  the  local  government  units 
for  the  same  period.  No  effort  is  made  in  this  chapter 
to  assess  the  desirability  of  the  existing  pattern  of 
fiscal  relationships;  the  analysis  is  strictly  ciuantita- 
tive  in  nature  and  the  forecasts  of  revenues  and  ex- 
penditui-es  in  the  following  chapter  are  based  upon 
the  historic  trend  of  these  relationships  over  the 
1953-54  to  1962-63  period.  Any  qualitative  evaluation 
is  essentially  political  in  nature  and  so  must  ulti- 
mately be  left  to  the  people  and  the  Legislature  for 
evaluation  as  to  the  desirability  of  the  various  pro- 
grams and  the  means  of  financing  them. 

One  word  of  caution  is,  perhaps,  in  order  at  this 
point.  The  statistical  data  upon  which  this  chapter, 
and  upon  which  the  forecasts  in  the  next  chapter  of 
local  government  expenditures  and  revenues  are 
based,  come  primarily  from  the  State  Controller's  an- 
nual reports.  Due  to  the  large  number  of  reporting 
units  and  to  apparent  local  diflferenees  in  interpreta- 
tion as  to  how  data  should  be  classified,  the  data — 
particularly  in  the  earlier  years  under  consideration 
— need  to  be  interpreted  with  some  degree  of  caution. 
Over  the  years,  revisions  and  changes  in  category 
classifications  have  been  made  which  tend  to  limit 
comparability  of  some  of  the  series  over  the  period. 
Because  of  these  factors,  broader  aggregates  of  both 
expenditures  and  revenues  form  the  input  series 
which  were  used  for  foreca.sting  purposes.  But  despite 
these  linutatious,  the  data  undoubtedly  reflect  the 
basic  trends  in  expenditures  and  revenues,  both  by 
broad  aggregate  and  by  individual  category  as  well, 
although  to  a  sonu^what  lesser  extent. 


EXPENDITURES  OF  CALIFORNIA  LOCAL  GOVERNMENT: 
1953-54  TO   1962-63 

Total  expenditures  by  all  local  government  units 
in  California  for  all  pTirposes  increased  from  just 
under  $2,300  million  in  fiscal  1953-54  to  $5,503  mil- 
lion in  fiscal  1962-63,  an  increase  of  some  142  per- 
cent. County  government  spending  for  all  purposes 
increased  from  $798.1  million  to  $1,704.6  million  for 
the  period,  an  increase  of  114  percent.  Cit^'  govern- 
ment expenditures  -  rose  from  $522.2  million  in  1953- 
54  to  $1,110.4  million  in  1962-63,  an  increase  of  about 
113  percent  for  the  period.  School  district  spending 
for  all  purposes  ■'  went  from  $803.4  million  to  nearly 
$2,107  million,  an  increase  of  162  percent.  Finally, 
special  district  spending  went  from  $146.1  million  in 
1953-54  to  $581.0  million  in  1962-63,  an  increase  of 
some  298  percent. 

In  terms  of  relative  importance,  in  fiscal  year  1953- 
54  school  district  expenditures  constituted  35.40  per- 
cent of  total  spending  by  all  local  government  in  Cali- 
fornia. This  was  nearly  matched  by  county  government 
expenditures  which  amounted  to  35.16  percent  of  the 
total,  followed  by  cities  accounting  for  23.00  per- 
cent of  expenditures,  with  special  district  spending 
amounting  to  6.44  percent  of  the  total. 

Over  the  following  decade,  spending  by  all  classes 
of  local  government  increased  in  terms  of  absolute 
dollars.  But  while  all  categories  .showed  increases, 
there  was  a  shift  in  the  relative  spending  among  the 
local  government  units.  School  districts  displayed  a 
persistent  pattern  of  increased  spending,  not  only  in 
dollar  amovmts,  but  also  in  terms  of  each  year's  rela- 
tive share.  School  district  expenditures  increased 
from  35.40  percent  of  total  local  government  spend- 
ing in  1953-54  to  38.27  percent  a  decade  later.  Special 
district  spending  showed  a  similar  pattern  of  increas- 
ing relative  importance,  going  from  6.44  percent  in 
1953-54  to  10.56  percent  in  1962-63. 

These  increases  in  the  relative  importance  of  schools 
and  special  district  spending  came  at  the  expense  of 
relative  decreases  in  county  and  city  government  ex- 
penditures. These  government  units  exhibited  almost 
steady  declines  in  relative  spending  from  35.16  per- 
cent for  counties  and  23.00  percent  for  cities  in  1953- 
54,  to  30.98  percent  and  20.18  percent,  respectively, 


'  The  local  government  units  to  be  discussed  are  cities,  counties, 
school  districts,  and  special  districts. 


=  Includes  expenditures  by  the  City  and  County  of  San  Francisco 
except  for  charities  and  correction  functions,  which  are  in- 
cluded with  county  expenditures. 

3  Expenditures  financed  by  general  fund  and  bond  interest  and 
redemption  fund  revenues  only.  Capital  outlay  expenditures 
financed  by  bonding  are  not  included  since  the  present  study 
is  focused  upon  the  role  of  the  property  tax  in  local  govern- 
ment finance. 
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FIGURE    2 


PERCENTAGE    DISTRIBUTION  OF  LOCAL  GOVERNMENT    SPENDING 
1953-54   TO   1962-63 

CZl  SPECIAL    DISTRICTS  ^777^  COUNTIES 

^M  CITIES  ^3  SCHOOL    DISTRICTS 


1953-54    1954-55    1955-56    1956-57   1957-58    1958-59   1959-60    1960-61   1961-62    1962-63 

YEAR 
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in  1962-63.  The  explanation  of  these  shifts  in  relative 
importance  rests  with  the  impact  of  California's  sky- 
rocketing population,  both  adult  and  school  ape,  and 
in  the  rapid  growth  of  a  suburban  population  demand- 
ing municipal  services  often  provided  by  the  prolif- 
erating and  ubiquitous  special  district.  Despite  de- 
mands— indeed  enormous  demands — placed  on  city 
and  county  governments  for  services,  the  resulting 
increases  in  expenditures  (each  increasing  approxi- 
mately 113  percent  for  the  decade)  to  meet  these  de- 
mands were  relatively  less  than  those  of  schools  (up 
162  percent)   and  special  districts  (up  298  percent). 

Table  1  summai'izes  the  patterns  of  local  govern- 
ment spending  for  the  period  1953-54  to  1962-63, 
expressed  in  terms  of  absolute  dollar  amounts.  The 
pattern  emerging  from  the  spending  of  each  local 
government  for  each  of  the  10  years  under  consider- 
ation is  presented  grapliically  in  Figure  1. 

Percentage  distributions  of  local  government  spend- 
ing (based  directly  on  Table  1)  appear  in  Table  2. 
These  changing  expenditure  patterns  with  the  relative 
importance  shifting  to  school  and  special  districts  and 
away  from  the  cities  and  counties  are  depicted  in 
Figure  2.  A  more  detailed  breakdown  on  the  various 
components  of  expenditures  by  the  units  of  govern- 


ment for  the  decade  ending  in  fiscal  1962-63  is  pre- 
sented in  the  following  sections. 

County    Government    Expenditures:    1953-54    to 
1962-63 

As  noted  above,  total  county  government  expendi- 
tures for  all  purposes  increased  some  114  percent  dur- 
ing the  decade  under  consideration,  rising  from 
.$798,128,283  in  fiscal  1953-54  to  $1,704,606,150  in 
1962-63.  While  expenditures  increased  in  all  func- 
tional categories,  expenditures  during  the  period  in- 
creased most  rapidlj-  in  the  areas  of  debt  service  (up 
720  percent),  education  (county  superintendent  of 
.schools,  libraries,  etc.,  up  some  216  percent),  and 
miscellaneous  (up  208  percent).  These  categories 
together,  however,  totaled  only  about  4.5  percent  of 
all  county  government  expenditures  in  1953-54,  and 
a  .somewhat  larger  7.1  percent  in  1962-63.  Though 
rising  most  rapidly,  they  constitute  only  a  nominal 
share  of  all  county  government  spending. 

Becau.se  of  certain  classification  changes  which  oc- 
curred over  the  course  of  the  decade  1953-54  to 
1962-63  as  well  as  the  greater  accuracy  and  con- 
venience in  working  with  aggregated  .series,  it  was  de- 


Table  1 

CALIFORNIA   LOCAL   GOVERNMENT   SPENDING:    1953-54  TO   1962-63 

Fiscal  Total  local 

year                                                  government  .S'c/ioo/                                                                                                                      Special 

ending                                              expenditures  districts'                             Counties''                           Cities'                        districts'' 

1954    ,$2,269,730,82.5  ,$S03,378.311                       $798,128,283                  .$.522.1.-)1,078                 146.082.1.53 

195.5    2,460.161,086  891..333.101                         834,727,6.58                    .559.899.143                 174.201,184 

1956    2,666,194,044  982,518,361                         885.502.013                    602.0.50,220                 196.123.4.50 

1957    3,060.510,451  1.127.373,S.30                      l.(HG.270,468                    691,.5.56.829                 239.309..S24 

19.58    3,445,262.242  1.309.455,836                      l.n0..566.7O7                    766,7.58.986                 2.58,480,713 

19.59  3,779.541,475  1,439,852,133         1.196,4.58.133        821.864.080       321,367,129 

1960  4,201.415,179  1,626,6.59,892         1.270,720.839        894,727,770       409,306.678 

1961  4,616,905,006  1.787.824.788         1,379,157.462        976,790,701       473,132,05.5 

1962  5,000,488,193  1,943,172,540         1,478.0.54.325       1,044,4.33.808       .534,827,520 

1963  5,502,892,217  2.106.876,881         1.704.(!(Hi.l.50       1,110..381,497       .581.027,689 

1962-63 

as  a 

percent  of 

19.53.54    242.4%  262.3%                                213.6%                           212.7%                        397.7% 

■  Derived  from  Table  9. 
"  Deriied  from  Table  3. 
<■  Derived  from  Table  5. 
'  Derived  from  Table  7. 

Table  2 

PERCENTAGE   DISTRIBUTION    OF  CALIFORNIA   LOCAL   GOVERNMENT  SPENDING:    1953-54  TO   1962-63 » 

Fiscal  Total  local 

year                                              government  School                                                                                                                       Special 

ending                                           expenditures '  districts                            Counties                                Cities                                  districts 

19.54    100.00  35.40                                 35.16                                 23.00                                   6.44 

19.55    100.00  36.23                               33.93                               22.76                                 7.08 

19.50    100.00  36.85                               33.21                                22.58                                 7.36 

19.57    KMKKt  .S6.84                                 32.75                                 22.60                                   7.82 

19.58    100.00  .38.01                               32.23                               22.26                                 7.-50 

19.59    100.00  38.09                                 31.66                                 21.75                                   8.50 

]t»60    100.00  .-58.72                                 30.24                                 21..S0                                   9.74 

1961     100.00  38.72                                 29.87                                 21.16                                 10.25 

1!I62    lOO.OO  38.85                                 29.50                                 20.89                                 10.70 

1963    lOO.OO  38.28                                 30.98                                 20.18                                 10.56 

■  Derived  from  Table  1. 

"  May  not  add  to  total  due  to  rounding. 
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eided  to  limit  the  analysis  and  discussion  to  six  "ag- 
trro<rated"  series:  general  government  (ineluding 
iniseellaneons)  ;  protection;  health  and  sanitation, 
recreation,  and  edncation ;  highways;  charities  and 
corrections ;  and  debt  service. 

The  major  expenditure  categories  for  county  gov- 
ernments are  general  government,  protection,  charities 
and  corrections,  highways  and  bridges,  etc.  While 
relative  increases  in  these  major  categories  were  sub- 
stantial, they  were  less  than  those  smaller  categories 
mentioned  jjreviously.  But  in  absolute  terms,  these 
major  groups  accounted  for  the  lion's  share  of  in- 
creased county  expenditures.  Thus  the  expenditure 
category  "general  government"  increased  approxi- 
mately 148  percent  between  fiscal  1953-5-4  and  fiscal 
1962-63,  but  in  dollar  terms  this  represents  an  in- 
crease of  over  $195  million.  Similarly,  expenditures 
for  protection  of  persons  and  property  rose  by  147 
percent,  an  increase  in  dollar  terms  of  nearly  $85  mil- 
lion. Health  and  sanitation,  recreation,  and  education 
expenditures  increased  130  percent,  or  nearly  .$53  mil- 
lion. Expenditures  on  highways  and  bridges  rose  69 
percent,  or  $56  million. 

The  largest  absolute  gain  in  expenditures  occurred 
in   the  catea-ory  of   charities  and  corrections.   While 


expenditures  just  doubled  (increasing  103  percent), 
the  increase  in  expenditures  for  this  charities  and  cor- 
rection function  amounted  to  a  half  a  billion  dollars, 
from  $484.9  million  in  1953-54  to  $987.8  million  in 
1962-63.  The  largest  part  of  this  expenditure  increase 
is  due,  of  course,  to  increases  in  welfare  costs  through 
increased  benefits  and  broadened  coverage. 

Table  3  represents  the  data  just  discussed  in 
absolute  dollars.  It  shows  the  upward  trend  of  ex- 
penditures over  the  jjeriod  by  each  functional  cate- 
gory, and  also  for  total  expenditures  of  county  gov- 
ernments. Also  shown  in  Table  3  is  the  percentage 
change  of  each  expenditure  category  over  1953-54  to 
1962-63.  Table  4  shows  the  percentage  distribution 
for  each  expenditure  class  relative  to  total  expendi- 
tures for  each  fiscal  year. 

Perhaps  the  most  remarkable  aspect  of  county  gov- 
ernment expenditure  patterns  has  been  the  rather 
marked  stability  in  the  share  of  each  expenditure 
category  as  a  percent  of  the  total.  Each  category,  of 
course,  exhibits  some  fluctuation,  but  the  degree  of 
such  fluctuation  is  quite  limited.  For  example,  gen- 
eral government  constituted  16.56  percent  of  total 
expenditures  in  1953-54  and  rose  only  2.65  percent- 
age  points   to    19.21    percent   in    1962-63.    Similarly, 


Table  3 
COUNTY   EXPENDITURES:    1953-54  TO  1962-63 


Health  and 

General  govern- 

sanitation. 

Charities 

Fiscal 

Total 

ment  (includinfi 

recreation. 

and 

Dcljt 

year 

expendUiires 

ntiscellaneous) 

Protection 

education 

Jlighnays 

corrections 

service 

19.").'?-.")4  

.$798,128,2S.'? 

$1.32,160,622 

.$57,588,604 

$40,520,436 

$80,799,624 

.$484,971,590 

$2,078,407 

ll)r,4-5.5 

834,727,658 

145,28S..56n 

61,636,600 

41,336,1.50 

84.224.823 

499,727,950 

2,513,-575 

1955-56  

885,502,013 

161,930,-593 

67,156,186 

46,2.30,143 

S7..527.141 

518.849,6.58 

3,808,292 

1956-57  

1,002,270,468 

21.3.896,014 

78,390,321 

51,778,284 

](15.S70.043 

547,848,462 

4,477,744 

1957-58  

1,110,.566,707 

227,149,964 

95,2.53,073 

06,079,753 

112,872,471 

603,333,161 

5,877,685 

19.58-59 

1,196.4.58,133 

246..3.36,417 

100,714,019 

68,746,561 

118,491,627 

055,563,280 

0,606,229 

19-"9-fi0 

1,270,720,8.39 

205,rii.i:',.,ss7 

111.362,.351 

74,330,-525 

118,428,0.54 

693,991.733 

7,014,289 

inC(M!l    

1,379,157,462 

2S7.:'.42,4."i9 

121,217,672 

80,.5.50,3-55 

133.768,663 

745,4til,717 

10,816,-596 

1901-62   

1,478.054,325 

300,671,110 

137.568,797 

88,387,863 

131.679,008 

806,345,670 

13,401,871 

1962-03  

1,704,606,150 

327,570,785 

142,380,969 

93,157,-3.53 

136,032,027 

987,819.095 

17,039.921 

1902-6:',  as  a  per- 

cent of  19.".3-51_ 

213.6% 

247.8% 

247.2% 

229.9% 

169.1%, 

203.7%, 

819.9% 

SOURCE;  Controller's  Annual  Report  of  Financial  Transactions  Concern 
tiun). 

ing  Counties  of  California   (excludes  City 

and  County  of  San 

Francisco  except  for 

cliarities  and  corrcc- 

Table  4 
PERCENTAGE    DISTRIBUTION   OF  COUNTY    EXPENDITURES. 


Fiscal  Total 

year  expenditure ' 

19.53-54 100.00 

19.54-.55 100.00 

19.55-56  100.00 

19.56-i57  100.00 

1957-.58 100.00 

19.58-59 100.00 

19.59-00 100.00 

1900-01 100.00 

1901-02  100.00 

1962-63  100.00 

SOURCE:  Derived  from  Table  3. 

*  May  not  add  to  total  due  to  rounding. 


BY   FUNCTION:    1953-54  TO  1962-63 


Health   and 

sanitation. 

Charities 

General 

recreation. 

and 

Debt 

government 

Protection 

and  education 

High  icays 

corrections 

service 

16..56 

7.21 

5.08 

10.12 

00.76 

0.26 

17.41 

7.38 

4.95 

10.09 

59.87 

0.30 

18.29 

7.58 

5.22 

9.88 

58.59 

0.43 

21.34 

7.82 

5.17 

10.56 

54.66 

0.45 

20.45 

8.58 

5.95 

10.16 

.54.33 

0.53 

20.59 

8.42 

5.75 

9.90 

.54.79 

0.55 

20.90 

8.70 

5.85 

9.32 

54.61 

0.55 

20.83 

8.79 

5.84 

9.70 

.54.05 

0.78 

20.34 

9.31 

5.98 

8.91 

54.55 

0.91 

19.21 

8.35 

5.47 

8-02 

57.95 

1.00 

22 


Senate  Fact  Finding  Committee  on  Revenue  and  Taxation 


expenditures  for  protection  were  7.21  percent  of  total 
expenditures  in  1953-54  and  rose  1.4  percentage 
points  to  8.35  percent  by  1962-63. 

The  expenditure  series  for  charities  and  corrections 
is  the  one  exhibitinf.r  the  most  marked  change.  Spend- 
ing for  this  function  fell  from  60.76  percent  of  total 
expenditures  in  1953-54  to  57.95  percent  in  1962-63, 
a  decline  of  2.81  percentage  points.  During  the  course 
of  the  10-year  period  expenditures  on  charities  and 
corrections  as  a  percent  of  total  county  spending  fell 
even  lower,  to  54.05  percent  in  1959-60.  It  may  be 
noted,  however,  that  not  until  1962-63  did  expendi- 
tures for  medical  assistance  to  the  aged  and  medical 
care  get  reported  into  the  expenditures  totals,  so  the 
actual  spending  and  percents  for  earlier  years  are 
understated. 

City  Government  Expenditures:  1953-54 to  1962-63 

Expenditures  of  California's  cities  slightly  more 
than  doubled  during  the  decade  1953-54  to  1962-63, 
increasing  by  nearly  113  percent.  This  increase  in 
spending  was  distributed  among  the  five  functional 
categories  as  follows :  general  government,  up  .some 
125  percent ;  protection,  up  106  percent ;  spending  on 
health,  sanitation,  recreation,  and  education  increased 


130  percent ;  expenditures  on  .streets  rose  by  146  per- 
cent; and  debt  service  increased  147  percent. 

The  dollar  amounts  involved  are  quite  substantial. 
Total  spending,  for  instance,  increased  by  nearly 
$600  million,  from  .$522  million  to  $1,110  million  by 
1962-63.  Genera]  government  expenditures  increa.sed 
by  over  $136  million.  Spending  for  protection  for 
persons  and  property  rose  by  $174  million.  Health, 
sanitation,  recreation,  and  education  expenditures  in- 
creased by  $123  million.  Spending  on  city  streets  rose 
$121  million,  and  debt  servicing  costs  increa.sed  from 
$63  million  to  $96  million.  The  cost  of  debt  servicing 
increased  $33  million  over  the  10-year  period,  which 
was  more  than  total  debt  service  for  California's 
county  governments  in  1962-63  (some  $17  million) 
but  represents,  nevertheless,  a  decline  in  relative  debt 
.service  costs  for  the  cities. 

Table  5  summarizes  the  absolute  dollar  expendi- 
tures of  California  cities  over  the  period  1953-54  to 
1962.  Also  shown  are  the  various  1962-63  functional 
category  expenditures  as  percentages  of  1953-54  ex- 
penditures. Table  6  presents  the  same  data  in  terms 
of  relative  .shares — that  is,  the  relative  distribution  of 
expenditures  by  category  for  each  of  the  10  years. 
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Table  5 
CITY    EXPENDITURES;    1953-54  TO   1962-63 

General  govern- 
ment (including 

miscellaneous,  llenllh  and  sani- 

Fiscal                                      Total                     and  charities  tation.  recreation, 

year                                expenditures ""         and  corrections)''            Protection  and  education                     Streets                    Deht  service 

1953-54 $522,151,078               $10S,!).-)O.3O5             $165,051,115  $101,54^,108                 $83,296,838               $63,309,6.52 

1954-55 .559,899,143                 119.002,299               181,095,673  111,004,925                   83,641,345                 65,154,901 

195.5-56 602,0.50,220                 119,191,095               195,372,342  121,738,619                   91,1.50,271                 74,597,893 

1956-57 691,556,829                 144,785,266               222,0.32,905  1.36,845,737                 105,375,875                 82,517,046 

1957-58 766,758,986                 1.53,909,0.52               250,140,109  152,918,607                 123,0.54,313                 86,7.36,905 

1958-59 821,864,080                 172,54S,:!64               244,968,966  173,447,904                 1.57,.304,.345                 73,.594,.501 

19.59-60 894,727,770                 1S7,6<)4,943               267,529.446  189,182,191                 169,714,.587                 80,6.36,603 

1960-(31   976,790,701                 210,927,602               288,795,904  208,4.39,410                 185,.545,854                 83,081,931 

1961-02 1,044,433,808                 224,907,116               315,371,672  221,558,799                 193,630,092                 88,966,129 

1962-03 1,110,381,497                 245,-567,910               339,206,0.54  224,347,014                 204,897,7.53                 96,362,76(5 

1962-63  as  a  percent 

of  1953-.54 212.7%                        225.4%                       205.5%  220.9%                        246.0%                       147.5% 

*  Excludes  costs  for  public  service  enterprises,  special  assessment  expenditures,  and  payments  from  debt  obligations  and  trust  transactions. 
^  Does  not  include  cli::rities  and  corrections  for  San  Francisco   (included  in  counties  cltaritics  and  corrections). 

SOURCE:  Controller's  Annual  Report  of  Financial  Transactions  Concerning  Cities  of  California. 

Table  6 

PERCENT   DISTRIBUTION    OF  CITY    EXPENDITURES,  BY    FUNCTION:    1953-54  TO   1962-63 

Health,  sanita- 

Fiscal  year                                       Total                         General  tion,  recreation                                                     Deht 

ending                                    expenditures "             government                 Protection  and  education                Streets                        service 

1954   100.00                         20.87                          31.61  19.45                         15.95                         12.12 

1955   100.00                         21.25                          32.34  19.83                         14.94                         11.64 

1956 100.00                         19.80                          32.45  20.22                         15.14                         12.39 

1957   100.00                         20.94                          32.11  19.79                         15.24                         11.93 

1958 100.00                         20.07                          32.62  19.94                         16.05                         11..31 

1959   100.00                        20.99                        29.81  21.10                        19.14                          8.95 

1960  100.00                        20.97                         29.90  21.14                        18.97                          9.01 

1961   100.00                         21.59                          29..57  21..34                         19.00                           8.51 

1962   100.00                         21.53                          30.20  21.21                          18.54                           8.52 

1963   100.00                         22.12                          30.55  20.20                         18.45                           8.68 

*  May  not  add  to  total  due  to  rounding. 
SOURCE:  Dcrired  from  Table  3. 
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Expenditures  of  Special  Districts  : 
1953-54  to  1962-63 

Expenditures  of  special  districts  durino;  the  period 
1953-54  to  1962-63  followed  the  same  pattern  of  in- 
creases as  city  and  county  government  spending.  The 
principal  distinguishing  characteristics  of  special  dis- 
trict spending  are  two:  (1)  Total  spending  of  these 
local  government  units  is  less  than  that  of  the  other 
local  governments;  but  (2)  this  spending,  while 
smaller,  has  exhibited  the  most  rapid  rate  of  increase 
of  all  the  local  government  units. 

For  the  10-year  period  under  consideration,  total 
expenditures  for  all  purposes  by  all  the  rapidly  in- 
creasing and  diverse  special  districts  in  California  in- 
crea.sed  from  $146  million  in  fiscal  1953-54  to  a  total 
of  $581  million  in  1962-63.  This  increase  of  nearly 
$435  million  is  close  to  a  quadrupling  of  1953-54 
spending,  and  is  a  298-percent  increa.se  over  the  base 
year.  In  functional  terms,  special  district  spending 
increased  346  percent  for  operation  and  maintenance 
purposes,  310  percent  for  capital  outlay,  and  196  per- 
cent for  debt  servicing. 

These  increases  in  special  district  spending  are  not 
unexpected.  They  are  simply  a  direct  consequence  of 
California's  own  population  explosion,  and  also  of  the 
rapid  pace  of  urbanization  in  California  as  large  num- 
bers of  this  increased  population  have  chosen  to  reside 
outside  the  core  cities.  The  special  districts  have  thus 
been  called  upon  to  provide  the  citylike  services  de- 


manded by  these  large  urban  communities,  but  com- 
munities which  choose  not  to  incorporate. 

The  pattern  of  special  district  expenditures  in  dol- 
lars is  displayed  in  Table  7.  The  general  pattern  of 
spending  is  one  of  uninterrupted  increase,  though  the 
capital  outlay  category  exhibits  some  little  fluctuation. 
Otherwise  total  spending,  operations  and  mainte- 
nance, and  debt  service  all  show  steady  increase  from 
year  to  year.  Overall,  total  spending  by  special  dis- 
tricts rose  $435  million  for  the  10-year  period  with 
operation  and  maintenance  contributing  $231  million 
of  this  increase,  capital  outlay  some  $131  million,  and 
debt  servicing  accounted  for  the  remaining  $72  mil- 
lion of  the  aggregate  increase. 

Table  8  simply  presents  the  percentage  distribution 
of  special  district  expenditures  on  a  year-bj'-year  basis 
for  the  10-year  period.  Generally  speaking,  operation 
and  maintenance  constitute  an  increasing  share  of 
special  district  spending,  rising  from  45.75  percent  in 
1953-54  to  51.30  percent  in  1962-63,  and  was  an  even 
larger  .share  in  other  years.  While  fluctuating  from 
year  to  year,  capital  outlay  remained  fairly  stable 
over  the  period,  rising  from  29.04  percent  in  1953-54 
to  29.92  percent  in  1962-63.  On  the  other  hand,  the 
cost  of  debt  servicing  has  been  undergoing  a  relative 
decline,  falling  from  25.21  percent  of  total  special 
district  spending  in  1953-54  to  18.78  percent  10  years 
later. 


Table  7 
SPECIAL    DISTRICTS   EXPENDITURES:    1953-54  TO    1962-63 

Operations,  main- 
Totnl  tenance  and  gen- 

Fiscal  year  expenditures  era!  expenditures  Capital  outlay 

19.-)3-.54   $146,082,15.3  $66,833,427  $42,426,096 

1954-5.5   174,201,184  80,172,777  54,807,6.34 

195.5-56   196,123,4.50  107,593,270  47,118,176 

1956-57   239,309,324  129,6.39,207  66,622,517 

1957-58   2.58,480,713  148,802,231  60,947,943 

1958-59   .321,367,129  192,702,045  71,595,549 

1959-60   409,306,678  222,371,563  107,790,923 

1960-61   473,132,055  259,723,631  129,072,395 

1961-62   534,827,520  275,748,830  160,967,682 

1962-63   581,027,689  298,045,841  173,860,265 

1962-63  as  a  percent 

of  1953-54 397.7%  446.0%  409.8% 

SOURCE:  Controller's  Annual   Report  of  Financial  Transactions  Concerning  Special   Districts  of  California. 

Table  8 
PERCENTAGE    DISTRIBUTION    OF  SPECIAL   DISTRICT    EXPENDITURES:    1953-54  TO   1962-63 

Fiscal  year  Total  Operations  and 

ending  expenditures '  maintenance  Capital  outlay 

1954  100.00  45.75  29.04 

1955  100.00  46.02  31.46 

1956  100.00  54.86  24.02 

1957 100.00  54.17  27.84 

1958  100.00  57.57  23.58 

1959 100.00  59.96  22.28 

1960 100.00  54.33  26.34 

1961  100.00  54.89  27.28 

1962  100.00  51.56  30.10 

1963 100.00  51.30  29.92 

*  May  not  add  to  total  due  to  rounding. 
SOURCE:  Derived  from  Table  7. 


Deit  service 
$36,822,630 
39,220,773 
41,412,004 
43,047,600 
48,730,539 
57,069,535 
79,144,192 
84,336,029 
98,111,008 
109,121,583 

296.3% 


Deht  service 
25.21 
22.51 
21.12 
17.99 
18.85 
17.76 
19.34 
17.83 
18.34 
18.78 
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Expenditures  of  School  Districts  : 
1953-54  TO  1962-63 

California's  school  districts  spend  more  than  any  of 
the  other  categories  of  local  government.  This  was 
trne  in  1953-54,  though  in  that  year  county  govern- 
ments spent  nearly  as  much  as  did  school  districts. 
By  1962-63,  however,  school  district  spending  had  far 
outstripped  that  of  even  county  governments,  though 
the  latter  units  of  government  remained  second  in 
total  expenditure. 

The  dollar  increase  in  school  district  spending  over 
the  decade  1953-54  to  1962-63  amounted  to  over  $1.3 
billion,  increasing  from  !{>803  million  in  1953-54  to 
$2.1  billion  in  1962-63.  This  increase  of  $1.3  billion  is 
equivalent  to  a  162  percent  increase  during  the  dec- 
ade. As  might  be  expected,  this  increased  expenditure 
was  distributed  over  all  categories  of  school  district 
expenditures.  Current  operating  expenditures  rose 
from  nearly  $687  million  to  over  $1.8  billion.  Capital 
outlays  showed  a  somewhat  fluctuating  pattern  but  no 
clear  trend,  thoiigh  the  last  three  years  1960-61  to 
1962-63  did  show  some  slackening.  Over  the  entire 
period,  however,  capital  outlay  rose  from  $55  million 
in  1953-54  to  almost  $59  million  in  1962-63,  and  the 
annual  average  for  the  10-year  period  was  $61  mil- 
lion.^  Debt  servicing  costs   for  school   districts   rose 


'  This   docs  not   include  capital   outlay  financed   by   bonding,   but 
only  that  financed  by  general  revenues. 


steadily  over  the  period,  from  nearly  $62  million  in 
1952-54  to  $203  million  in  1962-63,  an  increase  of 
$191  million,  or  229  percent.  This  rapid  increase  in 
debt  service,  both  relative  and  absolute,  reflects  the 
continued  high  level  of  capital  outlay  which  has  char- 
acterized California's  school  districts  of  recent  j'ears. 

The  major  factors  which  have  contributed  to  the 
increase  in  school  district  expenditures  in  California 
are:  (1)  the  rapid  increase  in  the  school-age  popula- 
tion of  the  state;  and  (2)  the  progressively  larger 
numbers  of  both  teaching  and  noiiteaching  personnel, 
along  with  generally  higher  salaries,  needed  to  carry 
out  the  educational  programs  of  the  districts. 

School-age  population  in  California  has  increased 
more  rapidly  than  has  the  state's  population  as  a 
whole.  For  example,  between  the  census  years  of  1950 
and  1960  California's  total  population  increased  by 
approximately  48.5  percent.  Over  this  same  period, 
however,  the  population  of  the  school-age  group  5  to 
19  years  old  increased  by  about  93  percent,  or  nearly 
twice  the  rate  of  increase  in  total  population.  Put  an- 
other way,  this  age  range  of  5  through  19  accounted 
for  just  over  30  percent  of  the  population  in  1952  as 
compared  to  over  37  percent  of  the  state's  population 
in  1960. 

The  large  increa.ses  in  school  enrollment  brought 
with  them  the  need  for  more  teachers  and  personnel 
of  other  types.  This  increase  in  the  number  of  persons 


Table  9 

SCHOOL   DISTRICT  EXPENDITURES:    1953-54  TO   1962-63 

Fiscal                                                                       Total  Current  Capital 

year                                                                      expenditures  and  other  otitlni/'^ 

195.S-.J4 $803,378,311  .$686,.o.-.1.727  .$55,192,416 

19.54-.55 891,.333,101  756,488,405  61.139,736 

1955-56 982,518,361  840,4.32.574  57,004,145 

1956-57 1,127,373,830  971,227.6.54  59,787,753 

1957-58 1,309,4.55,836  1,127,080.882  68,473,382 

1958-59 1,439,852,1.33  1,248,.3G0,071  58,497,844 

19.59-60 1,626.059.802  1.4<1(;.045.I)45  68,835,486 

1960-61 1,7ST.SL'4.7SS  l,.V,.",.ss:;.T22  6.3,076,687 

lVKil-62 1,943,172,.540  1,69(;,2.53,090  60,217,251 

1962-63 2,106.876,881  1.844.886,.566  58,954,910 

1962-6.3  as  a  percent 

of  19.53-.54 262.2%  268.7%  106.8% 

*  Financed  by  general  revenues. 

SOURCE:  Controller's  Annual   Report  of  Fuiancial  Transactions  Concerning  School   Districts  of  California. 


Deit 

service 

$61,6.34,168 

73,704,960 

85,081,642 

96.358,423 

113,901.622 

1.32,544.219 

151.778,461 

170,864.379 

186,701,593 

203,035,405 

329.4% 


Table   10 

PERCENTAGE   DISTRIBUTION   OF  SCHOOL   DISTRICT  EXPENDITURES; 
Fiscal 
year  Total 

ending                                                                     expenditures"  Current 

1954 100.00  85.46 

1955 100.00  84.87 

1956 100.00  85.54 

1957 100.00  86.15 

1958 100.00  86.07 

1959 100.00  86.70 

1960 100.00  86.44 

1961 100.00  86.91 

1962 100.00  87.29 

19&3 100.00  87.56 

■  May  not  add  to  total  due  to  rounding. 
SOURCE:  Dertied  from  Table  9. 
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1953-54  TO  1962-63 

Capital 
outlay 

6.87 
6.86 
5.80 
5.30 
5.23 
4.07 
4.23 
3.53 
3.10 
2.80 


Delt 
service 
7.67 
8.27 
8.66 
8.55 
8.70 
9.22 
9!33 
9.56 
9.61 
9.61 
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Table   n 
CALIFORNIA    LOCAL   GOVERNMENT    REVENUES:    1953-54  TO   1962-63 


Fiscal  Toiallocal 

year  government 

ending  rerenues 

in.-.4 .$2,261,851,801 

111.-).-) 2,4.j0,3S9,228 

195C  2,71.5.408,427 

19.-|7 .•?,064,."}12,261 

10.58 3,457.503,822 

1959 3,852.1.54,292 

1960 4,267,959,271 

1961  4,632,221,817 

1962 5,044,618,980 

1963 5,621,124,957 

1962-63  as  a  percent 

of  19.5,3-.54 248.5% 

»  Derived  from  Table  18. 
i"  Derived  from  Table  12. 
»  Derived  from  Table  14. 
<•  Derived  from  Table  16. 


School 

Special 

districts  » 

Counties  ^ 

Cities  ' 

districts  '' 

$827,071,057 

$784,985,697 

$492,666,006 

$157,129,041 

908,461,071 

830,960,162 

.545.483.72:! 

174,484,272 

996,108,938 

915,409,660 

591.011,577 

211,078,2.52 

1,151,.523,469 

985,428,057 

687,299,793 

240,060,942 

1,342,594,230 

1.094,021,173 

751,935,147 

268,053.272 

1,477,910,916 

1,190,1.35.341 

848,205,873 

335.902.162 

1,649,.508.011 

1,282,706,102 

9.36,890,219 

398.,S.54.0.30 

1,811,192,.580 

1,369,818,902 

1,006,.537,730 

444,673,500 

2.005,485,974 

1.472..3.36.7S7 

1,072.214,114 

404,582,105 

2,190,664,089 

1.713.230.279 

1,165,051,827 

552,178,762 

264.0% 


218.2% 


236.48% 


351.4% 


employed  by  school  distriet.s.  accompanied  by  upward 
pressures  on  salaries  and  other  costs,  explain  the 
large  increase  in  current  exijenditures  made  by  school 
districts  over  the  period  1953-54  to  1962-63. 

Table  9  summarizes  school  district  spending  by 
category  for  the  10-year  period.  In  Table  10  the  per- 
centage distribution  of  school  district  expenditures  is 
presented.  It  is  clear  from  Table  10  that  current 
expenditures  and  debt  service  charges  have  become 
relatively  more  important,  gradually  rising  from 
85.46  percent  of  all  spending  in  195.3-54  to  87.56  per- 
cent in  1962-63  in  the  case  of  current  expenditures, 
and  from  7.67  percent  to  9.61  percent  for  debt  serv- 
icing. At  the  same  time,  the  relative  importance  of 
capital  outlay  financed  by  general  revenues  was  de- 
clining from  6.87  percent  to  2.80  percent. 

CALIFORNIA  LOCAL  GOVERNMENT  REVENUES: 
1953-54  TO   1962-63 

Much  the  same  picture  emerges  with  respect  to 
revenues  of  California  local  governments  as  that  for 
expenditures.  Meeting  the  vastly  expanded  expendi- 
tures were  greatly  enlarged  revenues  derived  from  a 
number  of  .sources. 

Total  revenues  from  all  sources  for  California  local 
governments  increased  from  $2,262  million  in  1953-54 
to  $5,621  million  in  1962-63,  an  increase  of  over  148 
percent.  Given  the  nature  of  the  "fiscal  algebra"  for 
local  governments,  it  is  not  surprising  that  the  reve- 
nues of  the  various  types  of  local  governments  ex- 
perienced roughly  the  same  relative  increase  as  did 
their  expenditures.  The  absolute  increase  in  revenues 
from  195.3-54  to  1962-63  by  type  of  local  government 
is  shown  in  Table  11.  The  corresponding  percentage 
ilistribution  of  revenues  is  presented  in  Table  12. 

The  10-year  increase  in  total  revenues  for  all  types 
of  local  government  from  $2,262  million  to  $5,621 
million  was  distributed  among  the  local  governments 
as  follows.  Revenues  to  school  districts  from  all 
sources  increased  by  nearly  165  percent,  from  $827 


million  to  $2,191  million.  County  government  revenues 
increased  some  $928  million  or  118  jiercent,  from  $785 
million  to  $1,713  million.  California  cities  had  total 
revenues  increase  from  nearly  $493  million  to  $1,165 
million,  or  $672  million  and  about  137  percent.  Fi- 
nally, special  district  revenues  fi-om  all  sources  rose 
251  percent  or  $395  million,  from  $157  million  in 
1953-54  to  $552  million  in  1962-63. 

The  information  summarized  in  Tables  11  and  12 
is  graphically  portrayed  in  Figures  3  and  4.  Thus 
Figure  3  presents  the  absolute  increases  in  revenues 
for  each  type  of  local  government  for  the  10-year 
period.  Figure  4  presents  the  same  information,  but 
in  a  somewhat  different  fashion.  Figure  4  depicts 
the  relative  importance  of  each  type  of  local  govern- 
ment with  respect  to  total  local  government  revenues. 
It  is  clear  from  Figure  4  that  school  districts  and 
special  districts  increased  their  relative  shares  of  total 
local  government  revenues,  and  that  these  increased 
shares  have  come  largely  out  of  the  relative  decline 
in  the  share  of  county  government  revenues.  Thus 
school  districts'  relative  share  of  total  local  revenues 
increased  rather  steadilj-  from  36.57  percent  in  1963- 
64  to  38.97  percent  in  1962-63.  Concurrently,  special 
district  revenues  increased  from  6.95  percent  to  9.82 


Table   12 

LOCAL   GOVERNMENT    REVENUES:    1953-54  TO  1962-63 

PERCENTAGE    DISTRIBUTION   OF  CALIFORNIA 

Fiscal  Toiallocal 

year  government      School  Special 

ending  revenues "       districts     Counties     Cities  districts 

1954   100.00             36..57         34.70  21.78         6.95 

1955 100.00             36.94         33.70  22.18         7.09 

1956 lOO.OO             36.68         .33.71  21.80         7.81 

1957 100.00             .37..50         .32.16  22.43         7.83 

1958 100.00             38.83         31.64  21.75         7.78 

1959 100.00             38.36         30.90  22.02         8.72 

1960 100.00             38.65         30.05  21.05         9.35 

1961 100.00              39.10         29..57  21.73         9.60 

1062 100.00             39.75         29.19  21.25         9.S0 

1963   ](K).00             38.97         30.48  20.73         0.S2 

SOURCE:  Derived  from  Table  11. 

»  May  not  add  to  total  due  to  rounding. 
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FIGURE    4 


PERCENTAGE   DISTRIBUTION  OF  LOCAL  GOVERNMENT    REVENUES 
1953-54   TO  1962-63 
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percent  of  the  total.  Revenues  to  cities  remained  rela- 
tively stable  over  the  period,  declining  from  21.78 
percent  to  20.73  percent  of  the  total.  At  the  same 
time,  however,  the  relative  share  going  to  county 
governments  fell  from  34.70  percent  in  1953-54  to 
30.48  percent  a  decade  later  and  had  a  low  of  29.19 
percent  in  1961-62. 

In  the  following  sections  we  shall  discuss  the  four 
local  government  classes  with  respect  to  revenue 
sources.  This  will  help  to  clarifj-  the  principal  rev- 
enue source  for  each  type  of  government,  along  with 
any  shifts  in  relative  importance  among  those  sources. 
Finally,  the  chapter  will  conclude  with  an  examina- 
tion of  the  relative  reliance  of  all  local  governments 
upon  the  property  tax  as  a  revenue  source. 

County  Government  Revenues  :  1953-54  To  1962-63 

As  discussed  in  the  preceding  section,  total  revemies 
from  all  sources  for  county  governments  rose  118  per- 
cent or  $928  million  for  the  decade,  increasing  from 
.$785  million  in  1953-54  to  $1,713  million  in  1962-63. 
County  governments  in  California  derive  their  rev- 
enues from  the  following  five  sources:  property  tax 
revenues,  subventions  and  grants  from  other  units  of 
government,  sales  tax  receipts,  fees  and  charges,  and 
a  variety  of  other  miscellaneous  sources  termed 
"other"  revenues. 


The  $928  million  increase  in  county  revenues  was 
distributed  among  all  the  revenue  sources  noted 
above.  It  should  be  pointed  out,  however,  that  until 
the  Bradley-Burns  Act  counties  did  not  include  sales 
tax  among  their  revenue  sources.  Therefore,  not  until 
1956-57,  therefore,  did  the  counties  begin  to  receive 
revenues  from  this  source.  Of  the  aggregate  increase 
in  county  revenues,  $386  million  came  from  the  prop- 
erty tajc.  Property  tax  collections  increased  from 
$302  million  in  1953-54  to  $688  million  a  decade 
later,  or  nearly  128  percent. 

Along  with  the  property  tax,  an  important  revenue 
source  for  county  governments  is  comprised  of  sub- 
ventions and  grants.  In  1953-54  California  countj^ 
governments  received  over  half  their  revenues  (52.69 
percent  or  .$414  million)  from  other  government  units. 
During  the  10  year  period  subventions  and  grants  in- 
creased $371  million  to  a  total  of  $784  million  in 
1962-63,  an  increase  of  90  percent.  Despite  this  enor- 
mous dollar  increase  in  subventions  and  grants,  they 
declined  from  52.69  percent  to  45.79  percent  of  total 
county  revenues. 

As  discussed  earlier,  county  governments  first  re- 
ceived revenues  from  sales  taxes  beginning  in  1956-57. 
This  first  year  saw  counties  receiving  $21  million  from 
this  source.  Revenues  derived  from  this  source  in- 
creased nearly  $17  million  to  just  under  $38  million 


Table   12 
COUNTY  SOURCES  OF   REVENUE:    1953-54  TO  1962-63 

Fiscal  Siihrciitioiis 

year  Total  revenue  *  Property  iax  and  grants  ^alestnx 

1953-54 $784,985,697  .$302,079,723  $413,.569,S14 

1954-.55 830,960,162  337,741,.o07  416,4.-)6,92G 

1955-.'56 915,409,600  .388,620,774  437.061,406 

1956-57   985,428,057  397.745,601  404,S44,010               $21,023,.543 

1957-.58   1,094,021.173  451,116,796  497.708,023                 29,347,682 

195S-.59    1,190,135,.341  497,.561,1.52  531,358,854                  33,052,.50O 

1959-60 1,282,706,102  .549,861,328  5.54,9.56.218                 .35,8(!4,494 

1960-61    1,369.818,902  .595,600,462  .586.691..387                 34,571,291 

1961-62 1.472.33(!.7S7  638,2.34,442  628,402,448                 .37,017,441 

1962-63   1,713,2.30,279  687,961,365  784,452,.541                 37,974,606 

1962-63  .IS  a  per- 
cent of  195.3-.54         218.2%  227.7%                             189.7%                        180.6% 
•  Excludes  City  and  County  of  San  Francisco  data,  except  for  subventions  for  charities  corrections  which  are  included. 
SOURCE;  Controller's  Annual  Report  of  Financial  Transactions  Involving  Counties  of  California. 


Other 

Pees  and  charges 

revenue 

$33,614,070 

.$35,722,090 

37,928,392 

.38,833,337 

43,538,192 

46,1,89,288 

50,397,680 

51,417,223 

58,531,010 

57,257,662 

67,601,765 

60,.561,070 

76,677,090 

65,346,972 

86,781,646 

66,174,116 

100,294,957 

68,386,499 

119,9.55,690 

82,886,077 

356.9% 


232,0% 


Fiscal  year  Total  revenue  ' 

1953-54 100.00 

19.54-55 100.00 

19.5.5-56 100.00 

1956-57 100.00 

19.57-58 100.00 

19.58-.59 100.00 

19.59-60 100.00 

1960-61   100.00 

1961-62 100.00 

1902-03 100.00 

SOURCE:  Derived  from  Table  12. 

*  May  not  add  to  total  due  to  rounding. 


Table 

13 

FilBUTION 

OF 

COUNTY   REVENUE 

:    1953-54 

TO 

1962-63 

Si, 

'hventions 

Property  tax 

and  grants                 K 

ales  tax 

Fees  and  charges 

Other  revenue 

.38.48 

52.(>9 

4.28 

4,55 

40.64 

.50.12 

4.56 

4.67 

42.45 

47.74 

4.76 

5.05 

40.36 

47.17 

2.1.3 

5,11 

5.22 

41.23 

45..50 

2.68 

5.35 

5.23 

41.81 

44.65 

2.78 

5.68 

5.09 

42.87 

43.26 

2.80 

5.98 

5.09 

43.48 

42.83 

2.52 

6.34 

4.83 

43.35 

42.68 

2.51 

6.81 

4.64 

40.16 

45.79 

2.22 

7.00 

4.84 
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by  1962-63.  In  relative  terms,  sales  tax  revenues  have 
been  on  the  order  of  2  to  3  percent  of  total  county 
revenues,  accounting:  for  only  2.22  percent  of  all 
county  receipts  in  1962-63. 

Fees  and  charges  constitute  a  rapidly  increasing 
source  of  county  revenues,  having  increased  from 
nearly  $34  mOlion  in  1953-54  to  $120  million  in 
1962-63,  for  a  10-year  increase  of  $86  million  and 
257  percent.  Despite  this  impressive  rate  of  increase 
in  revenues  derived  from  fees  and  charges,  this  source 
provided  only  7.00  percent  of  total  county  revenues  in 
1962-63.  up  from  their  4.28-percent  share  10  years 
earlier. 

County  revenues  derived  from  all  other  sources  in- 
creased $47  million  during  the  decade  ended  in  1962- 
63  period,  from  just  under  $37  million  to  nearly  $83 
million.  This  represented  an  increase  of  132  percent. 
As  a  share  of  total  county  revenues,  these  "other  rev- 
enues" have  remained  relatively  stable  at  about  5  per- 
cent, showing  a  gradual  increase  in  importance  from 
4.55  percent  to  4.84  percent. 

So  far  as  the  relative  importance  of  county  govern- 
ment sources  goes,  the  most  significant  shift  appears 
to  be  the  decline  in  importance  of  subventions  and 
grants.  This  revenue  source  exhibited  a  steady  decline 
in  its  relative  importance  except  for  the  last  year  of 
the  period,   when  it  registered  an   increase   of  some 


3  percentage  points.  Overall,  the  weight  of  subven- 
tions and  grants  in  county  revenues  declined  from 
52.69  percent  in  1953-54  to  a  low  of  42.68  percent  in 
1961-62,  before  reversing  this  pattern  by  increasing 
to  45.79  percent  in  1962-63.  Despite  this  relative 
lessening  in  importance  as  a  revenue  source,  however, 
subventions  and  grants  still  remain  the  single  largest 
source  of  revenue  to  California  county  governments. 

The  property  tax  is  the  second  largest  source  of 
county  government  revenues.  And  it  was,  in  large 
measure,  the  property  tax  that  increased  in  relative 
importance  as  subventions  and  grants  declined.  As  a 
relative  share  of  total  county  revenue  property  taxes 
steadily  increased  from  38.48  percent  in  1953-54  to 
40.16  percent  in  1962-63,  reaching  a  high  of  43.48 
percent  in  1960-61. 

Table  12  presents  the  record  of  county  government 
revenues  by  major  source  for  the  decade  1953-54  to 
1962-63.  Table  13  presents  the  same  data  expressed  in 
relative  terms  and  so  provides  the  percentage  dis- 
tribution of  county  revenues. 

City  Government  Revenues:  1953-54  To  1962-63 

California  cities  derive  revenue  from  the  same  kinds 
of  sources  as  do  counties,  viz  property  taxes,  sub- 
ventions and  grants  from  other  units  of  government, 
sales  taxes,  fees  and  charges,   and  so-called  "other 


Table   14 
CITY   SOURCES  OF    REVENUE:    1953-54  TO   1962-63 


Fiscal 

year 

in.-).3-.">4   

1954-.55 

1955-56  

1956-57  

1957-58  

1958-59  

1959-60  

1960-61  

1961-62  

1962-63   

1902-63  as  a  percent 

of  19.1.3-.54 

*  Excludes  receipts  to  public 
t  Excludes  subvention  to  San 
SOURCE:  Cnntrcller's  Annual 


Total  revenue  * 

.    $492,666,006 

545,483.723 

591,911,577 

687,299,793 

751,935,147 

.   848,205,873 

9.36.890,219 

.  1,006,.537,736 

.  1,072,214,114 

.  1.165,051,827 

236.5% 


Property  tax 
.$216,874,551 
241,1.57.828 
257,070,719 
274,153.991 
299,705.778 
323,114,000 
354,486,395 
.383,535,765 
410,213,.592 
446,581,695 

205.9% 


^uhventions  t 
and  grants 
.?S9,0.39,122 
88,259.9.53 
94,737,601 
103.741,317 
116,732,4.30 
114,416,442 
118,414,890 
131,147.484 
133,791,825 
146,218,.523 

164.2% 


Sales  tax 
$49,729,477 
66.014,146 
87,194,978 
1.34.809,.538 
152,092,862 
166,751,223 
183,316,007 
192.296,848 
204,588,.328 
223,382,435 

449.2% 


Fees  and 

charges 

$37,050,071 

42.:501,287 

47..572.183 

51,453,430 

.59,063,744 

72,380,304 

,83,8.50,351 

90,841,623 

100,815,097 

108,377,001 

292.5% 


Other 
revenue 
$99,972,785 
107,5.50.509 
105.336,096 
124,081,511 
124,340,330 
171,543,904 
196,822,570 
208,716,016 
222.805.272 
240,492,173 

240.6% 


service  enterprises  from  special  assessments,  and  from  debt  obligations  and  trust  transactions. 

Francisco  for  charities  and  corrections  purpose;  otlicrwise  data  includes  City  and  County  of  San  Francisco. 

Report  of  Financial  Transactions   Involving  Cities  of  California. 


Table   15 

PERCENTAGE  DISTRIBUTION    OF   CITY    REVENUE: 

Fiscal  Suhventions 

year                                              Total  revenue"         Property  tax  and  grants 

19.53-54 100.00  44.02  18.07 

1954-55    100.00  44.21  16.18 

195.5-56    100.00  43.43  16.00 

1956-57    100.00  39.89  15.09 

1957-58    100.00  39.86  15.52 

1958-59    100.00  38.09  13.49 

1959-60    100.00  .37.84  12.64 

1960-61    100.00  38.10  13.03 

1961-62    100.00  .38.26  12.48 

1962-63    100.00  38.33  12.55 

"  May  not  add  to  total  due  to  rounding. 
SOUFCE:  Derived  from  Table  14. 


1953-54  TO   1962-63 


Fees  and 

Other 

Sales  tax 

charges 

revenue 

10.09 

7.52 

20.29 

12.10 

7.79 

19.72 

14.73 

8.04 

17.80 

19.62 

7.49 

18.05 

20.23 

7.85 

10.54 

19.60 

8.53 

20.22 

19.57 

8.95 

21.01 

10.10 

9.03 

20.74 

19.08 

9.40 

20.78 

19.17 

9.30 

20.64 
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revenues. ' '  Aggregate  city  revenues  from  these  sources 
were  over  $492  million  in  1953-54  and  increased  by 
more  than  $672  million  to  a  total  of  $1,165  million 
in  1962-63.  This  was  an  increase  in  city  revenues  of 
nearly  137  percent  for  the  decade. 

The  distribution  of  city  revenues  differs  somewhat 
from  that  of  county  governments.  The  principal  rev- 
enue source  for  California  cities  has  been  and  is  the 
property  tax,  with  sales  tax  revenues  increasing  in 
importance.  Subventions  and  grants  have  been  de- 
clining in  relative  importance  to  cities  as  well  as  coun- 
ties, and  receipts  from  fees  and  charges  and  "other 
revenues"  have  shown  little  relative  change.  Fees  and 
charges  have  risen  from  7.52  precent  to  9.30  percent  of 
total  city  revenues  while  "other  revenues"  have  been 
stable  as  a  relative  .share  only  going  from  20.29  per- 
cent to  20.64  percent. 

In  dollar  terms,  revenues  in  every  source  category 
increased  substantially  to  yield  the  aggregate  in- 
crease of  $672  million  for  the  10-year  period.  Rev- 
enues fi-om  property  taxes  increased  nearly  $230  mil- 
lion or  almost  106  percent,  going  from  $217  million 
to  about  $447  million.  Subventions  and  grants  to  Cali- 
fornia cities  went  from  $89  million  to  over  $146  mil- 
lion, an  increase  of  $57  million  or  64  percent.  City 
sales  tax  receipts  increased  from  just  under  $50  mil- 
lion in  1953-54  to  over  $223  million  by  1962-63,  an 
increase  of  nearly  $174  million  or  349  percent.  It  may 
be  mentioned  in  passing  that  at  the  beginning  of  the 
period  under  discussion  some  cities  levied  a  sales  and 
use  tax.  However,  the  passage  of  the  Bradley-Burns 
uniform  sales  and  use  tax  law  greatly  expanded  the 
use  of  sales  taxes  and,  as  can  be  seen  in  Table  14,  city 
revenues  from  this  source  took  a  sharp  leap  upward. 
Revenues  from  fees  and  charges  went  from  $37  mil- 
lion to  $108  million,  an  increase  of  over  $71  million 
or  about  192  percent.  Receipts  derived  from  "other 
revenues"  increased  from  about  $100  million  to  over 
$240  million  over  the  10-year  period,  a  dollar  increase 
of  $140  million  and  a  relative  increase  of  about  141 
percent. 

In  terms  of  relative  shares  of  total  city  revenues, 
the  most  significant  changes  for  this  present  study  are 
the  relative  declines  in  property  tax  revenues  and  in 
subventions  and  grants.  Concurrent  with  these  de- 
clines has  been  the  growth  in  the  relative  importance 
of  sales  tax  receipts  as  a  revenue  source  for  cities. 
Thus  as  the  revenue  derived  from  the  property  tax 
was  more  than  doubling  from  about  $217  million  to 
over  $446  million,  the  relative  importance  of  this 
source  was  declining  from  44.02  percent  of  total  rev- 
enues in  1953-54  to  38.33  percent  10  years  later.  Sim- 
ilarly subventions  and  grants  in  dollar  terms  increased 
$57  million  (64  percent),  but  as  a  share  of  total  city 
revenues,  subventions  and  grants  declined  from  18.07 
percent  to  12.55  percent.  However,  this  combined  de- 
cline in  relative  shares  of  the  property  tax  and  sub- 
ventions and  grants  from  62.09  percent  to  50.88  per- 


cent was  almost  entirely  offset  by  the  rapid  increase  in 
the  importance  of  sales  tax  receipts,  which  increased 
from  10.09  percent  of  all  city  revenues  in  1953-54  to 
19.17  percent  in  1962-63. 

The  various  sources  of  city  revenues  are  presented 
in  Tables  14  and  15.  Table  14  shows  city  revenues  in 
absolute  dollars  for  the  decade  1953-54  to  1962.  Table 
15  presents  the  same  information  as  a  percentage 
distribution. 

Special  District  Revenues:  1953-54  To  1962-63 

California's  special  districts  witnessed  a  rapid  ex- 
pansion in  their  revenues  over  the  10-year  period 
1953-54  to  1962-63.  The  special  districts  derive  their 
revenues  from  four  basic  sources :  property  taxes, 
subventions  and  grants,  charges  for  services,  and 
"other  revenues." 

For  the  period  under  discussion,  special  district 
revenues  increa.sed  251  percent,  increasing  from  $157 
million  to  $552  million,  or  some  .$395  million.  This 
total  increase  was  distributed  among  all  the  revenue 
sources  in  varying  degrees.  Revenues  raised  from 
property  taxes  increased  from  just  under  $87  million 
to  over  $225  million  during  the  decade.  This  in- 
crease in  property  tax  collections  represents  an  in- 
crease of  159  percent.  Subventions  and  grants  to  spe- 
cial districts  from  other  units  of  government  Avent 
from  just  over  $6  million  to  $16  million,  for  an  in- 
crease of  158  percent.  Revenues  from  charges  for 
services  underwent  the  largest  dollar  increase,  going 
from  $55  million  in  1953-54  to  over  $261  million 
by  1962-63.  This  $261  million  increase  in  charges 
amounted  to  a  376  percent  increase.  Finally,  "other 
revenues"  increased  by  $40  million  from  $9  million 
to  $49  million,  but  this  represented  an  increase  of 
nearly  444  precent. 

Changes  in  the  relative  shares  of  total  revenue  of 
special  districts  also  occurred  during  the  10-year 
period.  The  most  important  of  these  involved  the 
relative  decline  in  importance  of  the  property  tax  and 
the  increase  iii  tlie  share  contributed  through  charges 
for  services.  Thus,  in  1953-54  property  taxes  com- 
prised over  half  of  special  district  revenues,  amount- 
ing to  55.29  percent  of  the  total  revenues  received  by 
these  districts.  At  the  same  time,  charges  for  services 
contributed  not  quite  35  percent,  34.97  percent,  of 
total  revenues.  Ten  years  later,  the  property  tax  share 
had  declined  to  40.79  percent  while  charges  for  serv- 
ices comprised  47.38  percent  of  total  special  district 
revenues. 

The  shares  of  total  revenue  attributable  to  subven- 
tions and  grants  and  "other  revenues"  changed  only 
slightly.  Subventions  and  grants  fluctuated  somewhat 
as  a  percent  of  total  revenue,  but  at  the  end  of  the 
period  this  had  dropped  to  2.92  percent.  "Other  rev- 
enues" rose  slightly  over  the  decade,  from  5.76  per- 
cent to  8.91  percent  of  total  revenues  received  by  spe- 
cial districts. 
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Table  16 

SPECIAL  DISTRICT    REVENUES:    1953-54  TO    1962-63 

Fiscal  Siiliveiitioiis  Charges 

year                                                 Total  rcreitue  Properly  tax  and  grants  for  service 

1953-54    $157,129,041  $86,876,499  $G,252,54(J  $54,951,541 

1954-55    174,484,272  93,810,469  8,049,155  65,683,842 

1955-56    211,978,252  113,438,164  10,940,487  78,410,857 

1956-57    240,060,942  123,765,000  11,946,957  93,0.50,441 

1957-58    268,953,272  141,661,858  10,841,472  104,548,169 

1958-59    335,902,162  155,031,994  9,478,449  152,470,047 

19.59-60    398,854,939  179,704,980  16,202,344  176.739,481 

1960-61    444,673,.599  192,481,918  18,462,240  204,632,116 

1961-62    494,582,105  212,375,792  12,681,314  234,487,441 

1962-63    .552,178,762  225,2.32,742  16,113,781  261,639,614 

1962-63  as  a  percent 

of  1953-54 351.4%  2.59.3%  257.7%  476.1% 

SOURCE:  Controllef's  Annual   Report  of  Financial  Transactions  Concerning  Special   Districts  of  California. 


Other 
revenues 
$9,048,455 
6,940,806 
9,188,744 
11,298,.544 
11,901,773 
18,921,671 
26,208,134 
29,(M)7.325 

3.",(k;7.."..'.s 

49,192,02.5 
543.7% 


Table   17 

PERCENTAGE   DISTRIBUTION   OF  SPECIAL    DISTRICT    REVENUE:    1953-54  TO   1962-63 

Fiscal                                                       Total  Proiwrty  Suhventions  Charges  Other 

year                                                      rerenue'^  tax  and  grants  for  service  revenues 

1953-54    100.00  55.29  3.98  34.97  5.76 

1954-55    100.00  53.76  4.61  37.64  3.08 

1955-56    100.00  53.51  5.16  36.99  4.33 

19:56-57    100.00  51.56  4.98  38.76  4.71 

1957-58    100.00  52.67  4.03  38.87  4.43 

1958-59    100.00  46.15  2.82  45.39  5.63 

1959-60    100.00  45.06  4.06  44.31  6.57 

1960-61    100.00  43.29  4.15  46.02  6.54 

1961-62    100.00  42.94  2.56  47.41  7.08 

1962-63    100.00  40.79  2.92  47.38  8.91 

n  May  not  add  to  total  due  to  rounding. 
SOURCE:  Derived  from  Table  16. 


Table  16  displays  in  terms  of  absolute  dollars  the 
revenue  pattern  for  special  districts  over  the  10-year 
period  19.5.3-51  to  1962-63.  Table  17  presents  the  per- 
centage distribution  of  these  same  revenues. 

School  District  Revenues:  195.3-54  To  1962-63 

School  districts  receive  more  revenue  than  anj'  of 
the  other  local  governments.  This,  of  course,  is  hardly 
surprising  for  school  districts  also  spend  more  than 
any  other  local  government.  School  district  revenues 
have  more  than  matched  the  increase  in  school  ex- 
penditures, revenues  over  the  decade  rising  nearly  165 
percent  while  expenditures  rose  162  percent. 

The  dollar  amounts  involved  in  school  district  fi- 
nance are  truly  enormous.  From  revenues  of  $827 
million  in  1953-54,  school  districts  by  1962-63  were 
receiving  almost  $2,191  million.  These  revenues  are 
derived  from  the  property  tax,  state  apportionment, 
and  what  can  be  called  "other  revenues"  drawn 
from  a  variety  of  miscellaneous  sources. 

This  10-year  increase  of  over  $1.3  billion  was  dis- 
tributed among  the  three  sources.  Revenues  derived 
from  levies  against  property  ro.se  from  $430  million 
in  1953-54  to  $1.3  billion  in  1962-63.  State  apportion- 
ments increased  from  about  $360  million  to  $744  mil- 


lion. Finally,  "other  revenues"  went  from  $37  mil- 
lion to  $133  million. 

While  each  revenue  source  recorded  rather  impres- 
sive absolute  increases,  the  most  striking  aspect  of 
school  district  finance  over  this  decade  was  the  in- 
creasing reliance  on  local  property  tax  levies  and  the 
decline  in  importance  of  state  apportionments.  Indeed, 
the  share  of  school  district  revenues  provided  by 
property  taxes  rose  from  52.04  percent  in  1953-54  to 
59.92  percent  10  years  later.  At  the  same  time  state 
ap])ortionments  were  falling  relatively,  from  43.47 
])ercent  of  total  school  district  revenues  to  33.99  per- 
cent of  total  revenues.  "Other  revenues"  supplied  a 
slightly  larger  proportion  of  total  revenues,  going 
from  4.49  percent  to  6.08  percent  over  the  decade. 

The  trend  and  dollar  magnitude  of  school  district 
revenues  are  given  in  Table  18,  and  the  percentage 
distribution  of  these  data  is  presented  in  Table  19. 

THE  PROPERTY  TAX  AND  LOCAL  GOVERNMENT 
FINANCE:   1953-54  TO   1962-63 

Since  this  study  primarily  addresses  itself  to  the 
role  of  the  property  tax  in  California  local  govern- 
ment finance,  it  is  appropriate  at  this  juncture  to 
examine  the  relative  importance  of  this  revenue 
source  with  respect  to  all  local  government  revenues. 
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Table  20  is  simply  a  compilation  and  consolidation  of 
data  presented  earlier.  The  total  revenue  to  all  local 
governments  raised  by  the  property  tax  has  increased 
substantially,  from  $1,036  million  to  $2,672  million  a 
decade  later  in  1962-63.  At  the  same  time,  of  course, 
all  revenues  to  local  government  were  increasing  as 
were  local  government  expenditures.  The  relative  im- 
portance of  levies  upon  property  with  respect  to  total 
revenues  and  total  expenditures  has  undergone  some 
slight  change. 


While  total  revenues  to  local  governments  from  all 
sources  increased  248  percent  for  the  decade,  property 
tax  revenues  increased  by  258  percent.  As  a  conse- 
quence, propertj-  tax  revenues  as  a  share  of  total  reve- 
nues to  local  government  increased  from  45.8  percent 
in  1953-54  to  47.5  percent  in  1962-63,  reaching  a 
high  of  48.3  percent  in  1961-62.  Similarly,  property 
taxes  constituted  a  steadily  increasing  proportion  of 
local  government  spending  increasing  from  45.7  per- 
cent to  48.6  percent  by  the  end  of  the  10-year  period. 


Table  18 

SCHOOL   DISTRICT  SOURCES  OF  REVENUE:    1953-54  TO   1962-63 

FiscttJ  Stale 

year                                                                                     Total  revenues  Propertif  taj-  apportionments 

1953-54    $827.071,0.57  $4.''.0.427.777  .?3.50..5(r..415 

1954-55  908,461,071  47.5,123,682  390,.5f»4,S42 

1955-56  996,108,0.38  5.32,211,.535  421,381,296 

1956-57 1,1.51  ..52.3,469  646,391,228  4.51,616,748 

1957-58  1,.342,.594,230  754.167,993  524,061,148 

1958-59  1,477,910,916  S4(;,.313,S42  561,942,880 

1959-60 l,649,.-)O8,011  947.036.1.35  620.242.323 

1960-61  1,811,192..5S0  1.05.S..560.S10  660,.53.3.8.30 

1961-02 2,005.4S5.074  1,176,707,646  699,434,385 

1962-63 2,100,064.080  1.312,718,918  744,713.165 

1962-63  as  a  percent 

of  19.i3-.54   264.8^^^  305%  207.1% 

SOURCE:  Controller's  Annual   Report  of   Financial  Transactions  Concerning   School   Districts  of  California. 


Other 

revenues 

$37,137,865 

42.742,547 

42,516,107 

53,515,493 

64,365.030 

69,654,194 

81,329,553 

92,088.040 

129,253,043 

133.2.32,006 

358.7% 


Table   19 

PERCENTAGE   DISTRIBUTION   OF  SCHOOL    DISTRICT    REVENUE:    1953-54  TO   1962-63 

Fiscal  State  Other 
year                                                                                      Total  revenues '                Property  iaj-                 apportionments                      revenues 

1953-54 100.00  52.04  43.47  4.49 

1954-55  lOO.OO  .52.30  43.00  4.70 

195.5-56 100.00  53.43  42.30  4.27 

1956-.57 100.00  .56.13  .39.22  4.65 

1957-58 100.00  56.17  39.03  4.79 

1958-59 100.00  57.26  38.02  4.71 

1959-60 100.00  .57.47  37.60  4.93 

1960-61  100.00  .58.45  36.47  5.08 

1961-62 100.00  .58.68  34.88  6.45 

1062-63 100.00  59.92  33.99  6.08 

•  May  not  add  to  total  due  to  rounding. 
SOURCE:  Derived  from  Table  18. 


Table  20 

IMPORTANCE  OF  PROPERTY  TAX  REVENUE  RELATIVE  TO  TOTAL  REVENUES  AND  TOTAL  EXPENDITURES 

Total  revenues —             Total  expenditures —  Total  property  Property  tar  Property  tax 

Fiscal                                                    all  local                                  all  local  tax — all  local  as  a  percent  as  a  percent 

year                                                  government                          government  government  of  revenues  of  expenditures 

1953-54 $2,261,851,801                  $2,269,730,825  $1,036,2.58,5.50  45.81  45.66 

1954-.55 2,4.50,389,228                    2,460.161,086  1,147,833.486  46.67  46.66 

10.55-56 2,715,408,427                    2,666.104.044  1.201,341,192  47.56  48.43 

1956-.57 3,064,312,261                    3,060,510,451  1,442,055,820  47.06  47.12 

1957-.58 3,4.57,503,822                    3,445,262,242  1,646,652,425  47.63  47.70 

1958-59 3.852.154,202                    3,770..541.475  1,822,020,988  47..30  48.21 

19.59-60 4,2(i7.0.5!i.2Tl                    4,201,415,170  2,031,988,838  47.61  48.36 

1960-61 4,632,221,817                    4,616.905,006  2,230,187,955  48.15  48.30 

1961-62 5,044.618,980                    5,000,488,193  2,437,621,472  48.-32  48.75 

1962-63 5,621,124,957                    5,502,892,217  2,672,494,720  47..54  48.56 

1062-63  a.*;  a  percent 

of  1953-54 248%                                246%  258% 

10-year 

average      47.365%  47.784% 
SOURCE:  Tables  I.  11,  12.  14,  16.  18. 


CHAPTER  III 

CALIFORNIA  LOCAL  GOVERNMENT  FINANCE:  THE  OUTLOOK 


The  base  period  upon  which  the  various  revenue 
and  expenditure  projections  for  California  local  gov- 
ernment units  is  based  comprises  the  years  1953-54 
through  1962-63.  It  may  be  useful,  therefore,  to  re- 
view at  this  juncture  what  some  of  the  major  factors 
have  been  which  underly  the  nature  of  local  govern- 
ment finance  in  California. 

Local  government  receipts  increased  nearly  2^ 
times  over  this  decade,  rising  from  $2.26  billion  to 
$5.62  billion.  During  this  same  period  of  time  there 
occurred  similar  increases  in  expenditvires  by  local 
units  of  government  in  California.  These  expenditures 
aggregated  some  $2.27  billion  in  1953-54  and  in- 
creased nearly  '2i  times  to  $5.50  billion.  These  enor- 
mous absolute  dollar  increases  in  local  government 
revenues  and  costs  tend  to  overstate  the  real  change, 
however.  Over  this  same  period  of  time  the  popula- 
tion served  by  these  same  local  governmental  units 
increased  to  the  point  where  California  is  today  the 
most  populous  state  in  the  nation.  During  this  same 
decade,  California's  economy  grew  and  expanded 
enormously.  Finally,  it  should  be  noted,  the  period 
also  witnessed  a  gradual  erosion  in  the  purcha.sing 
power  of  these  revenues  as  the  price  level  generally 
rose. 

Not  only  did  California's  population  increase  to 
unprecedented  numbers  and  make  greater  demands 
upon  local  government  through  the  sheer  impact  of 
numbers,  this  increased  population  also  seemed  deter- 
mined to  have  access  to  both  higher  quality  and  more 
numerous  services.  This  population  upsurge  thus  had 
a  double-edged  impact  on  local  government.  And,  in 
certain  instances,  pressures  were  further  intensified 
by  state  legislation  which  required  increases  in  the 
scope  of  services  provided  by  local  government. 

Policj-  decisions  concerning  revenue  sources  for  lo- 
cal government  are  necessarily  influenced  by  a  host 
of  legal,  economic,  administrative,  and  political  fac- 
tors. For  any  particular  governmental  unit,  general 
considerations  are  made  more  complex  by  the  inclu- 
sion of  refinement  to  account  for  size  of  the  unit,  geo- 
graphical proximity  and  relation  to  other  areas,  the 
nature  of  the  economic  base,  and  so  on.  Moreover,  tax 
decisions  have  a  competitive  aspect  that  cannot  be 
overlooked.  For  better  or  worse,  communities  vie  with 
one  another  for  residents  (both  private  and  indus- 
trial) not  only  in  terms  of  transportation  and  re- 
source advantages,  esthetic  appeal,  and  the  like. 
Equally  important,  perhaps,  is  the  range  of  govern- 


ment services  offered  and  the  tax  structure  support- 
ing those  services.^ 

The  complex  structure  of  government  tax  revenues 
in  California  has  undergone  some  considerable  change 
over  time.  In  1940,  for  example,  California  counties 
received  61  percent  of  their  revenues  from  local 
sources  and  39  percent  in  subventions,  grants  and 
shared  revenues.  By  1953,  locallj^  raised  revenues  de- 
clined to  47  percent  and  subventions  and  grants  pro- 
vided 53  percent  of  local  revenues.  This  trend  re- 
versed itself,  however,  and  by  1962-63  locally  raised 
revenues  comprised  54  percent  of  the  total,  and  sub- 
ventions and  grants  the  remaining  46  percent. 

What  is  of  particular  importance  here  are  the  shifts 
in  the  relative  importance  of  the  various  local  govern- 
ment revenue  sources.  In  1953-54  local  governments 
received  45.8  percent  of  their  revenues  from  property 
taxes,  while  in  1962-63  the  property  tax  accounted  for 
47.5  percent  of  local  government  revenues.  In  dollar 
terms,  the  increase  in  property  tax  revenues  was  a 
whopping  $1.6  billion  over  10  years  to  reach  $2.67 
billion  in  1962-63. 

The  property  tax  has  been  subjected  to  scathing 
criticism  on  a  number  grounds.  One  of  the  points  of 
attack  has  been  the  administrative  diffievilties  fre- 
quently associated  with  the  tax:  "Probably  no  tax 
form  in  modern  fiscal  time  is  as  poorly  managed  as 
the  property  tax.  "^  Other  critics  have  observed  that 
under  modern  circumstances,  the  very  rationale  for 
the  tax  may  be  weak:  "...  the  property  tax  is  spec- 
tacularly poor  as  a  benefits  tax,  and  even  worse  as  a 
proxy  for  rational  pricing  of  public  services. ' '  •' 

The  many  alleged  shortcomings  of  the  property  tax 
were  succinctly  summarized  in  a  classic  statement  bj' 
the  late  C.  Ward  Macy : 

"This  tax  is  shown  to  have  many  faults.  It 
cannot  be  defended  on  the  groimds  of  the  ability- 
to-pay  principle,  and  its  use  can  only  partially  be 
justified  on  the  basis  of  benefits  received  by  the 
taxpayers.  Its  regressivity  is  acknowledged ;  its 
incidence  is  often  uncertain;  its  failure  to  eon- 
tribute  to  economic  stability  is  recognized ;  and 
its  administration  results  in  frequent  and  serious 
injustices."  "* 


1  Charles  M.  Tiebout,  "A  Pure  Theory  of  Local  Expenditure," 
Journal  of  Political  Economy,  October  1956. 

''George  W.  Mitchell  in  Proceedings  of  the  Forty-Ninth  Annnnl 
Conference  on  Taxation,  Los  Angeles,   1956,  p.   490. 

'Dick  Netzer,  "The  Property  Tax  and  Alternatives  in  Urban 
Development."  Papers  and  Proceedings  of  the  Regional  Sci- 
€7icc  Association,  IX.  1962,  p.  191. 

*  C.  Ward  Macy,  "The  Property  Tax  in  the  Fiscal  System."  Pro- 
ceedings of  tlie  olst  Annual  Conference,  National  Tax  As- 
sociation, 195S.  p.  74. 
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Many  of  these  criticisms  will  be  examined  in  subse- 
quent chapters  of  this  report.  For  the  present  it  suf- 
fices to  note  that,  whatever  its  shortcomings,  the  prop- 
erty tax  is  and  will  remain  a  major  source  of  revenue 
for  the  support  of  California  local  government.  The 
primary  emphasis  here  will  remain  upon  the  likely 
future  course  of  property  tax  revenues  and  rates  in 
California  during  the  coming  decade. 

METHODOLOGY  AND  INPUT  DATA  EMPLOYED 

The  statistical  data  which  underlie  the  discussion 
in  the  preeeeding  chapter  also  form  the  basis  for 
projections  of  local  government  income  and  expendi- 
ture for  the  years  1963-64  to  1972-73.  Certain  as- 
sumptions have  been  used  in  making  these  projections 
and  should  be  mentioned  before  going  further.® 

Methods  employed  to  estimate  future  revenues  and 
expenditures  assume,  essentially,  that  past  historic 
relations  with  respect  to  prices,  population  growth, 
rates  of  urbanization,  and  other  relevant  variables, 
will  continue  into  the  next  decade.  This  is  patently 
not  likely  to  be  the  case,  but  in  the  absence  of  pre- 
dictable alternatives,  any  other  assumptions  would 
necessarily  be  arbitrary  and  even  less  satisfactory. 
The  method  used  is  essentially  that  of  trending  with 
time,  and  the  particular  form  of  the  relation  to  be 
used  is  the  socalled  semi-logarithmic  form. 

For  example,  one  way  to  handle  the  price  factor 
would  be  to  assume  some  arbitrary  rate  of  change  in 
prices,  perhaps  zero  percent  (i.e.  no  change  at  all),  3 
percent,  or  some  other  equally  arbitrary  percent 
change.  Perhaps  several  alternative  rates  of  change 
could  be  employed — this  latter  procedure  was  used  by 
Professors  Mayer  and  Kaneda  in  forming  their  esti- 
mates of  state  revenues  for  the  coming  decade.^  But 
the  point  is,  some  arbitrarily  chosen  rate  of  change 
would  have  to  be  decided  upon.  By  using  the  past,  but 
the  then  current,  values  of  revenues  and  expenditures 
for  the  years  in  question  and  projecting  these  figures, 
whatever  the  basic  interplay  of  factors  is  which  go  to 
produce  price  changes  are  assumed  to  continue  into 
the  future. 

The  series  projected  are,  in  general,  aggregates 
of  several  individual  series.  Because  of  periodic 
reclassification  of  data  by  the  Controller's  office, 
individual-component  series  do  not  represent  uniform 
statistical  coverage.  By  grouping  several  of  these  indi- 
vidual component  series  into  broader  aggregation, 
however,  a  higher  degree  of  accuracy  is  made  possible 
as  these  errors  from  classification  inconsistencies  tend 
to  cancel.  To  improve  accuracy,  therefore,  those  com- 
ponent series  which  underwent  periodic  reclassifica- 
tion were  combined  into  broader  aggregates. 

» There  will  be  found  a  more  detailed  discussion  of  the  method- 
olcgj-  employed  in  making  the  projections  in  the  appendix 
to  this  report. 

'  See  Joint  Legislative  Budget  Committee  Report,  May  1964. 


The  organization  used  in  this  chapter  is  the  same  as 
that  in  the  one  preceding.  Projected  revenues  and  ex- 
penditures are  presented  for  the  different  local  gov- 
ernments: counties,  cities,  special  districts,  and  school 
districts.  Curiously  enough,  a  desire  to  estimate  prop- 
erty tax  trends  into  the  future  requires,  at  least  in 
the  first  instance,  that  revenues  for  the  various  local 
governments  be  projected  net  of  taxes  on  property. 
When  compared  to  projected  expenditures,  this  "net" 
revenue  projection  provides  the  estimated  deficit  to 
be  covered  by  the  property  taxes.  The  tax  rate  on 
property  then  becomes  a  matter  of  simple  fiscal  alge- 
bra: revenues  to  be  raised  divided  by  assessed  value 
equals  the  tax  rate  required  to  accomplish  the  as- 
signed task.  By  totalling  these  needs  for  property  tax 
revenues,  a  statewide  composite  tax  rate  can  be  esti- 
mated that  is  similar  to  that  calculated  by  the  Cali- 
fornia State  Board  of  Equalization  for  the  in  lieu 
motor  vehicle  tax.  This  property  tax  rate  calculation 
is  presented  in  the  last  section  of  this  chapter.  Ap- 
pendix A  sets  forth  the  methodologj-  used  in  the  esti- 
mating procedure,  along  with  projections  of  several 
of  the  various  aggregate  revenue  and  expenditure 
series. 

THE  FISCAL  OUTLOOK  FOR  LOCAL  GOVERNMENT: 
1963-64  TO  1972-73 

This  section  summarizes  the  projections  ^  of  ex- 
penditures and  revenues  for  all  local  government  for 
the  decade  1963-64  to  1972-73.  Projections  for  some 
of  the  major  individual  expenditure  and  revenue  cate- 
gories for  each  type  of  local  government  are  presented 
in  Appendix  A;  the  analysis  here  will  be  confined  to 
the  aggregate  totals  for  each  type  of  local  government. 

Table  1  presents  the  projections  of  total  spending 
over  the  1963-64  to  1972-73  decade  for  each  form  of 
local  government,  and  the  sum  total  of  all  projected 
spending  by  local  government.  The  projections  indi- 
cate an  increase  in  total  spending  by  local  government 
of  $10  billion— from  $6.2  billion  in  1963-64  to  $16.3 
billion  10  j^ears  later.  This  would  amount  to  an  in- 
crease of  162  percent  compared  to  an  actual  increase 
of  142  percent  between  1953-54  and  1962-63. 

This  anticipated  $10  billion  increase  in  total  spend- 
ing is  distributed  among  all  forms  of  local  govern- 
ment. This  estimate  includes  an  increase  in  county 
spending  from  about  $1.8  million  to  $3.8  billion,  an 
increase  of  $2  billion  or  112  percent.  This  compares  to 
a  114  percent  increase  for  the  preceding  decade.  Pro- 
jected expenditures  by  city  governments  in  1972-73 
rise  by  $1.5  billion,  from  $i.25  billion  to  $2.75  billion. 
This  projected  increase  amounts  to  120  percent  for 
city  spending,  as  compared  to  the  113  percent  increase 
for  the  decade  ended  in  1963.  School  district  expendi- 
tures in  1972-73  are  estimated  to  be  more  than  $4.2 


'  For  a  statement  of  the  methodologry  employed  and  the  sources 
of  data  see  Appendix  A. 
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billion  above  1963-64,  the  largest  absolute  increase  for  $3.2  billion  in  1963-64  to  $8.3  billion  in  1972-73.  Rev- 
any  local  government  category.  This,  of  course,  is  to  be  enues  from  nonproperty  sources  are  expected  roughly 
expected,  since  school  district  spending  historically  has  to  double  for  county  governments,  from  $1  billion  to 
exceeded  expenditures  by  the  other  local  government.  just  over  $2  billion.  It  is  estimated  that  city  revenues 
This  projected  increase  in  dollar  spending  by  school  from  nonproperty  sources  will  go  from  $821  million  to 
districts,  from  about  $2.5  billion  in  1963-64  to  nearly  $1.9  bilUon,  an  increase  of  about  136  percent.  Esti- 
$6.7  billion  10  years  later,  amounts  to  an  increase  of  mated  increases  in  school  district  revenues  exclusive 
172  percent,  following  the  increase  of  162  percent  ex-  of  property  tax  levies  amount  to  $1.3  billion  or  about 
perienced  over  the  preceding  decade.  Finally,  special  128  percent.  Special  districts,  with  their  greater  reli- 
districts  will  add  an  estimated  additional  $2.4  billion  ance  on  nonproperty  sources,  will  have  both  the  lar- 
to  local  government  expenditure  levels  during  the  gest  absolute  as  well  as  relative  increase  in  re- 
coming  decade,  going  from  about  $727  million  to  ceipts  of  these  nonproperty  revenues,  an  increase 
about  $3.1  billion.  This  is  an  increase  of  nearly  325  estimated  at  about  $1.7  billion,  or  about  400  percent, 
percent  over  the  10-year  period,  while  the  spending  of  Total  revenues  are  projected  net  of  property  taxes 
special  districts  showed  an  increase  of  about  300  per-  in  order  to  determine  what  property  tax  revenues 
cent  during  the  preceding  decade.  must  be  in  order  to  cover  projected  expenditures.  The 
Estimates  of  total  revenues  exclusive  of  property  tax  fiscal  algebra  of  local  government  finance  is  to  com- 
revenues  to  each  type  of  local  government  are  pre-  pare  expenditures  with  "net"  revenue  and  to  cover 
sented  in  Table  2.8  The  revenues  to  be  raised  by  prop-  the  difference  by  property  taxes.  These  property  tax 
erty  taxes  during  the  coming  decade  are  projected  as  revenues  are  derived  by  applying  the  appropriate  rate 
residual  unsatisfied  needs  between  projected  expend-  to  the  assessed  value  of  the  property  base.  The  follow- 
itures  and  revenues  projected  for  nonproperty  rev-  ing  section  is  concerned  with  the  likely  height  of  the 
enue  sources.  Hence,  adding  projected  nonproperty  property  tax  rates  for  the  decade  1963-64  to  1972-73. 
revenues   for   each   local   government  yields  a   total 

which  can  be  subtracted  from  total  projected  expendi-  ESTIMATED  PROPERTY  TAX  RATES; 

ture  needs  to  obtain  a  residual  projection  for  prop-  1963-64  TO  1972-73 

erty  tax  revenues  necessary  to  cover  the  deficit.  Table  j^  this  section  are  assembled  the  projections  of  all 

2  presents  the  estimated  total  "net"   (of  property  local  government  expenditures,  revenues  from  all  non- 

taxes)  revenues  for  each  category  of  local  government.  t  ■.  j      i         mu     j-c? 

_,  ^     „        ,,  ,       ,                      / .  ^  ,                         ,  property  sources,  and  assessed  values.  The  difference 
Thus  tor  all  local  government,  total  revenues  exclu-  ,    ,  ,,  ,.,  ,       ,  .      . 
»               .,                     i-.tji-                £  between  the  expenditure  and  net  revenue  pro.iections 
sive  ot  property  taxes  are  estimated  to  increase  from                                        .                 „  .                        ^    "* 
represents  an  estimated  deficit  to  be  covered  by  taxes 

'The   major   individual   expenditure   and   revenue   categories   for  ,„   „_„„„   t.      rnw     j^c    -t.        i,         j'"jju  •      a.   j 

each  local  government  are  presented  in  Appendix  A.  O"   property.    ThlS  deficit,    whcU    divided  by   projected 

Table  1 
PROJECTED  TOTAL   EXPENDITURES— ALL   LOCAL  GOVERNMENT,  1963-64  TO  1972-73 
Fiscal 

year  All  local  Special  School 

ending  government                 Counties  Cities  districts  districts 

1964 $6,235,966,090  $1,797,126,900  $1,2.53,333,600  $727,191,190  $2,458,314,400 

1965 6,923,219,930          l,9r)4,333,700  1,367,812,400  853,959,030  2,747,114,800 

1966 7,690,709,200          2,125,292,200  1,492,747,900  1,002,825,800  3,069,843,300 

1967 8,548,429,800          2,311,205,800  1,629,094,600  1,177,643,700  3,430,48.5,700 

1968 9,507,710,600          2,513,382,400  1,777,895,300  1,382,937,000  3,8X3,495,900 

1969 10,581,402,400          2,733,244,900  1,940,287,400  1,624,018,000  4,283,852,100 

1970 11,784,093,200          2,972,340,300  2,117,512,200  1,907,125,700  4,787,115,000 

1971 13,1.32,.362,000          3,232,350,600  2,310,924,800  2,239,586,000  5,349,500,600 

1972 14,645,067,800          3,515,106,000  2,522,003,500  2,630,002,900  5,977,955,400 

1973 16,343,676,200         3,822,595,500  2,752,361,800  3,088,478,800  6,680,240,100 

Table  2 

PROJECTED  TOTAL   REVENUES  NET  OF   PROPERTY  TAX,  ALL  LOCAL  GOVERNMENT,  1963-64  TO  1972-73 
Fiscal 

year  All  local  Special  School 

ending  government                 Counties  Cities  districts  districts 

1964 $3,234,084,412  $1,008,686,553  $821,613,999  $413,420,220  $990,363,640 

1965 3,569,877,651          1,088,181,171  901,421,810  494,538,170  1,085,736,500 

1966 3,945,798,617          1,174,830,544  989,101,733  591,572,440  1,190,293,900 

1967 4,367,974,190          1,269,382,982  1,086,024,918  707,645,990  1,304,920,300 

1968 4,842,611,747          1,372,676,307  1,192,8.55,600  846,494,540  1,430,585,300 

1969 5,377,318,293          1,485,650,347  1,310,729,146  1,012,586,800  1,568,352,000 

1970 5,891,178,623          1,609,359,819  1,441,164,804  1,211,268,300  1,719,385,700 

1971 6,663,034,.563          1,744,990,131  1,584,146,832  1,448,933,600  1,884,964,000 

1972 7,4.36,868,097          1,893,874,955  1,743,273,942  1,733,231,500  2,066,487,700 

1973 8,316,932,117          2,057,516,672  1,920,610.845  2,073,312,200  2,265,492,400 
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assessed  values  provides  an  estimate  of  the  average 
property  tax  rate  necessary  to  close  the  revenue  gap. 
The  various  ingredients  in  this  calculation  are  as- 
sembled in  Table  3. 

Before  proceeding,  some  comments  are  in  order  re- 
garding the  projection  of  assessed  value.  This  pro- 
jection is  based  upon  assessed  values  as  reported  by 
the  State  Board  of  Equalization,  including  properties 
assessed  by  local  governments  as  well  as  those  assessed 
by  the  State  Board  of  Equalization.  One  important 
factor  to  be  considered  is  the  relationshij)  of  as.sess- 
ment  ratios  to  tax  rates.  Depending  upon  the  ratio 
between  assessed  and  market  value,  total  assessed 
value  can  change  markedly.  For  example,  after  the 
State  Board  of  E((ualizati()n  issued  its  1955  equaliza- 
tion oi'der  the  statewide  assessment  ratio  tended  to 
rise  for  the  next  several  years.  In  the  absence  of  any 
other  changes,  this  would  have  the  effect  of  raising 
the  assessed  value  of  the  tax  base  and  so  lower  the 
tax  rate  necessary  to  meet  any  given  property  tax 
revenue- requirement.  But  after  this  brief  rise  in  the 
average  assessment  ratio,  the  ratio  began  a  rather 
steady  decline.  By  1963,  for  example,  the  State  Board 
of  Equalization  reported  an  average  assessment  ratio 
of  23,1  percent,  and  their  preliminary  estimate  put  the 
1964  ratio  at  22.1  percent.  Additionally,  there  is  evi- 
dence that  not  only  is  the  assessment  ratio  on  locally 
assessed  property  declining,  but  so  also  is  the  ratio 
employed  by  the  State  Board  of  Efpialization  itself  in 
its  assessment  of  public  utilities.  Since  estimates  are 
based  on  past  trends  in  assessed  values,  this  gradual 
decline  in  assessment  ratios  is  necessarily  incorporated 
into  the  projections.  If  this  decline  in  assessment 
ratios  were  to  be  arrested,  however,  then  assessed 
values  would  be  larger  and  so,  for  any  given  deficit, 
the  estimated  tax  rate  would  be  lower. 

To  illustrate  the  effect  of  the  assessment  ratio  on 
the  property  tax  rate,  consider  the  following.  The 
State  Board  of  Equalization 's  preliminary  estimate 
of  the  average  statewide  property  tax  rate,  for  use 
in  the  in  lieu  automobile  personal  property  tax  for 
1963  is  $8.  The  1964  assessment  ratio  is  estimated  to 
be  22.1  percent,  down  sharply  from  the  1963  ratio  of 
23.1  percent.   At  the  same  time,  the  State  Board  of 


Equalization's  preliminary  estimated  1964  tax  rate 
of  $8  is  well  above  the  estimate  in  Table  3  of  $7.70. 
But  if  the  1963  assesment  ratio  of  23.1  percent  had 
held  into  1964,  the  State  Board  of  Equalization's  esti- 
mated tax  rate  would  have  been  $7.66.  This  latter  rate 
would  agree  closely  with  the  tax  rate  estimate  of  $7.70 
which  failed  to  incorporate  the  sharp  decline  which 
occurred  in  the  assessment  ratio.  It  is  well,  then,  to 
view  the  projected  assessed  values  and  associated 
property  tax  rates  with  at  least  some  mild  degree  of 
skepticism." 

Table  3  incorporates  total  expenditures  for  all  local 
government  taken  from  Table  1  along  with  total  non- 
property  revenues  from  Table  2.  The  difference  be- 
tween these  estimates  of  expenditures  and  "net"  reve- 
nues yields  the  estimated  revenue  gap  to  be  covered 
by  the  property  tax.  These  deficits,  along  with  pro- 
jected assessed  values,  together  determine  the  esti- 
mated property  tax  rates. 

Table  4  presents  two  additional  estimates  of  fu- 
ture property  tax  rates  based  on  the  data  in  Chapter 
2.  Over  the  195.3-54  to  1962-63  decade,  it  will  be  re- 
called that  local  governments  liad  come  to  rely  more 
heavily  on  the  property  tax  as  a  source  of  revenue. 
As  a  relative  share  of  total  revenue  to  local  govern- 
ments, property  tax  revenues  increased  from  45.8  per- 
cent to  47.4  percent.  But  more  important  for  pres- 
ent purposes,  the  pi-operty  tax  financed  an  increasing 
share  of  total  expenditures.  As  a  percent  of  total  ex- 
penditures, property  tax  revenues  increased  from  45.7 
percent  in  ]9.')3-54  to  48,6  percent  10  years  later. 

One  alternative  property  tax  rate  estimate  is  cal- 
culated by  assuming  that  the  lO-year  average  share 
of  total  expenditures  financed  by  property  taxes  will 
continue  over  the  next  decade.  Applying  the  10-year 
average  share  of  47.785  percent  to  total  estimated 
expenditures  provides  the  amount  to  be  financed  by 
property  taxes.  Dividing  this  amount  by  the  projected 
assessed  values  gives  the  estimated  property  tax  rate. 


'  It  is  worth  noting.  Iiowever,  that  the  assessed  values  projected 
ag:ree  rather  closely  with  an  earlier  set  of  estimates  made 
in  another  connection  by  the  Stanford  Research  Institute. 
Compare  Financing  Public  Srhool  Education  in  California 
(Menlo  Park,  California:  Stanford  Research  Institute, 
1963.) 


Table  3 

PROJECTED  PROPERTY  TAX  RATE— ALL  LOCAL  GOVERNMENT 

Fiscal  Estimated 

year                                      Estimated  total                     nonproperty  Estimated  Estimated 

ending                                       expenditarrs                           revenues  deficit  assessed  raliie 

1964    .$6,23."),n(i(!,()!tO  .l;;i,234,(IS4.412  .$3,001  ,S,S1. GTS  $3R,!)iR).257.000 

1065    6,923,219,9.30  3,569,,S77,6r>l  3,.3.-)3,.342,279  41,927,900,000 

1966    7,690,709,200  3,94.-),798,617  3,744,910,583  45,079,9.36,000 

1967    8,.548,429,800  4,367,974.190  4.180,4.55,610  48,468,930,000 

1968    9,.507,710,600                      4,842.611,747  4,665.098,853  52,112,705,000 

1969    10,581,402,400                      5,377,318,293  5,204,084,107  56,0.30,409,000 

1970    11,784,09;',,200  5,981,178,623  5,802,914.577  60,242,632,000 

1971     13,132,362,(K)0  6,663,0.34,.563  (i.4()9.:'.27.437  64.771.525,000 

1972    14,645,O67,.SO0                       7,436,868,097  7.20S.199,703  69,640,882,(M)0 

1073    _-- 16,343,676,200                     8,316,932,117  s.02(i,744,O.S3  74,876,312,(XX) 

SOURCE:  Tables  1.  2,  present  chapter. 
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This   is   called    the   "Constant    Share    Property    Tax 
Rate"  in  Table  4. 

Table  4 
ALTERNATIVE    PROPERTY  TAX    RATE    PROJECTIONS 

Iiid'easiiifl 

Fiscal                                     Constant  share  share 

year                                             property  property 

ending                                               tax  rate  tar  rate 

li)64 $7.64  $7.81 

1965 7.Sf)  8.12 

1966 8.15  8.44 

1967 8.43  8.77 

1968 8.72  9.13 

1969 9.02  9.50 

1970 9.35  9.90 

1971 9.69  10.32 

1972 10.05  10.76 

1973 10.43  11.24 

A  final  estimate  of  the  property  tax  rate  is  calcu- 
lated by  assuming  the  share  of  total  expenditures  to 
be  financed  by  property  taxes  will  increase  by  2.9  per- 
centage points  from  1963-64  to  1972-73,  as  it  did  in 
the  preceding  10  years.  This  increased  share  is  then 
distributed  evenly  over  the  10  years,  and  the  result- 
ing share  applied  to  estimated  total  expenditures  for 


that  year.  The  result  is  an  estimated  property  tax  re- 
quirement which,  when  divided  by  the  associated  as- 
sessed value,  yields  an  estimate  for  property  tax  rate. 
This  rate  is  called  the  "Increasing  Share  Property 
Tax  Rate"  in  Table  4. 

On  balance,  it  would  appear  that  the  "increasing 
share"  property  tax  rate  is  high  relative  both  to  the 
other  estimates  and  to  probability.  Indeed,  the  pro- 
jected rates  of  Table  3  may  also  be  too  high  if  the 
assessment  ratio  stabilizes  at  or  above  its  average  for 
1953-54  to  1962-63.  A  further  complicating  factor  is 
that,  as  a  relative  share  of  total  income,  property  taxes 
rose  steadily  until  1962-63,  when  they  fell.  It  is  too 
early  to  determine  whether  or  not  this  is  a  one-time 
event.  Given  the  importance  of  school  districts  rela- 
tive to  total  local  government  and  the  recent  legisla- 
tion to  increase  state  aid  to  schools,  it  is  possible  that 
property  taxes  may  decline  somewhat  as  a  share  of 
total  local  government  spending. 

In  any  event,  the  property  tax  rates  projected  in 
Table  3  and  the  "constant  share"  rates  in  Table  4 
appear,  on  balance,  to  be  not  unreasonable  estimates 
of  property  tax  rates  in  the  futvire. 


CHAPTER    IV 

LOCAL  ASSESSMENTS  AND  EQUALIZATION  OF  PROPERTY  TAXES 


THE  PROBLEM  OF  ASSESSMENT 

The  role  of  the  assessor  Ls  highlj-  critical  in  the 
property  tax  equation.  The  propertj-  tax  seeks  to  al- 
locate government  burden  in  accordance  with  the  way 
in  which  individuals  hold  the  total  property  of  the 
community.  Under  such  a  scheme,  the  primary  cri- 
terion determining  the  tax  load  to  be  borne  by  any 
individual  is — presumably — the  value  of  the  property 
he  holds.  It  falls  to  the  assessor  to  di.scover  and  place 
values  on  the  property  as  held  by  various  individuals 
and/or  by  groups,  and  to  deliver  that  information  in 
a  form  (the  tax  roll)  useful  to  those  responsible  for 
collection  (sometimes  himself).  On  the  face  of  it, 
while  difficult,  this  seems  to  be  a  straightforward 
enough  task,  ilore  often  than  not,  however,  the  as- 
sessor finds  himself  the  center  of  a  great  deal  of  con- 
troversy and  is  continually  forced  to  make  very  diffi- 
cult decisions  for  which  the  guidelines  are  not  always 
clear. 

The  various  major  points  of  contention  involve 
either  the  concept  of  value  itself  and  ju.st  what  it 
means;  or  for  any  one  such  concept,  the  actual 
mechanics  by  which  this  value  can  be  determined. 
This  is  in  itself,  unfortunately,  almost  the  entire 
as.se.ssing  task.  The  importance  of  the  many  decisions 
which  must  be  made  by  the  assessor  can  hardly  be 
overstated.  It  is  the  assessor's  best  estimat-e  of  value 
for  tax  purposes  which  goes  on  the  roll  as  as.se.ssed, 
and  which  will  therefore  distribute  the  tax  burden 
among  the  individuals  in  the  community. 

Value  is  a  quality,  however,  which  is  neither  objec- 
tive nor  intrinsic  to  any  concerned  property,  but 
which  exists  in  relation  to  social  and  personal  values, 
markets,  price  changes,  the  degree  of  prosperity 
(existing  and  prospective),  and  so  on  and  on.  Arriv- 
ing at  a  fair  estimate  of  value — however  defined — is 
no  eas.v  task  under  the  best  of  circumstances.  When 
all  the  various  factors  affecting  value  are  in  a  stat€ 
of  flux,  the  problems  inerea.se  disproportionately. 
Thas,  with  its  rapid  rate  of  gro^vth  and  almost  ex- 
plosive change.  California  has  served  up  formidable 
obstacles  to  the  assessor  in  the  pursuit  of  his  already- 
difficult  task.  Over  10  years  ago.  one  consultant  made 
the  f ollo^ving  observation :  "It  does  not  seem  to  be 
an  exaggeration  to  suggest  that  the  California  assessor 
has  faced,  since  the  beginning  of  World  War  II,  as 
great  a  problem  as  has  ever  been  faced  by  an  as.sessor 
in  the  history  of  American  property  taxation."  ' 

>  Leslie  E.  Carbert.  rf.  al.  Property  Assessments  and  Equaliza- 
ticin  in  California,  Part  6  of  the  Report  of  the  Senate  in- 
terim Committee  on  State  and  Local  Taxation.  California 
Legislature.  March  1953,  p.  290. 


The  situation  has  not  gotten  easier  for  the  Califor- 
nia asses.sor  during  the  last  12  years,  and  shows  no 
prospect  of  doing  so  in  the  near  future.  But  the  prob- 
lems of  the  assessor— both  those  inherent  in  the  task 
and  those  peculiar  to  California — have  been  exam- 
ined on  a  number  of  occasioas  and  need  not  be  gone 
into  once  again  here.* 

PAHERNS  OF  ASSESSMENT  IN  CALIFORNIA 
With  all  the  inherent  difficulties  attendant  to  as- 
sessing, along  with  those  added  br  explosive  growth 
in  population,  income,  and  propertj-  values,  it  seems 
only  reasonable  to  suppose  that  candidates  for  the 
office  of  assessor  would  be  carefuUy  screened  for  their 
professional  qualifications  to  fulfill  the  task.  As  pro- 
fessionals, those  selected  could  then  be  nonpolitically 
appointed  a.s  civil  servants  and  supervised  from  above 
to  insure  uniformity  of  assessment  practices  through- 
out the  state.  The  system  actualh"  followed — that  of 
locally  electing  a.ssessors  in  each  county — has  been 
characterized  by  one  observer  as  making  "as  much} 
sense  as  ha^•ing  traffic  cops  elected  by  the  speeders| 
they  are  expected  to  catch."' 

The  election  to  the  post  of  assessor  Ls  an  event,  at  | 
least  in  theory,  in  which  "anyone  can  play."  That  is,_, 
there  are  no  minimum  requirements  in  terms  of  pi 
fcssional  skill  which  mvLst  be  met  in  order  to  stand 
for  the  post  and  the  route  is  left  open  for  these  posi- 
tions to  be  occupied  by  popular,  but  wholly  unquali- 
fied amateurs.  In  practice,  this  fortunately  has  not 
been  the  case.  New  assessors  in  California  have  typi- 
cally come  up  "through  the  ranks"  of  the  assessor's  j 

-  The  property  tax  process  and  the  general  problems  faced  by 
the  assessor  are  elaborated  in  a  number  of  standard  textl^ 
such  as  that  by  Harold  M.  Groves.  Financing  Goremme^t 
(Sixth  edition.  New  York :  Holt.  Rinehart.  and  Winston, 
1S64).  pp.  47—115.  For  the  actual  technique  of  assessing,  m 
great  deal  of  information  is  available  in  the  various  man- 
uals produced  by  the  California  State  Board  of  Equaliza- 
tion. For  comprehensive  reviews  of  propertj-  assessment  in 
California,  see  the  following:  State  and  Local  Taxes  in  Cali- 
fomia:  A  Coniparatiie  Analysis.  Part  3  of  the  Rei>on  of 
the  Senate  Interim  Committee  on  State  and  Local  Taxation, 
California  Legislature.  April  1951  :  Leslie  E.  Carbert.  ct.  at 
Property  Asscssinent  and  Equalization  in  Calijomia,  op- 
cit. :  C.  M.  Chapman.  George  M.  Kuznets.  and  Cuthbert  K. 
Reeves,  Staff  and  Consultants  Reports  to  thf  Committee 
( Sacramento  :  Joint  Interim  Committee  on  Assessment  Prac- 
tices, California  Legislature.  February   1939), 

The  above  sources  are  also  quite  useful  for  a  description 
of  the  general  responsibilities  for  property  lax  administm- 
tion  in  the  State  of  California.  For  a  brief  but  quite  com-  ' 
petent  and  easy  to  read  description  of  California  property 
administration  and  respective  state  and  local  responsibilitien 
in  that  administration,  see  The  Advisory  Commission  OB 
Intergovernmental  Relations.  The  Role  of  the  State  m 
Strengthening  the  Property  Tax.  Vol.  II  (Washington.  D.C; 
U.S.   Government  Printing  Office.    1963),   pp.    K'-19. 

"A,  M.  Woodruff,  'The  Property  Tax  As  A  Fiscal  Resource  fat 
American  Municipalities,"  a  paper  presented  at  the  X*- 
tional  Tax  Conference  on  Local  Tax  Revenue  and  Urh«» 
Development  at  the  Lincoln  School  of  Finance,  ClaremoBt 
Mens  College,  June  15-19.  1964. 
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office  and  have  learned  the  task  from  within.  As  a 
result  not  of  requirement  but  rather  of  practice, 
therefore,  the  office  of  assessor  has  in  California  come 
to  be  filled,  in  general,  with  individuals  fairly  well 
qualified  to  act  in  that  eapacit.v. 

Another  imi)ortant  and  highly  effective  link  in  the 
chain  of  property  tax  administration  is  comprised  of 
the  activities  of  the  California  State  Board  of  Equal- 
ization. In  the  fulfillment  of  its  equalization  func- 
tions, the  board  has  pursued  an  ambitious  program  of 
statistical  research  aimed  at  maintaining  and  improv- 
ing the  quality  of  local  assessment  practices.  As  a 
result  of  this  program,  a  great  deal  of  more  detailed 
and  better  data  is  available  now  than  was  the  case  a 
few  years  ago.  The  present  look  at  the  assessment 
patterns  in  California  has  relied  heavily  upon  the 
work  of  the  State  Board  of  Equalization  and  upon 
their  cooperation.  It  should  be  made  clear  that  in 
pursuing  its  program  of  sampling  and  appraising 
throughout  the  State  of  California,  the  State  Board  of 
Equalization  faces  all  those  problems  of  defining  and 
determining  value  that  are  faced  by  the  assessor — 
problems  which  must  ultimately  be  resolved  by  the 
exercise  of  fallible  human  judgment.  It  goes  without 
saying,  therefore,  that  appraisals  by  the  State  Board 
of  Equalization  are  by  their  nature  open  to  possible 
error. 

But  given  the  subjective  nature  of  the  entire  valua- 
tion process  and  the  difficulties  involved,  the  Board  of 
Equalization  appears  to  have  succeeded  in  maintain- 
ing a  competent  program  of  sampling  and  apprais- 
j   ing.^  These  appraisals  done  by  the  board  provide  the 
1   basis  of  comparison  for  assessed  values  in  the  exam- 
'■  ination  which  follows. 

Variations  In  Overall  Assessment  Levels 

When  the  State  Board  of  Equalization  made  its 
first  attempt  at  surveying  assessments  in  1951,  it  esti- 
mated the  statewide  ratio  of  assessed  to  market  value 
to  be  about  28  percent,  with  individual  county  ratios 
ranging  all  the  way  from  17  percent  to  32  percent. 
By  the  time  the  board,  after  18  years  of  quiescence, 
undertook  to  issue  equalization  orders  in  1955,  the 
statewide  average  assessment  ratio  was  down  to  22.1 
percent.  In  that  year,  the  board  made  a  decision  to 
equalize  assessments  at  25  percent,  allowing  a  toler- 
ance zone  on  either  side  of  that  ratio.  Accordingly, 
equalization  orders  were  issued  to  those  14  counties 
in  which  assessment  ratios  were  found  to  be  less  than 
20  percent. 

As  the  low  ratio  counties  increased  their  assessment 
ratios  following  the  Board's  1955  etiualization  orders, 
and  with  the  Board  sitting  on  tlie  sideline  as  an  "inter- 
ested observer,"  the  average  assessment  ratio  went  up 
following  1955    (see  Table  1),  and  the  range  in  the 

'  For  a  brief  discussion   of  the  sampling  procedure   used   by  the 
State  Board  of  Eriualization,  see  Appendix   D. 


average  assessment  ratios  found  in  various  counties 
narrowed.  Prom  a  high  of  24.0  percent  reached  in 
1958,  the  statewide  average  has  declined  gradually; 
in  the  most  recent  year,  the  overall  ratio  declined  1 
percentage  point  to  22.1  percent  (its  original  1955 
level),  primarily  as  a  result  of  a  realignment  of  assess- 
ment ratios  between  property  types  in  a  few  areas. 

Table   1 

ALL    LOCALLY   ASSESSED   PROPERTY 

California  Statewide  Average  Assessment  Ratios,  1955-1964 

Stateiride  ratio: 
assessed  to  market  value 
Year  percent 

1955  22.1 

1956  23.2 

1957  23.6 

1958  24.0 

1959  23.4 

1960  22.6 

1961  23.5 

1962  23.7 

1963  23.1 

1964  22.1 

SOURCE:  California  Stata  Board  of  Equalization. 

Intercounty  Variation  In  The 
Level  Op  Assessment 

A  good  deal  of  variation  remains  in  the  relationship 
between  assessed  and  market  values  among  different 
California  counties.  The  extent  to  which  these  varia- 
tions have  occurred  with  respect  to  total  property 
of  various  types  is  summarized  in  Table  2.-' 

Table  2 
ALL    LOCALLY  ASSESSED   PROPERTY 

Intercounty  Variation  in  Median  Assessment  Ratios, 
by  Property  Type,  1960-1962 

Median  intracounty  assessment  ratio  (percent) 

Median 
for  counties 
Property  type  Low  county        Hiffh  county     (unireiyhted) 

All    types    15.7  25.0  22.1 

Residential    15.0  29.3  22.3 

Rural   9.9  50.0  20.8 

Commercial    14.3  34.1  22.5 

Industrial    15.4  30.4  22.6 

Timber    16.0  33.3  25.4 

Water    21.6  24.0  23.4 

Mining 

Nonpetroleura 21.6  99.9  34.0 

Petroleum    16.6  99.9  33.3 

SOURCE:  Appendix  B,  Table  1. 

During  the  years  1960-62,  the  period  during  which 
the  sample  underlying  Table  2  was  drawn,  the  median 
intracounty  assessment  ratio  for  all  types  of  property 
varied  from  a  low  of  15.7  percent  in  San  Francisco 
County  to  a  high  of  25  percent  shared  by  eight  coun- 
ties. In  50  of  California's  58  counties,  the  countywide 
assessment  ratio  for  all  property  fell  within  the  range 
of  20  to  25  percent.  If  these  median  countywide  ratios 
are  ranked  from  low  to  high,  the  median  of  this  rank- 

^  For   complete    data    on    countywide   assessment    ratios,    see    Ap- 
pendix B. 
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ing — inat  is,  the  line  that  just  separates  the  low  half  Table  3 

from  the  high  half— oceorred  at  just  about  22  percent ;  total  real  property 

55  counties  had  ratios  which  fell  within  3  percentage  Intercounty  Variation  in  Median  Assessment  Ratios,  by 

points  of  this  middle  ralue.  Onlj-  two  counties,  San  Property  Type,  1960-1962 

Francisco  (15.7  percent*  and  Amador  (16.6  precent),  J/erfi..  imterr^.t, .ww^t mtuXper^t, 

lav  more  than  4  percentage  points  away  from  this  nu'mtin^ 

middle  value.  Pnperigtrpt  L«»mmutif        Bitkrount^     fmureifkledi 

In  looking  at  particular  types  of  property,  some  ;^ -?•*?." }M  t51  ^"f 

,.  ...       .    ^  •    3-    'J      1  .. *-  ResiorDtMl    10,0  26.i  30.8 

disparities  between  individual  county  ratios  appear  Rmai 9.3  .V)J)  19.5 

which  are  larger  than  those  for  aU  property  tj-pes.*  Commeiaal    12J)  S5.9  21.0 

Assessment  ratios  for  residential  properties,  however,  lBdi«.i.i«l  «.5  -^.4  21.3 

-  ,  „  ^_  Tfanber    16jO  -j3.2  25.4 

closely  approximate  those  for  all  property  types  to-  Water 21.6  24.0  23.4 

gether:  51  counties  had  median  assessment  ratios  on  Jlmins 

aU  residential  property  falling  within  4  percentage  p^SS^^^llZT  16.4  »l  ^ 

points  of  the  middle   value    (22.3   percent)    for  all  sothe:  jiKcafa  b.  i^te  1 

countT  medians.  Rural  propertv  showed  a  wider  range 

in  median  assessment  raticK  thin  the  other  three  prop-  -^"  intercounty  comparison  of  assessment  ratios  on 

erty  types  shown  in  Table  2— from  a  low  of  9.3  per-  personal  property  yields  a  slightly  different  picture 

cent  in  Amador  County  to  as  high  as  50  percent  in  *^"    Table  4  summarizes  the  ranges  and  midpoints 

Inyo.  The  middle  value  for  county  medians  with  re-  f«""  ^'^^  a  comparison. 

spect  to  rural  property  was  20.8  percent,  somewhat  Table  4 

lower  than  the  middle  value  for  the  other  property  total  personal  property 

classes.  Only  one  county  stands  out  in  this  group  as  intercounty  Variation  in  Median  Assessment  Ratios, 

having  an  unu.snally  high  median  ratio,  whereas  a  by  Property  Type,  1960-1962 

number  have  so  distinguished  themselves  on  the  low  Jledimm  imteinntmtf  m**mmemt  ntio( prm»t / 

side  with  respect  to  rural  property.  Median  assessment  Jieiimmfor 

ratios  on  commercial  and  industrial  properties  exhibit  »     _.   .  r  .        »- i        •      /    "^l^'itLii 

a  range  and  distribution  not  unlike  those  for  residen-  jyj  t™es lOjtt  86.2  26 " 

tial  and  the  total  of  aU  property  classes,  except  for  Residenital lO/)  99J9  26.7 

extending  the  range  a  bit  further  on  the  high  end.  ?""^  - — ^tl  T^  ?^"J 

in.      ^\  «  *:       -         1      J   -  -        *:     i-  Connnereial 13-3  40.0  24.6 

The  number  of  counties  involved  in  assessing  timber  industrial 145  55.6  24.9 

and  water  properties,  and  those  representing  mining  sonts:  muBi  b.  uue  r 

properties,  is  quite  small  (and  therefore  less  certain'i.  .-:.-^j,^i.  -mi-i.        j- 

J  .^.  -J  ui  -^  -  ^  ^  As  indicated  bv  the  summarv  in  Table  4,  and  in 
and  with  considerable  variation  m  assessment  ratios  ,  -,  -  .'  i-  t.  ™."  , ,  ^  ^. 
between  those  few.  ™*"^  ^^***^  "*  Appendix  B.  Table  6.  the  range  m 
,^^.  ,  J  ,  ,  countT  median  ratios  with  regard  to  personal  prop- 
With  regard  to  real  property  only,  county  median  ^^  j^  somewhat  wider  than  the  range  for  either  total 
assessment  ratios  tend  to  be  somewhat  lower  than  ^  propertv  or  for  total  propertv.  In  addition  to 
comparable  ratios  on  total  property  and  with  a  ^eing  somewhat  wider,  the  distrtbution  of  these 
slightly  wider  range.'  County  medians  for  residential  ^^^^  medians  is  somewhat  higher  than  is  the  ease 
real  property  ranged  from  a  low  of  10.9  percent  in  ^^^  ^^^^^^  ^^^^j  propertv  or  total  real  propertv.  as 
San  Francisco  County  to  a  high  of  26.7  percent  in  i,„dicated  bv  a  comparison  of  the  median  figures  on 
Sierra  County  during  the  Board  of  Equalization  sam-  tables  2.  3.  and  4.  When  personal  propertv  of  aH 
phng  period  1960-62.*  If  the  counties  are  ranked  m  ^^.^^  -^  considered  together,  the  range  extends  from 
order  of  ascending  real  property  asessment  ratios,  ^  ^^^  ^f  10.0  percent  in  Contra  Costa  County  to  a 
the  middle  of  the  range  occurred  at  20.9  percent.  high  ^f  gg  9  percent  in  Lassen  County.  Whereas  a 
somewhat  lower  than  when  all  property  is  consid-  tolerance  range  of  5  percentage  points  on  either  side 
ered.*  of  the  midpoint  (median)  in  the  range  of  medians 
The  picture  with  regard  to  real  property  in  the  for  either  total  property  or  total  real  property  in- 
rural.  commerciaL  and  industrial  categories  followed  eluded  almost  all  counties,  such  a  tolerance  range 
a  similar  pattern:  somewhat  wider  ranges  with  when  applied  to  the  midpoint  of  the  array  for  all 
slightly  lower  midpoints  of  these  ranges  (Le..  median  classes  of  personal  property  (26.7  percent)  includes 
of  the  array  of  county  medians).  only  about  half  of  the  counties,  leaving  29  of  them 
•Tiie  indiridaai  counties  are  ranked  in  »«T^»Hipe  ratio-orier  outside  that  range.  The  intercounty  range  in  median 
S'tS^^pSx T™*"**  *^  indnstriai  properties  a.«essment  ratios  for  personal  property  is  wider  for 
•is  T^^^Sil^^ioi.  B  Table  J.  the  various  classes  of  personalty,  but  it  is  worth  not- 
**^r^aS°<S&<?1S^^Sim?Bf^ter'~°*  ""°*  ""^^  ""  ing  that  for  aU  of  the  very  high-ratio  counties  for 
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total  personal  propiTty  (those  over,  say,  3.5  percent), 
those  hifrh  overall  ratios  appear  to  stem  predomi- 
nantly from  hijjli  ratios  ajiplied  to  the  assessment  of 
personal  jirojierty  in  the  residential  eategory.'" 

The  ranfic  in  median  assessment  ratios  for  residen- 
tial jiersoiial  property  is  somewhat  wider  still  than 
that  for  total  jiersonalty.  From  a  low  of  10.0  percent 
in  Siskiyou  County  and  13.8  percent  in  Contra  Costa 
County,  the  median  assessment  ratios  applied  to  resi- 
dential personalty  go  as  high  as  95.2  percent  in 
Jlodoc,  and  99.!)  percent  in  Lassen  County." 

In  contrast  to  their  position  with  regard  to  real 
property,  rural  personal  property  tends  to  have  me- 
dian assessment  ratios  somewhat  higher  than  those 
for  other  classes  of  personalty  (see  Tables  3  and  4). 
Commercial  and  industrial  propertie.s — which  tend 
to  have  somewhat  higher  median  assessment  ratios  on 
real  property  than  is  the  case  with  rural  or  residen- 
tial property — have  a  somewhat  narrower  range  in 
median  assessment  ratios  applied  to  personal  prop- 
erty, with  the  midpoint  (median)  of  the  intercoiuity 
range  of  median  somewhat  under  that  of  either  rural 
or  residential  personalty. 

Consistency  of  Assessments  Between  Different 
Types  of  Property' 

Despite  the  fact  that  there  is  no  uniform  property 
tax  rate  upon  the  various  counties,  intercounty  varia- 
tion in  assessment  ratios  are  of  considerable  relevance 
due  to  the  role  of  assessed  value  in  various  statewide 
programs.  Variations  in  assessment  ratios  are  most 
closely  connected  with  problems  of  equity,  however, 
as  they  occur  within  the  county  itself.  Given  the  exist- 
ence of  conntywide  property  tax  levies,  variations  in 
the  assessment  ratio  within  the  county  will  influence 
directly  the  extent  to  which  each  piece  of  property  is, 
in  fact,  charged  with  tax  in  projiortion  to  its  value. 
One  way  in  which  inequities  commindy  arise  is  as  a 


>  See  Appendix  B,  Table  3. 

'  It  is  inordinately  difficult  to  appraise  tlie  value  of  household 
personal  property.  This  is  true  whether  that  appraisal  is 
done  by  a  county  assessor  or  by  the  State  Board  of  Equali- 
zation— or,  for  that  matter,  by  a  householder  himself.  As 
a  result  of  this  difficult^',  as  well  as  the  unpopularity  of  any 
intent  to  perform  an  actual  indoor  appraisal  of  residential 
personal  property,  assessors  resort  to  several  techniques  for 
estiniating  the  value  of  personal  property.  These  include 
tying  the  value  of  supposed  amounts  of  personal  property 
owned  to  the  number  of  rooms,  the  kinds  of  rooms,  or  some 
other  factor.  AH  have  in  common  (both  with  each  other  and 
with  most  other  known  techniques)  a  considerable  degree 
unreliability  as  regards  the  actual  value  of  personal  prop- 
erty any  resident  may  actually  own.  Similarly,  while  the 
technique  used  by  the  State  Board  of  Equalization  is  prob- 
ably somewhat  more  sensible  than  those  used  by  most  as- 
sessors, it  is  still  far  from  completely  reliable  regarding  ac- 
tual personal  property  owned  by  any  individual.  The  board's 
technique  involves  the  application  of  a  graduated  scale  to 
the  value  of  the  improvements  in  any  residential  assess- 
ment. The  scale  is  not  totally  arbitrary,  but  is  the  product 
of  some  statistical  inquiry  into  this  relationship.  It  is  the 
use  of  this  technique  upon  which  the  assessment  ratios  for 
personal  property  shown  in  Table  4,  and  also  in  Tables  3 
and  6  of  Appendix  B  rely.  Since  this  technique  is  more 
consistent  and  sensible  than  most  alternatives,  the  ratios 
do  have  some  meaning  ;  but  to  the  extent  that  this  technique 
also  has  flaws,  all  assessment  ratio  results  (and  other  mea- 
sures of  assessment  consistency  related  to  household  per- 
sonalty) derived  from  its  use  must  be  viewed  with  at  least 
some  nagging  skepticism. 


result  of  consistently  assessing  different  types  of  prop- 
erty at  different  ratios.  In  some  states,  the  property 
tax  law  is  written  in  a  way  that  requires  various 
types  of  property  to  be  assessed  at  dift'erent  ratios; 
in  California  the  assessor  is  presumably  striving  to 
assess  all  types  of  property  at  a  consistent  ratio.  The 
consistency  with  which  ditt'erent  types  of  property  is 
assessed  is,  in  fact,  closer  to  being  an  index  of  both 
tax  equity  (at  least  as  defined  by  the  California  law) 
and  assessor  efficiency  than  is  the  overall  median  as- 
sessment ratio  itself.  A  county-by-county  breakdown 
of  median  assessment  ratios  for  each  county  for  each 
type  of  property  is  set  forth  in  Appendix  B,  Tables 
1-3.  Figure  1  offers  a  visual  presentation  of  the  me- 
dian assessment  ratios  on  real  property  of  various 
types  for  each  county  in  the  State  of  California  for 
tiie  years  1960-1962." 

For  any  given  county,  the  heights  of  the  bars  in 
Figure  1  represent  the  median  assessment  ratios  for 
dift'erent  property  types  within  the  county  indicated. 
While  the  general  heights  of  these  bars  therefore  rep- 
resent the  median  a.ssessment  ratios,  the  extent  to 
which  those  bars  are  "level,"  or  even  in  height,  indi- 
cates the  degree  to  which  the  assessor  is  consistent  in 
his  treatment  of  the  different  property  types  involved. 
Thus,  if  all  the  bars  are  of  equal  height  it  would  indi- 
cate that,  at  whatever  ratio  they  all  stood,  all  prop- 
erty types  were  being  assessed  at  the  same  ratio. 
Similarly,  if  one  bar  is  consistently  lower  than  the 
others,  it  suggests  that  that  type  of  property  is  enjoy- 
ing a  lower  ratio  of  assessed-to-market  value.  Con- 
versely, an  inordinately  high  bar  would  suggest  a 
type  of  property  suffering  ju.st  the  opposite. 

Because  of  the  significance  of  this  consistency  of 
assessment  between  dift'erent  types  of  property,  it  is 
desirable  to  arrive  at  some  measure  of  ' '  evenness ' '  be- 
tween the  bars  in  Figure  1.  One  way  to  approach  this 
measure  of  consistency  is,  for  each  case,  to  find  the 
average  deviation  for  each  property  type  away  from 
the  overall  median  ratio  for  all  classes  of  property. 
Having  found  those  average  deviations,  they  can  be 
made  approximately  comparable  by  converting  them 
into  percentages  of  their  own  respective  median  ra- 
tios for  total  property. 

The  results  of  this  calculation  and  a  subsequent 
ranking  from  low  to  high  in  these  percentage  average 
deviations  is  shown  in  Figure  2.'^ 

It  is  difficult  indeed  to  saj'  exactly  what  constitutes 
"good"  or  "bad"  circumstances  of  assessments  with 
regard  to  the  ranking  in  Figure  2.  There  is,  in  other 
words,  no  given  level  at  which  good  shades  into  poor 
and  poor  into  bad  as  the  degree  of  consistency  lessens. 
Even  in  the  absence  of  such  absolute  guidelines,  how- 
ever, there  is  no  doubting  the  significance  of  the  varia- 


^  The  averaging  of  the  respective  property-type  differentials 
was  done  without  regard  to  weighting.  That  is.  the  average 
deviation  of  median  assessment  ratios  about  the  medians  for 
all  classes  is  the  simple  unweighted  arithmetic  mean  of  the 
individual  deviations. 
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FIGURE     2 

CONSISTENCY   OF   ASSESSMENT   BETWEEN    DIFFERENT 
TYPES   OF   PROPERTY:    AVERAGE    deviation  of  median 
ASSESSMENT    RATIO    FOR    INDIVIDUAL    PROPERTY    TYPES    ABOUT 
THE    TOTAL    FOR    ALL   CLASSES    OF     PROPERTY.* 
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•A  low  overoge  deviation  here  would  indkate  that  the  ossessment  ratios  for  individual  properry  classes  cluster  closely  together  ol  or 
r»eor  the  overage  for  oil  classes.  A  larger  percentage  deviotion  would  indicote  greoter  disparity  between  the  ir»drvidoaI  d<»ses. 
See  the  charts  indicoting  median  assessment  ratios  by  property  closs,  FIGURE  I. 

NOTE:  The  somple  underlying  these  calculotions  is  designed  to  estimate  with  o  high  degree  of  occurocy  the  full  cosh  value  of  oU 
tocolly  ossessoble  tangible  property  os  of  a  given  dote.  Using  the  somple  as  an  estimotor  of  medions  ond  coefficients  of  dis- 
persion for  a  given  property  type  is  hozordous.  The  stotisticol  meosures  ascribed  to  certoln  property  types  ■oy  cootan  large 
sampling  errors.  These  stxjtisticol  measures  should  therefore  be  considered  guides  rather  thon  reliable  i 
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tions  imlieated  in  Figure  2.  Some  variation  in  assess- 
ment ratios  between  property  types  is,  of  course,  to 
be  expected.  As  the  world  turns  and  as  circumstances 
inevitably  change,  different  property  types  are  af- 
fected differently.  In  those  counties  in  whicli  things 
change  most  rapidly,  disparities  resulting  from  this 
process  are  most  likely,  and  will  offer  the  most  diffi- 
culty to  the  assessor  trying  to  keep  abreast.  The  as- 
cending scale  of  inconsistenc}^  moving  down  Figure 
2,  therefore,  does  not  necessarily  represent  an  increas- 
ing index  of  culpability  regarding  county  assessors. 
But  there  is  little  doubt  that  those  counties  repre- 
sented in  the  lower  part  of  Figure  2  liave  problems, 
perhaps  of  their  own  making,  as  a  result  of  ill  fate,  or 
some  combination  of  the  two.  Although  Figure  2  in 
itself  offers  no  clue,  it  gets  increasingly  difficult  to 
visualize  economic  conditions  so  chaotic  as  to  be  the 
sole  culprit  as  one  gets  nearer  the  low  end  of  the 
chart  and  the  average  deviations  become  increasingly 
large. 

Intercounty  Uniformity  in  Assessment  : 
Dispersion  op  Assessment  Ratios 

Apart  from  the  question  of  consistent  bias  from  one 
source  or  another  in  the  assessment  procedure,  incon- 
sistency itself  is  a  constant  hazard  of  the  assessment 
process  and  the  extent  to  which  it  can  be  minimized 
is  an  important  indicator  of  the  overall  effectiveness 
of  the  assessing  function.  In  order  to  evaluate  the  con- 
sistency with  which  market  value  is  translated  into 
assessed  value,  the  best  measure  is  the  so-called  "coef- 
ficient of  dispersion,"  which  can  be  constructed  for 
each  county.  To  construct  these  coefficients,  the  devia- 
tions of  individual  assessment  ratios  from  their  re- 
spective median  ratio  for  each  property  type  are 
averaged  and  tlien  expressed  as  a  percentage  of  that 
median  ratio.  Hence,  a  small  coefficient  of  dispersion 
means  that  the  variations  of  individual  assessment 
ratios  away  from  the  median  of  those  ratios  are,  on 
the  average,  a  small  percentage  of  the  median  ratio. 
Conversel.v,  as  the  average  of  these  deviations  gets 
larger  relative  to  the  median,  the  coefficient  of  disper- 
sion increases. 

Table  5  summarizes  the  ranges  and  medians  of  the 
I  coefficients  of  dispersion  found  for  various  types  of 
I  real  property  in  the  Board  of  Equalization's  sample 
'  for  the  years  1960-1962.i'^  Figures  3-7  present  the 
j  complete  array  of  these  dispersion  coefficients  b,v  prop- 
:    erty  t.vpes. 

Coefficients  of  dispersion  presents  some  computa- 
I  tioiml  difficulties.  However,  the  difficulties  they  offer 
:  in  interpretation  are  far  greater.  As  was  the  case 
'  with  variations  in  assessments  between  types  of  prop- 
erty, there  is  no  absolute  level  of  "good"  or  "bad" 
relative  to  variations  in  assessments  between  individ- 
I    ual  properties.   There  has,   however,  been  a  rule   of 

"  That  is,  the  Board  of  Equalization's  sampling  cycle  completed 
during  the  fiscal  years   1960-61   to   1962-63. 


Table  5 
REAL   PROPERTY: 

Variations  in  Intracounty  Coefficients  of  Dispersion, 
by  Property  Type,  1960-1962 

Intracount!/  coefficient  of  dispersion  (percent) 

Unweighted 
median  of  the 
Property  type  hov  county  High  county  coefficients 

All  t,vpe.s 12  184  40 

Re.sidential 11  191  29 

Rural    14  108  36 

Commercial    13  136  31 

Industrial 6  360  23 

Timber    23  94  43 

SOURCE:  Appendi.v  B.  Table  8. 

thumb  in  use  for  some  time  to  the  effect  that  a  dis- 
persion coefficient  of  20  percent  or  less  is  quite  ac- 
ceptable (or  is  "very  good,"  depending  upon  the 
author).  This  represents  an  estimate  of  both  the 
likely  error  of  the  estimating  process  itself,  and  also 
the  irreducible  minimum  of  variations  in  matters 
which  must  ultimately  be  settled  by  human  judgment 
(value  itself).  But  to  say  that  20  percent  or  less 
is  acceptable  (or  good)  is  not  necessarily  to  say  that 
larger  than  20  percent  is  necessarily  unacceptable  (or 
bad).  The  rate  at  which  value-determining  factors 
have  been  changing  in  California  is  rapidly  becoming 
legendary,  and  was  discussed  early  in  this  chapter. 
Given  this  rapid  pace  of  economic  events,  it  is  not 
at  all  clear  just  what  this  "acceptable"  level  for  dis- 
persion coefficients  ought  to  be.  Nonetheless,  as  a  very 
minimum  it  is  clear  that  those  counties  with  very  low 
coefficients  of  dispersion — say  the  rule-of-thumb  20 
percent  or  less — are  presenting  a  creditable  job  in  the 
consistency  of  their  assessment.  By  the  same  token, 
those  counties  with  coefficients  of  dispersion  at  the 
high  end  of  the  scale — say  50  percent  and  above — 
have  problems,  either  from  within  or  from  without. 
In  some  cases,  there  is  involved  a  sudden  rash  of  pop- 
ularity in  an  area  for  purposes  either  of  investment 
or  speculation,  with  a  resulting  jump  in  property  val- 
ues so  fast  that  the  assessor  cannot  keep  up.  In  other 
eases,  the  problem  is  in  some  way  tied  up  with  the 
assessing  process  itself. 

Total  real  residential  property  is  assessed  with  a 
somewhat  higher  level  of  consistency  than  is  real  prop- 
erty of  other  types  (see  Table  5  and  Figure  4).  For 
real  residential  property,  coefficients  of  dispersion 
range  from  a  low  of  11  percent  to  highs  of  105  and 
191  percent.  The  median  of  an  array  of  dispersion 
coefficients  for  real  residential  properties  occurs  at 
29  percent.  But  even  in  this  group  there  are  8  coun- 
ties with  dispersion  coefficients  of  over  50  percent, 
and  a  total  of  13  counties  with  coefficients  of  40  per- 
cent or  higher. 

For  real  rural  property,  dispersion  coefficients  dur- 
ing 1960-62  range  from  a  low  of  14  percent  to  highs 
of  106  and  108  percent.  The  median  coefficient  of  dis- 
persion for  rural  real  property  was  36  percent  (see 
Table  5  and  Figure  5). 
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FIGURE     3 

TOTAL     REAL     PROPERTY:     COEFFICIENT   OF   DISPERSION 
FOR     CALIFORNIA     COUNTIES,     I960  -  62  .  * 
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FIGURE     4 

TOTAL    REAL    RESIDENTIAL    PROPERTY:     coefficient    of 

DISPERSION      FOR     CALIFORNIA    COUNTIES,      1960-62.* 
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•  Coefficieni  of  dispersion   is  the  overoge  deviation  of  individual  assessment  rotios  from  the   median  ossessment   ratio  expressed   as   a 
percentage   of   the   medion. 


NOTE-  The  sample  underlying  these  calculations  is  designed  to  eslimote  with  a  high  degree  of  occuracy  the  full  cosh  value  of  all 
locolly  assessable  tangible  property  os  of  a  given  date.  Using  the  somple  as  on  estimo.or  of  medians  and  coefficients  ot  dis- 
persion  for  a  given  property  type  is  hozordous.  The  stotislicol  measures  ascribed  to  certain  property  types  moy  contain  large 
sampling  errors.   These  statistical   meosures  should   therefore   be  considered  guides  rather  than  relioble  indicators. 
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FIGURE      5 

TOTAL    REAL    RURAL    PROPERTY:    coefficient   of 
DISPERSION     FOR    CALIFORNIA     COUNTIES,     1960-62* 
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'  Coefficient  of  dispersion   is  the  average  deviation  of  indivlduol  assessment   rot 
percentoge   of   the    median. 


OS  from   the   medion   ossessment   ratio   expressed   as   a 


NOTE:  The  sample  underlying  these  calculations  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cosh  value  of  all 
locally  assessable  tangible  property  as  of  a  given  dote.  Using  the  sample  as  an  estimotor  of  medians  and  coefficients  of  dis- 
persion for  a  given  property  type  is  hozordous.  The  statistical  meosures  ascribed  to  certain  property  types  may  contain  large 
lompling  errors.  These  statistical  measures  should   therefore  be  considered  guides  rather  than   reliable  indlcotors. 
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FIGURE     6 

TOTAL    REAL     COMMERCIAL     PROPERTY:     COEFFICIENT 
OF    DISPERSION     FOR     CALIFORNIA    COUNTIES,    1960-62.* 
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■  Coefficient'  of  dispersion   is  the  overage  deviation  of  individual  assessment   ratios  from   tKe   median  assessment   ratio   expressed   as  a 
percentoge   of   the   median. 


NOTE:  The  sample  underlying  these  calculations  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cash  volue  of  all 
locolly  ossessable  tangible  property  as  of  a  given  dote.  Using  the  sample  as  on  estimator  of  medians  and  coefficients  of  dis- 
persion for  a  given  property  type  is  hazardous.  The  statistical  measures  ascribed  to  certoin  property  types  may  contain  large 
sampling  errors.  These  statistical   measures  should  nherefore  be  considered  guides  rather  than  reliable  indicators. 
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FIGURE      7 

TOTAL     REAL    INDUSTRIAL    PROPERTY  ••     coefficient 
OF    DISPERSION     FOR    CALIFORNIA    COUNTIES,     1960-62.* 
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*  CoefBclent  of  dispersion  is  the  overoge  deviation  of  individual  assessment  ratios  from   the   median  assessment  ratio  expressed   os  a 
percentage   of  the    medion. 


NOTE:  The  sample  underlying  these  calculotions  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cosh  value  of  all 
locally  assessable  tangible  property  os  of  a  given  dale.  Using  the  sample  as  on  estimator  of  medians  and  coefficients  of  dis- 
persion for  a  given  property  type  is  hazardous.  The  statistical  measures  escribed  to  certain  property  types  may  contain  large 
sampling    errors.    These   statistical   measures  should    therefore    be  considered  guides  rather  than   reliable   indicators. 
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Dispersion  coefficients  for  real  property  in  the  com-  as  high  as  684  percent,  and  with  above  90  percent 

niercial  class  range  from  13  jiercent  to  a  high  of  13G  in  four  other   (primarily  rural)    counties.  But  there 

percent.   The  median   dispersion   coefficient   for  com-  were  also  21  counties  in  which  coefficients  were  held 

mercial  real  property  was  31  percent.  In  the  commer-  to  less  than  20  percent,  and   5   counties  with  coeffi- 

cial  category.  11   counties  achieved  dispersion  coeffi-  cients  of  under  10  percent  (also  largely  rural). 
cients  of  less  than  20  percent ;  12  had  coefficients  in 

excess  of  40  percent.  Coefficients  were  somewhat  lower  Assessment  Uniformity  Over  Time 

on  industrial  real  propertv  than  on  commercial.  Co-  m.       r<  ij-       ■      o^  ^     -r,        i      c   t-,       t     .■ 

jv.  •     .     „       .    1     f  .  ,        ,  ^.  „  The    California   State   Board   of   Equalization   has 

eiTicients  tor  industrial  real  properties  range  from  a  ,  ■       .^  i-     .■       ^         •  .     ,    , 

,         f  r.  .  .        ,  •   ,      e  orr,  *       -..u  1^0"*^'  "^^^^  pursuing  its  equalization  functions,  includ- 

low  of  6  percent  to  a  high  of  360  percent,  with  a  me-  .  ,.  ,  •  •        ,  ,  ,      . 

V         f  oo  t   /        m  ui     -        T  TT  r-s    Ti   ^  ing  sampling  and  appraising,  long  enough  to  make  it 

dian  of  23  percent   (see  Table  d  and  Figure  7).  But  •,,     .  ,.  .  ^-^  .     ^ 

,,  i?  •    1     i  •  1         1  i.         1  possible  to  compare  dispersion  coefficients  at  two  dif- 

eveii  in  the  case  of  industrial  real  propertv,  where  i         ,        •^•'-         mi.i-,,  ■        ^, 

,-  .  «;  •     i  ,1  •..    'V        ..1,  terent  points  in  time.  To  do  this,  the  results  of  the 

dispersion  coefficients  were  generallv  quite  low,  the  ,.  t.     u       t  v  i  i  .l    i    •      -.^-^  ^^ 

fic-,  ,n  4.       11         'ten  state   boards  .sampling  cycle   completed   m    19o/-o9 

coefficient  was  40  percent  or  higher  in  each  of  10  coun-  j      -..i   ^i  ■       n  •    ., 

..  ]  nn  X  •     -  ..•  were  compared  with  those  coming  from  a  similar  cvcle 

ties,  and  was  over  90  percent  in  o  counties.  i  *    5    i     •       -,nnn  innn    r<       ^     i  .     "t 

completed  during  1960-1962.  Countv  bv  eountv,  dis- 
Although  they  are  admittedly  somewhat  less  reli-  person  coefficients  were  compared  as'thev  were  "found 
able   than    those   computed    for    real    property,    it   is  during  each  of  these  two  periods,  and'  the  increase 
worth  taking  at  least  a  brief  look  at  disjiersion  coeffi-  ^^  decrease  noted.  A  decrease  in  the  coefficient  of  dis- 
cients  computed  for  personal  property.  Table  6  sum-  pprsion  would   indicate  that  assessments  are  getting 
marizes  the  range  for  coefficients  on  various  types  of  ^.o^e  uniform,  and  hence  improving.  Conversely,  an 
personal  property.  increase  in  the  coefficient  would  indicate  just  the  op- 
Table  6  posite — that  a.ssessments  were  becoming  less  consist- 
PERSONAL  PROPERTY  ent,  and  that  variations  were  increasing.  In  a  county 
Variations  in  Intracounty  Coefficients  of  Dispersion,  registering  uo  change,  the  difference  would  be  zero. 

by  Property  Type,  1960-1962  ti-  Q    io  t  i,  ■  r        i       i    ^-  i, 

b  igures  8-12  present  such  a  series  of  calculations,  by 

Intracouniy  coefficient  of  dispersion  (percent)  nrODCrtv  tvoe 

J'nweighied 

mcrlinn  of  the  Because  of  probable  sampling  error  in  the  process 

Properi,,  type         Low  cojnii,,        High  count,,         coefficients  of  the  Calculation  itself,  20  percentage  points  change 

ResidentLr^IIIMII  20  208  56  ^^^^^^  ^^^^   represent   a   change   of   doubtful   signifi- 

Rural    "3  491  48  cance.    Beyond    that    range    of    probable    error,    two 

Commercial   7  4.35  41  things  stand  out  from  Figures  8  through  12.  First,  it 

^r,'.  ".rJ"^'"     '"'  ^^  ^  is  surprising  that  there  were  as  few  changes  as  there, 

1  SOURCE:  .\ppendix  B.  Table  9.  ■       n  ,  ..„--    -^  -,    ,„^^      ^    „  ,, 

|,  in  fact,  were  between  19o(-o9  and  1960-62.  Secondly, 

It  is  interesting  to  note  that  for  eaeli  t.vpe  of  prop-  within  these  changes,   it   is   interesting  to  note  that 

■  erty  except  industrial,  the  coefficient  of  dispersion  for  almost    as   many    counties   were   engaged    in    getting 
personal  property  is  well  above  the  coresponding  eo-  themselves  worse  off  as  those  that  were  getting  better 

'  efficient   for  real  property.   For  residential   personal  off.  Once  again  referring  back  to  the  pace  of  economic 

■  property,   no  county  had   a   dispersion   coefficient   of  events   in   California,   however,   it   may   well   require 
less  than  20  percent ;  the  range  went  from  20  percent  considerable  effort  on  the  part   of  any  assessor  just 

!  to  as  high  as  208  percent,  with  a  very  high  56  per-  to  keep  from  getting  worse  off.   Tender  these  condi- 

'  cent  as  median.  Rural   personal  property  was  little  tions,  a  zero  cliange  in  the  coefficient  of  dispersion 

'better.  The  low  end  of  the  range  was  somewhat  more  (or  one  falling  within  the  range  of  sampling  error), 

satisfactory,  with   two  counties  as  low  as  3  and   14  niay  very  well   represent  a  positive  achievement.  In 

percent.   The  median   for  rural  personalty   was  also  other  counties  where  the  pace  is  slower,  this  maj'  re- 

j  somewhat  improved  at  48  percent.  At  the  high  end,  (luire  much  less  effort, 
however,  the  dispersion  coefficients  on  rural  personal  In  spite  of  the  continuing  succession  of  difficulties, 

property  went  as  high  as  220,  284,  and  491  percent  (in  changes    in    dispersion    coefficients    between    1957-59 

three  predominantly  rural  counties).  and   1960-62   more   often    represented   improvements 

Dispersion    coefficients    for    personal    property    in  than   deteriorations.   Looking   beyond   the   20-percent 

commercial  and  industrial  categories  were  somewhat  allowance  for  sampling  error,  there  were  11  counties 

lower  than  those  for  personal  property  of  other  types,  registering  im|)rovements  in  the  dispersion  coefficients 

,  although  in  both  eases  ratios  got  quite  large  at  the  for  total  real  proi^erty  during  the  period,  as  compared 

high    end.    For    commercial    personal    property,    the  with    5    counties    experiencing    some    deterioration, 

range  ran  from  7  percent  in  two  counties  to  as  high  Real  property  in  the  residential  category  represents 

I  as  435  percent,  but  the  latter  county  was  the  only  an  area  of  great  problems  to  the  assessor  including 

one  exceeding  80  percent.  The  industrial  category  of  the    famous    burgeoning    suburbs,    rapidly    changing 

^  personal   property   had   dispersion   coefficients   going  house  and  land   values,   and   so  on.   With   regard   to 
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FIGURE     8 

TOTAL    REAL    PROPERTY  "•    change   in   coefficients   of   dispersion 

FOR    CALIFORNIA    COUNTIES    BETWEEN    SURVEY    YEARS       1957-59      TO 
1960-62.* 


IN    PERCENTAGE    POINTS 
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*  Shaded    area    indicates   estimated    ronge   of    possible   sampling   error. 
SOURCE:    Data   from    ttie    California    Stote    Board    of   Equalization. 
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FIGURE     9 

TOTAL    REAL    RESIDENTIAL    PROPERTY:    change   in    coefficients 

OF    DISPERSION     FOR    CALIFORNIA     COUNTIES    BETWEEN     SURVEY     YEARS 
1957-59     TO     1960-62.* 
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*  Shaded    area    indicates   estimated    range    of    possible    sampling  error 
SOURCE-  Dato    from    the    California     State     Board    of    Equolizotion. 
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FIGURE     10 


TOTAL     RURAL    REAL    PROPERTY:     CHANGE    IN    COEFFICIENTS  OF 
DISPERSION     FOR    CALIFORNIA    COUNTIES     BETWEEN    SURVEY    YEARS 
1957-59     TO     I960  -62.* 


IN  PERCENTAGE    POINTS 

DECREASE  INCREASE 

improvement  worsening 
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Shaded     area    indicates   estimated    range  of    possible    sampling   error. 
SOURCE     Data   from    the    California   State    Board    of    Equalization. 
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FIGURE    II 

TOTAL    COMMERCIAL    REAL    PROPERTY-     CHANGE   IN    COEFFICIENTS 
OF    DISPERSION    FOR    CALIFORNIA    COUNTIES    BETWEEN    SURVEY     YEARS 
1957-59     TO    1960-62.* 


IN  PERCENTAGE    POINTS 

DECREASE  INCREASE 

Improvement  worsening 
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*  Shaded     areo     indicates  estimated    range    of    possible   sampling    error 
SOURCE     Data   from    the    California     State    Board   of    Equalization. 
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figure    12 

TOTAL     REAL    INDUSTRIAL    PROPERTY:    change    in    coefficients 

OF     DISPERSION     FOR    CALIFORNIA    COUNTIES    BETWEEN     SURVEY     YEARS 
1957-59     TO    1960-62.* 
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*  Shoded     area    indicates  estimated   range   of    possible    sampling   error. 
SOURCE;  Data   from    the     California    State    Board   of    Equalization. 
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residential  property,  the  surprising  thing:  may  be  tliat 
there  was  as  little  change  as  there  was,  with  five  coun- 
ties registering  improvements  beyond  the  allowance 
for  error,  and  six  counties  registering  some  deteriora- 
tion in  dispersion  coefScients.  Increases  of  greater 
than  20  percentage  points  in  dispersion  coefficients  on 
rural  real  property  were  experienced  in  14  counties, 
while  8  had  increases. 

There  were  relatively  few  significant  changes  in  the 
dispersion  coefficients  for  commercial  real  property. 
Most  changes  in  that  category  were  small,  and  within 
tlie  range  allowed  for  sampling  error.  Beyond  that 
range,  six  counties  registered  improvements,  while 
five  worsened.  In  the  industrial  category,  the  improve- 
ment during  the  period  tended  to  be  somewhat  more 
dramatic,  but  fewer  (6)  ;  those  deteriorations  that 
occurred  tended  to  be  less  dramatic,  but  more  numer- 
ous (10  counties). 

Concluding  Remarks 

A  survey  of  California  assessment  practices  and  re- 
sults makes  it  difficult  to  escape  the  conclusion  that 
California,  in  general,  is  perhaps  getting  a  higher 
quality  of  assessment  and  property  tax  administration 
than  it  deserves.  Assessors  are  elected  politically,  of- 
fering iiu'cntive  for  a  conversion  of  tlie  office  of  asses- 
sor from  a  professional  basis  to  one  founded  on  popu- 
larity. This,  in  general,  has  not  happened.  The  lack 
of  any  minimum  set  of  qualifications  for  assessors 
opens  the  possibility  that  the  as.sessors  could  generall.v 
deteriorate  in  their  professional  competence  to  the 
detriment  of  the  property-tax  payer.  This  also  has  not 
happened ;  in  fact,  there  is  some  evidence  that  asses- 
sors are  getting  better  qiialified  over  time,  not  less. 
The  State  Board  of  Equalization  has  turned  in  a  very 
capable  and  creditable  performance  in  the  pursuance 
of  its  equalization  functions.  There  is  evidence  to  sug- 
gest that  the  state  board  has  been  instrumental  in 
substantially  improving  the  quality  of  assessments  in 
California.  Paradoxically,  however,  the  board  has  lit- 
tle in  the  way  of  real  enforcement  power.  Yet  it  has  a 
considerable  influence,  founded  partly  on  moral  sua- 
sion and  partly  on  the  desire  of  the  assessors  them- 
selves to  improve.  And  this  desire  to  improve  does 
seem  to  prevail  among  most  of  the  assessors  in  Califor- 


nia, although  the  trait  is  less  than  completely  univer- 
sal and  although  it  must  operate  in  spite  of  a  strong 
(and  sometimes  excessive)  defensiveness  concerning 
the  remotest  suggestion  of  any  control. 

The  State  Board  of  Equalization  itself  has  had  the 
good  fortune  of  being  staffed  with  exceptionally  capa- 
ble personnel  in  its  property  tax  division.  Under  the 
leadership  it  has  had,  the  property  tax  division  of  the 
State  Board  of  Equalization  has  far  exceeded  the 
minimum  requirements  with  which  it  could  meet  its 
equalization  functions.  Much  of  the  board's  statistical 
work  has  virtually  involved  pioneering — and  the  pio- 
neering is  still  going  on.  So  it  should  be. 

In  view  of  this  potential  looseness  in  these  various 
links  in  the  property  tax  chain,  property  tax  admin- 
istration in  California  could  conceivably  get  to  be 
quite  bad  without  breaking  any  existing  rules.  But, 
quite  to  the  contrary,  it  is  difficult  not  to  agree  with 
the  following  statement  by  the  Advisory  Commission 
on  Intergovernmental  Relations : 

"California  stands  clearly  among  the  leading 
states  in  the  quality  of  its  assessment  administra- 
tion and  in  the  progress  made  in  postwar  years. 
Sharing  the  responsibility  for  this  progress,  in  a 
difficult  period  of  soaring  population  and  shifting 
land  use,  has  been  the  willingness  of  local  govern- 
ments to  .support  reasonably  adequate  assessment 
staffs,  the  increasing  professionalization  of  the 
assessment  function,  the  continuing  attention 
given  by  the  Legislature  and  its  interim  study 
committees  to  property  tax  problems,  and  the 
high  quality  of  advisory  service,  technical  aid, 
and  research  provided  by  the  property  tax  de- 
partment of  the  State  Board  of  Equalization."  !■* 

But  this  progress  has  not  always  been  even,  and  as 
the  foregoing  examination  has  indicated,  some  areas 
lag  behind.  Legislation  needs  to  be  aimed  less  at  over- 
hauling the  present  system  of  assessment  administra- 
tion in  California  than  toward  guaranteeing  the  high 
level  it  has  attained,  and  in  tightening  the  reins  in  a 
way  that  will  cause  laggard  areas  to  improve  without 
hampering  those  which  are  improving  on  their  own. 


'  Advisory  Commission  on  Intergovernmental  Relations,  The 
Role  of  the  States  in  strengthening  the  Property  Tax 
(^Vashington,    D.C.,    1963),  pp.    18-19. 


CHAPTER  V 

EROSION  OF  THE  LOCAL  TAX  BASE: 
THE  GROWTH  OF  EXEMPTIONS 


THE  PROBLEM  OF  EXEMPTIONS 

At  the  same  time  the  property  tax  lias  beeu  caUed 
upon  to  provide  steadily  increasing  amounts  of  reve- 
nue in  support  of  local  governments,  a  steady  pres- 
sure has  endured  to  permit  withdrawal  of  particular 
types  of  property  from  the  tax  base  by  grauting  ex- 
emptions. This  pressure  favoring  exemptions  is  far 
from  new.  Indeed,  exemptions  from  the  property  tax 
go  as  far  back  as  the  tax  itself.  These  exemptions, 
granted  on  a  number  of  different  grounds,  are  too 
often  given  without  proper  regard  or  consideration 
to  alternative  means  of  achieving  the  ends  sought. 
One  authority  slimmed  it  up  quite  siiccinetly:  ''It 
seems  to  be  part  of  our  national  psychological  heri- 
tage to  consider  property  tax  exemptions  as  an  ideal 
means  of  promoting  worthwhile  enterprises,  dispens- 
ing charitable  aids,  furthering  social  reforms,  or  show- 
ing esteem  and  gratitude.  There  is  little  or  no  recog- 
nition of  the  fact  that  many  of  these  objectives  could 
be  more  effectively,  more  economically,  and  more  equi- 
tably achieved  through  a  direct  and  visible  subsidy."  - 

Both  the  inspiration  for  and  the  effect  of  property- 
tax  exemptions  vary-  so  widely  as  to  make  generaliza- 
tion of  any  sort  hazardous.  But  for  whatever  reason 
they  are  given,  exemptions  have  in  common  the  dis- 
tinction they  create  between  different  types — or  own- 
ers— of  property  for  tax  purposes.  They  say,  in  effect, 
that  there  is  something  about  a  particular  tj-pe  of 
property  or  property  owner  that  justifies  special 
treatment  where  taxes  are  concerned.  Another  com- 
mon and  very  important  attribute  of  exemptions  is 
their  permanence.  Once  granted,  the  favored  status 
allowed  by  exemptions  typically  need  not  be  re- 
^^ewed  annually  as  do  similar  favors  dispensed  by 
one  or  another  form  of  subsidy.  The  path  of  least 
legislative  resistance  therefore  gives  a  permanent  edge 
to  the  retention  of  an  exemption,  even  though  the 
justification  for  it,  if  any,  may  be  long  past. 

Since  exemptions  need  not  be  renewed,  and  involve 
no  funds  subject  to  appropriation  measures  from 
budget-minded  legislators,  the  cost  of  these  exemp- 
tions to  the  taxpayers  left  on  the  rolls  seldom  gets  the 
review  it  deserves.  As  a  part  of  the  present  study  of 

'The  authors  are  indebted  to  the  California  State  Boar^  of 
E:qualization,  and  particularly  Mr.  Robert  H.  Gustafson,  for 
assistance  in  the  preparation  of  the  data  presented  in  Ap- 
pendix C.  upon  which  much  of  this  chapter  rests.  .Also  use- 
ful was  preliminarj-  re-search  done  by  Mr.  Robert  Foster, 
then  research  assistant  to  the  Senate  Fact  Finding  Commit- 
tee on  Revenue  and  Taxation. 

'Mabel  Walker.  "Land  Use  and  LAcal  Finance."  Tar  Policy. 
XXIX    (JuIy-AogTist-September    1962),   pp.    9-10. 


property  taxation  in  California,  a  large  body  of  data 
has  been  a.ssembled  directed  at  clarifying  and  qualify- 
ing the  nature  and  amount  of  the  cost  to  local  govern- 
ments in  California  of  partially  or  wholly  exempting 
property  owned  by  four  groups:  veterans,  churches, 
private  colleges,  and  welfare  institutions. 

In  1963.  property  belonging  to  these  four  groups 
and  exempte<:l  from  property  taxation  had  an  assessed 
value  of  approximately  $1,602  million.  If  this  as- 
sessed value  represents  the  same  relationship  with 
market  values  as  is  the  average  of  all  property  dur- 
ing 1963  (23.1  percent)  this  figure  suggests  a  total 
for  the  market  value  of  property  exempted  from 
propertv-  taxation  at  nearly  $9  billion.'  This  amounted 
to  slightly  over  4.-5  percent  of  the  total  property  tax 
base  of  the  state  for  that  year. 

One  estimate  of  the  cost  of  allowing  these  exemp- 
tions can  be  made  by  applying  actual  tax  rates  to 
the  assessed  values  of  properties  exempted.  This  pro- 
cedure yields  an  estimate  of  the  tax  that  would  have 
been  paid  on  these  properties  had  they  been  on  the 
tax  rolls  and  had  that  same  tax  rate  (which  in  reality 
was  determined  partially  by  the  fact  that  these 
properties  were  exempted  from  the  rolls)  prevailed. 
Viewed  in  this  way,  the  overall  cost  of  exempting 
property  in  these  four  categories  during  the  years 
1954—63  amounted  to  $1,006  million.  The  annual  cost 
of  these  exemptions  grew  from  $62.6  million  in  19-54 
to  a  high  of  $129.7  million  in  the  year  1962.  with  a 
slight  decline  of  some  $50  thousand  in  1963  (see 
Table  1). 

Taken  together,  properties  exempted  by  the  four 
exemptions  being  discussed  amounted  to  about  4.6 
percent  of  the  total  state  and  locally  as.ses.sed  tax  rolls 
— a  sizable  portion  of  the  total  tax  base  currently 
being  withdrawn  from  taxation.  As  may  be  seen  in 
Table  2.  however,  the  portion  of  the  total  tax  roll 
being  exempted  has  been  declining  during  recent 
years. 

The  total  property  value  exempted  under  these  vari- 
ous categories  has  grown  at  quite  an  uneven  pace. 
The.se  growth  rates,  along  with  comparable  rates  for 
taxable  properties  and  tax  levies  themselves,  are 
shown  in  Table  3.  Data  in  that  table  indicates  a  de- 
clining rate  of  growth  in  the  total  value  of  exempt 


•  For  these  and  other  relevant  figures  on  exemptions  during  the 
past  10  years,  see  .Appendix  C.  In  that  .Appendix  are  col- 
lected considerable  data  and  computations  for  each  of  the 
counties  in  California  (Tables  1-5SI.  and  for  the  state  as  S 
whole  (Table  59). 
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Table   1 
CALIFORNIA   STATEWIDE    REVENUE    LOSS  TO   LOCAL 
GOVERNMENTS   DUE  TO   PROPERTY  TAX    EXEMP- 
TIONS, BY  TYPE  OF   EXEMPTION,  1954-1963" 
($  thousands) 

Veterans  Church  College  Welfare 

exenip-  exeiiip-  exeiiip-  exeiiip- 

Year  Total  tioii  tloii  tion  tion 

VXA G2,(iOS  4(5,786  6,74G  3,253  r),823 

1!).-,.-) 6!),2S!)  50,71;")  7,835  3,583  7,156 

1!156 78,221  57,008  8,8.55  3,944  8,414 

li»57 00,338  63,415  10,586  4,.582  11,755 

11158 <)!),131  68,.329  12,174  5,144  13,484 

19.59 1()8,.S69  71.877  13,992  6.066  16,4.34 

19(>0 116,172  73,838  15,674  8,011  18,649 

1961 122,645  75.210  17,191  8,964  21,2.S0 

1962 129,708  75,738  19,481  9,728  24.761 

1963 129,6.59  70,894  20,.548  10,735  27,482 

■  Revenue  loss  computed   by  application  of  statewide  average  tax  rate  to  assessed 

value  of  exempted  property. 
SOURCE:  Appendix  C.  Table  59. 

Table  2 
ASSESSED    VALUE    OF    EXEMPTIONS    EXPRESSED    AS 
PERCENTAGES  OF  THE    LOCALLY   ASSESSABLE   AND 
TOTAL   PROPERTY   TAX    BASE,  CALIFORNIA,   1954-1963 
Share  of  propertij  tax  haxe  exempted 
State  and  Locally 

locally  assessed  assessed  only 

Year  (percent)  (percent) 

19.54  5.5  6.4 

19.55  .5.5  6.3 

19.56  .5.5  6.4 

19.57  5.4  6.2 

19.58  5.4  6.2 

1959  5.4  6.2 

1960  5.2  6.0 

1961  5.0  5.8 

1962  4.9  5.6 

1963  4.6  .5.2 

SOURCE:  Appendix  C,  Table  59. 

property  throuohout  the  decade  1954-6:1  In  each  of 
the  j'ears  preceding  1958,  the  assessed  value  of  ex- 
empted property  grew  at  a  rate  in  excess  of  9  percent, 
moving-  to  a  sharply  lower  level  in  1958-60.  A  new 
drop  in  the  rate  of  increase  was  registered  in  1961, 
and  following  a  temporarj'  upward  move,  the  change 
turned  to  an  absolute  decline  in  1963. 

One  important  fact  pointed  up  by  the  data  in  Table 
3  is  the  gradual  withering  in  the  relative  magnitude 
of  property  excluded  from  the  tax  base  under  the  vet- 
erans'  exemptions.  For  a  number  of  reasons,  to  be  fur- 
ther examined  below,  the  rate  of  increase  in  property 
exempted  for  veterans  shrank  continually  throughout 
the  decade  1954-63.  From  a  very  rapid  rate  of  growth 
in  the  early  years  of  that  decade,  this  growth  rate 
declined  steadily  until  growth  disappeared  completely 
around  1960  and  then  turned  negative  in  subsequent 
years.  It  was,  in  fact,  this  loss  of  steam  in  the  growth 
of  veterans '  exemptions  that  was  the  primary  source 
of  the  decline  of  tlie  rate  of  growth  of  all  exempted 
property  in  the  years  following  1956.  The  rate  of  in- 
I  crease  in  property  exempted  both  for  churches  and 
'  private  colleges  tended  to  vary  considerably  from  year 
;  to  year.  Within  this  volatility,  however,  there  seems 


RAT 

TAX 


Year 

19.54 
19.55 
19.56 
1957 
19.58 
19.59 
1960 
1961 
1962 
1963 
.SOURCE: 


Table  3 

ES   OF   GROWTH    OF    PROPERTY 
ABLE  AND  EXEMPT  PROPERTY, 
1954-1963    (PERCENT) 


TAX    LEVIES, 
CALIFORNIA, 


Levies 


Taxable 
prop- 
erty 
6.2 
9.7 
9.1 
11.4 
6.8 


Exempt  property 


11.6 
12.9 
17.2 
10.6 
10.1 
10.3 
10.0 

7.9 

7.6 
Appendix  C,  Table  59, 


5.7 
7.9 
6.6 
5.6 
5.2 


Total 
13.0 
9.0 
9.3 
9.8 
5.9 
5.0 
5.0 
2.4 
3.6 
_o<) 


Vet- 
erans 

10.1 

7.0 

8.8 

5.8 

4.1 

1.1 

.6 

—1.3 

—1.1 

—8.3 


Church 
8.5 

13.6 
9.8 

1.3.7 
9.8 

11.4 
9.7 
6.5 

10.8 
3.2 


Col- 
lege 
3.4 
7.9 
5.9 
10.3 
8.4 
13.6 
29.4 
7.2 
6.9 
7.3 


Welfare 

65.0 
20.9 
14.3 
32.9 
11.1 
16.3 
11.2 
11.5 
13.2 
8.8 


to  be  little  in  the  way  of  a  clear  and  certain  trend. 

Within  the  decade  covered  by  Table  3,  welfare  ex- 
emptions have  clearly  been  the  star  performer,  at  least 
in  terms  of  rates  of  increase.  In  1963  property  ex- 
empted under  welfare  provisions  grew  by  almost  9 
percent,  the  lowest  rate  of  increase  for  any  year  in 
the  decade.  But  even  in  that  year  of  relatively  slower 
growth,  property  exempted  under  the  welfare  provi- 
sions grew  at  a  rate  well  in  excess  (by  some  60  per- 
cent) of  the  rate  at  which  all  taxable  property  in- 
creased. 

The  disparity  in  rates  of  growth  between  various 
types  of  exempt  property  is  reflected  in  the  changing 
composition  of  property  exempted  under  these  vari- 
ous categories,  as  shown  in  Table  4.  In  1954,  veterans' 
exemptions  accounted  for  about  three-fourths  of  the 
value  of  all  property  exempted  under  these  four  cate- 
gories. Because  of  the  declining  rate  of  growth  in  vet- 
erans' exemptions  as  compared  to  other  categories, 
this  ratio  had  changed  to  about  two-thirds  by  1959 
and  had  decreased  to  only  slightly  over  half  (.54  per- 
cent) by  1963.  On  the  other  hand,  the  relatively  rapid 
growth  in  welfare  exemptions  over  the  decade  brought 
about  a  significant  increase  in  the  importance  of  wel- 
fare exemptions  relative  to  the  total.  Starting  from 
less  than  10  percent  in  1954,  the  share  of  welfare  ex- 
Table  4 

SIGNIFICANCE  OF   VARIOUS  TYPES   OF   EXEMPTIONS 

IN  TOTAL   EXEMPT  PROPERTY,  CALIFORNIA, 

1954-1963    (PERCENT) 

Percent  of  exempt  property 

All  exempt  accounted  for  hy: 

Year                 property     Veterans      Church  College  Welfare 

19.54 100              74.7              10.8  5.2  9.3 

19.55 100             73.2             11.3  5.2  10.3 

1956 100             72.9             11.3  5.0  10.8 

1957 100             70.2             11.7  5.1  13.0 

1958 100             68.9             12.3  5.2  13.6 

19.59 100             66.3             12.9  5.6  15.2 

1960 100             63.6             13.5  6.9  16.0 

1961 100             61.3             14.0  7.3  17.4 

1962 100             .58.4             15.0  7.5  19.1 

1963 100             54.7             15.8  8.3  21.2 

SOURCE:  Computed  from  data  in  Table  59,  Appendix  C. 
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emptions  in  the  total  propertj'  exempted  under  these 
provisions  had  doubled  to  21.2  percent  by  196)].  Prop- 
erty exempted  for  churches  and  private  colleges  also 
increased  in  relative  importance,  although  the  increase 
was  less  dramatic  than  that  demonstrated  by  the  wel- 
fare category. 

Another  way  of  approaching  the  cost  of  exemp- 
tions is  to  compute  the  tax  rate  that  would  have  been 
necessary,  if  the  exemptions  had  not  been  granted, 
to  raise  those  taxes  that  actually  were  levied.  This,  in 
effect,  converts  the  exemptions  into  tax-rate  equiva- 
lents, as  shown  in  Table  5.  The  calculations  in  Table 
5  reveal  still  another  of  the  "facts  of  life"  regarding 
exemptions  which  plays  no  small  part  in  their  per- 
sistence :  in  contrast  to  the  benefits  conferred  by  tax 
exemptions  which  go  to  a  restricted  group  to  whom 
those  benefits  are  both  ver.y  clear  and  very  important, 
they  are  quite  small  relative  to  the  total  tax  rate  on 
propei'ty.  In  1954,  for  example,  the  average  statewide 
tax  rate  was  $6.07.  If  the  same  amount  of  property 
tax  had  been  raised,  but  the  tax  base  had  been  broad- 
ened to  include  all  property  exempted  of  the  four 
groups  here  discussed,  a  rate  of  $5.73  would  have  suf- 
ficed. Of  this  estimated  diiferential  attributable  to 
property  tax  exemptions,  24  cents  resulted  from  ex- 
emptions given  veterans,  4  cents  each  from  extending 
exemptions  to  churches  and  welfare  institutions,  and 
2  cents  from  exemptions  to  private  colleges.  By  1963, 
the  cost  of  veterans'  exemptions,  expressed  as  a  tax 
rate,  had  dropped  to  20  cents.  By  that  same  time, 
however,  the  cost  (still  expressed  in  tax-rate  terms) 
of  exemptions  allowed  churches  and  colleges  each  had 
increased  by  50  percent,  and  those  extended  to  wel- 
fare institutions  had  doubled.  During  the  same  period, 
the  tax  rate  which  would  have  ]irevailed  had  exemp- 
tions not  been  allowed  went  up  only  by  one-third. 
Despite  the  more  rapid  relative  rise  in  the  cost  of 
exempting  property  (except  for  veterans),  the  fact 
remains  that  a  50-percent  increase  in  the  cost  of  wel- 
fare exemptions  resulted  in  only  an  additional  4  cents 
in  the  rate  paid  by  the  taxpayer.  Altogether  in  1963, 
these    exemptions    accounted    for    approximately    37 


cents  on  the  average  state%vide  property  tax  rate,  less 
than  5  percent  of  the  total.  It  is  perhaps  not  surpris- 
ing, therefore,  that  political  considerations  have  made 
exemptions  ver.y  durable.  For  those  receiving,  bene- 
fits are  very  significant  indeed;  for  those  paying,  the 
cost,  while  not  negligible,  is  small  in  relation  to  the 
total  bill. 

Still  another  demonstration  of  the  cost  of  exemp- 
tions is  shown  in  Table  6.  Using  the  data  developed 
here,  Table  6  presents  estimates  of  the  implication  of 
the  four  categories  of  exemptions  in  terms  of  dollars 
added  to  the  tax  bill  of  four  hypothetical  taxpayers 
with  property  whose  market  value  ranges  from  $10,- 
000  to  as  much  as  $100,000.  These  estimates  indicate, 
for  example,  that  on  the  basis  of  the  10-year  averages 
presented  above,  even  a  taxpayer  with  a  relatively 
modest  home  whose  market  value  was  $16,000  would 
be  paying  in  the  neighborhood  of  $13  due  to  the  ex- 
emptions of  properties  from  the  tax  roll.'* 

One  of  the  very  real  problems  inherent  in  property 
exemptions  as  a  means  of  promoting  desirable  ends  is 
the  considerable  inequality  resulting  in  the  distribu- 
tion of  the  resulting  burden.  Wherever  tax-exempt  in- 
stitutions (or  favored  veterans)  exist,  they  con.sume 
government  services  at  the  same  rate  as  would  similar 
but  nonexempt  institutions.  Since  exemptions  are  re- 
quired by  the  state,  moreover,  there  is  some  presump- 
tion that  the  benefits  produced  by  exempt  institutions 
are  general  rather  than  restricted  to  the  locality  o^ 
domicile.  However,  exemptions  remove  property  frofl 
the  tax  rolls  only  of  that  particular  locality  in  whie 
tliey  are  physically  located.  They  exempt  not  only 
portion  of  the  property  reflecting  benefits  conferredl 


'  These  comparisons  and   estimates   of  tile   tax  rate  implications! 
of   the   various   classes  of   exemptions   carry   with    them   ira-l 
plicit  assumptions  which  ought  to  be  recognized.  Primarily,! 
there    is    the    assumption    implied    that   even    if    all    of    these| 
properties  were  assessed  and  placed   in  the  taxpayingr  cate 
gories,    those    properties    themselves    would    have    grown    atl 
the  same  rate  as  they  did  while  in  the  exempt  group.  Look-r 
ing  at  any  one  year,  this  assumption  may  lie  relatively  safe.' 
for    those   properties   would   already   have   been    in   existence 
and  in  the  use  suggested.  But  if  all  exemptions  were  denied, 
the  assumption  becomes  very  hazardous.  There  is  no  reason 
to  suppose,   for  example,   that  private  hospitals  and  colleges  j 
would  build  as  rapidly  knowing  that  they  must  pay  tax  on  ] 
all    land    acquisitions    and    improvements    as    they    would    in 
the  secure  knowledge  that  no  taxes  would  be  liable. 


THE  COST  OF  PROPERTY  TAX  EXEMPTIONS: 
NO  EXEMPTIONS  HAD  BEEN  ALLOWED, 


Actual  .itateiiitle 
Year  ifw  rate 

10.-)4 .fCO- 

mnr, c.is 

10i5fi 0.39 

lit.")- 0.72 

10.-.8 6.96 

U).-)9 7.26 

196() 7.42 

lOCl 7.65 

1962 7.82 

196:^ 8.00 

*  Dala  mat!  vary  slightly  from  Table  59,  Appendix  C 
SOURrE:  Appendix  C,  Table  59. 


Table  5 
STATEWIDE  AVERAGE  ACTUAL  TAX   RATES,  AND  THE 
CALIFORNIA,  1954-1963   (PER  $100  IN   ASSESSED   VALUAT 

Difference  attributed  to: 


RATES  IF 
ION) 


Slalciriilc  lu.r 

rate  if  no 

Total 

difference " 

ej-rniptions  " 

Veteran 

.$.^.73 

.$0.34 

$0.24 

5.84 

.34 

.24 

6.07 

.32 

.24 

G.39 

.33 

.24 

6.60 

.36 

.25 

0.87 

.39 

.25 

7.04 

.38 

.24 

7.29 

..36 

.23 

7.44 

.38 

.22 

7.63 

.37 

.20 

Church 
.$0.04 
.04 
.04 
.04 
.(14 
.(I.") 
.or, 
.or, 

.06 
.06 


College 
.$0.02 
.02 
.01 
.01 
.02 
.03 
.03 
.02 
.03 
.03 


Welfare 
$0.04 
.04 
.0% 


due  to  rounding  in  summary  data  piesentcd  tlierc. 
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Table  6 
ESTIMATE   OF   AMOUNT  OF  YEARLY  TAX    BILL  ATTRIBUTABLE   TO    EXEMPTIONS,  TOTAL 
AND    BY    EXEMPTIONS,    FOUR    HYPOTHETICAL   TAXPAYERS 


/'ropertif  and 

AxKcxsed  rahie 
$2,330 

3,728 

9,320 
23.330 

Total  taj-  pai 
due  to  ej-eiup 
.$8.33 
13.31 
33.27 
83.30 

'liiieut 
'tious 

Pa 

i/ntent 

due  i 

to: 

market  ralue 

.$10.0(11) 

IC.OOO 

40,0(10 

lOd.OOO 

Veteraus 

$.-..48 

8.7G 

21.90 

.-.4.83 

Churches 
.$1.10 

1.7.-. 

4.38 
10.97 

Colleges 

.$0..51 

.82 

2.0.5 

.5.13 

Welfare 

.$1.24 
1.98 
4.94 

12.37 

Sni'IlCE:  rrimpiitod  using  the  avenges  of  (l.it.i  presented  in  Tahle  ."J,  and  a  yearly  average  assessment  ratio  of  23.3  pereent,  the  approximate  statewide  average  for   1954-63. 


loeally,  but  draw  from  this  limited  area  the  total  ex- 
emption allowed.  The  resulting  distribution,  as  indi- 
cated above,  involves  considerable  inequity  as  between 
individual  localities.  In  1963,  for  example,  property 
exemptions  removed  from  the  tax  rolls  an  averajje  of 
5.2  percent  of  the  locally  assessable  tax  base.  In  that 
year,  however,  this  relationship  ranged  all  the  way 
from  0.8  percent  of  the  tax  base  removed  by  exemp- 
tions in  IMono  County  to  as  much  as  8.0  percent  in 
Santa  Clara  County.  The  percentages  of  total  state 
and  locally  assessed  values  show  a  similar  range.  A 
comparison  of  the  relative  impact  of  exemptions  on 
the  property  tax  base  statewide  and  for  Mono  and 
Santa  Clara  Counties  individually  is  shown  in  Table 
7.  In  addition  to  these  cases  at  the  extremes,  the  rela- 
tionsliip  of  exempted  property  to  the  local  tax  base 
runs  the  whole  gamut  within  this  range  with  all  of 
the  inequality  that  such  variations  suggest. 

Table  7 

RELATIONSHIP   OF    EXEMPT   PROPERTY  TO    LOCAL 

TAX    BASE:    CALIFORNIA,    MONO    COUNTY,    AND 

SANTA  CLARA  COUNTY  1954-1963  (PERCENT) 


California 

l/o»o 

Count!/ 
State  and 

Santa  Cli 

ira  County 

State  and 

State  and 

LoraUi/ 

loialli/ 

IjOralhi 

locally 

Locally 

locally 

Yea  r 

as.^essed 

assessed 

assessed 

assessed 

assessed 

assessed 

19.54 

6.4 

.5.. 5 

.7 

.6 

9.2 

8.4 

10.-.5 

6.3 

5.5 

.6 

..5 

9.2 

8.1 

1!1.5G 

6.4 

5.5 

.6 

.5 

9.0 

8.2 

19.57 

6.2 

5.4 

.7 

.6 

8.6 

7.8 

19.58 

6.2 

5.4 

1.1 

.9 

8.2 

7.. 5 

1959 

6.2 

5.4 

.9 

.7 

8.1 

7.4 

1960 

6.0 

5.2 

.8 

.7 

9.0 

8.3 

1961 

.5.8 

5.0 

.8 

.7 

8.6 

7.9 

19()2 

5.6 

4.9 

.8 

.7 

8.4 

7.7 

1963 

5.2 

4.6 

.8 

.7 

8.0 

7.4 

SOURCE 

:  Appendi.v 

C.  Tables  2S, 

43.  .and  59. 

THE  VETERANS  EXEMPTIONS 

In  what  is  no  doubt  an  understatement,  the  Tax 
Foundation  made  the  following  observation  concern- 
ing America's  attitude  toward  veterans:  "As  evi- 
denced by  the  history  and  present  program  of  vet- 
erans' benefits  in  the  United  States,  the  welfare  of 
veterans  and  their  dependents  has  been  a  matter  of 
vital  concern  to  the  American  people."' 

The  reasons  for  this  concern  are  both  many  and 
clear  to  all.  The  debt  this  nation  owes  its  veterans  is 
a   considerable   one   indeed.    Tangible   expressions   to 

^  Tax    Foundation,    Inc.,    Federal    Benefits    for    Veterans     (New 
I'ork,  1960),  p.  31. 


these  veterans  have  taken  many  forms  throughout  the 
country,  in  addition  to  the  very  broad  federal  pro- 
gram. One  of  the  most  common  of  these  has  been  some 
form  of  favored  treatment  with  respect  to  property 
taxes.  As  recently  as  1963,  some  form  of  exemption 
from  property  taxes  was  provided  for  veterans  by 
either  constitution  or  statute  in  about  32  states.® 
Californians  have  been  no  less  concerned  for  their 
veterans  than  have  others,  and  since  1911  have  granted 
partial  tax  exemptions  to  those  meeting  certain  quali- 
fications. 

The  popularity  of  property  tax  exemption  as  a 
means  of  expressing  gratitude  to  veterans  is  not  dif- 
ficult to  understand.  Partly,  it  no  doubt  results  from 
the  ease  with  which  a  grant  of  considerable  value  can 
be  conferred  with  no  immediate  cash  outlay  and  with 
relative  political  ease.  And  once  conferred,  it  is  likely 
to  be  quite  lasting.  Although  it  clearly  constitutes  a 
form  of  subsidy,  the  value  of  property  tax  exemption 
appears  in  no  budget,  and  is  therefore  subjected  to 
no  budgetary  review  process  as  are  legislative  appro- 
priations. "When  such  an  exemption  is  brought  to  ques- 
tion, well  organized  and  higlily  vocal  groups  are  quick 
to  rise  in  its  defense.  On  the  other  side  of  the  contro- 
versy, the  individual  nonveteran  taxpayer  finds  little 
to  excite  him,  since  elimination  of  such  exemptions 
would  amount  to  only  a  small  reduction  in  his  total 
tax  bill.  It  may  be,  also,  that  some  subtle  tinge  of  non- 
patriotism  attaches  to  the  idea  of  eliminating  or  re- 
stricting the  veterans'  exemptions. 

Whether  or  not  veterans  should  be  offered  some 
form  of  economic  reward  is  a  question  that  is  com- 
pletely political,  and  one  that  cannot,  therefore,  be 
subjected  to  any  form  of  economic  analysis.  The  lon- 
gevity of  the  California  veterans'  exemptions  could 
be  taken  (though  it  is  open  to  question)  as  evidence 
that  the  political  consensus  in  California  does,  in  fact, 
favor  granting  some  form  of  reward.  Starting  from 
this  premise — that  there  are  at  least  some  conditions 
under  which  the  granting  of  economic  reward  to  the 
veterans  is  sociall.v  desirable — its  is  possible  to  look  at 
the  existing  arrangement  of  granting  property  tax 
exemption  for  their  efficiency  in  attaining  the  end 
sought. 


•*  Advi.sory  Commission  on  Intergovernmental  Relations,  The 
Role  of  tlie  State  in  Strengthening  the  Property  Tax,  Vol. 
1  ( W'ashington.  D.C. :  U.S.  Government  Printing  Office, 
1963),  p.  81. 
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A  first  step  is  trying  to  arrive  at  some  notion  re- 
garding what  the  circumstances  are  that  would  war- 
rant conferring  favorable  treatment  on  the  veteran. 
In  terms  of  most  criteria  that  one  might  erect,  vet- 
erans' exemptions  come  up  sorely  lacking  as  a  way 
of  conferring  a  reward,  bonus,  or  some  other  pay- 
ment to  the  veteran^  First  of  all,  to  the  extent  that 
special  consideration  to  veterans  is  socially  desirable, 
there  seems  to  be  no  reason  why  that  special  treatment 
should  be  contingent  on  property  ownership.  Under 
the  exemption  scheme,  the  veteran  who  may  well  need 
help  worst  of  all — the  one  with  no  property  whatever 
— would  get  nothing.  Similarly,  one  who  owns  a  great 
deal  of  property  located  outside  the  state  would  also 
get  nothing.  Another  veteran  can,  however,  receive 
the  blessing  of  tax  exemption  if  he  is  a  property 
owner. 

Article  XIII  of  the  California  Constitution  pro- 
vides that  property  in  the  amount  of  $1,000  of  every 
resident  who  has  been  honorably  discharged  after 
service  in  the  armed  forces  in  time  of  war  or  other 
specified  time  shall  be  exempt  from  property  taxa- 
tion. The  Revenue  and  Taxation  Code  lists  28  specific 
wars  or  campaigns,  with  a  29th  which  includes  all 
other  campaigns  for  .service  in  which  a  medal  has 
been  issued  by  the  Congress  of  the  United  States. 
There  is  no  income  restriction  on  the  right  to  enjoy 
tax  exemption.  However,  each  applicant  shall  not 
own  property  of  the  value  of  $5,000  or  more,  or  $10,- 
000  or  more  for  a  married  veteran  with  only  commu- 
nity property  since  community  property  is  divided 
equally  between  veteran  and  spou.se.  The  value  of 
property  owned  by  a  male  applicant's  wife,  including 
her  half  of  any  community  property,  is  also  limited 
to  $5,000. 

In  determining  the  $5,000  limitation,  the  assessed 
value  of  locally  taxable  real  and  personal  property 
are  used,  but  for  nontaxable  personal  property,  »!<ir- 
J(et  value  is  the  criterion.  For  those  qualifying,  the 
exemption  is  allowed  on  personal  and  real  property. 
If  the  total  exemption  is  not  used  by  the  veteran  in 
his  county  of  residence  in  California,  he  may  apply 
the  remaining  value  of  the  exemption  against  prop- 
erty owned  by  him  which  is  located  in  some  other 
county. 

In  applying  the  property  ownership  test  of  a  vet- 
eran's qualifications,  automobiles,  trucks,  and  trailers 
are  all  valued  at  full  market  value  because  they  are 
not  locally  assessed  for  property  taxes.  Personal 
checking  and  savings  accounts  in  banks,  savings  and 
loan  a.ssociations,  building  and  loan  as.sociations, 
credit  unions,  postal  savings,  stocks  and  bonds,  etc., 

"The  Advisory  Commission  on  Intergovernmental  Relations  came 
to  a  similar  conclusion :  "Property  tax  exemption  is  the 
wrons  way  to  finance  veterans'  continuing  bonus  and  dis- 
ability payments.  This  method,  to  be  sure,  is  merely  an  ex- 
tension of  traditional  procedure  and,  politically,  is  a  rather 
painle.ss  way  of  making  big  annual  expenditures  since  it 
can  be  done  without  budgeting  and  without  accounting; 
but  these  doubtfully  favorable  features  are  offset  by  some 
clearly  unfavorable  features."  Ibid.,  p.   82. 


must  also  be  listed  by  the  veteran  when  making  appli- 
cation for  the  exemption  and  are  valued  at  market 
or  full  value.  Airplanes  and  solvent  credits,  though 
subject  to  local  taxation,  are  also  listed  at  market 
value  since  the  law  requires  their  assessment  at  this 
level  instead  of  the  fractional  level  sanctioned  for 
other  property.  The  assessed  value  of  interest  in  a 
partnership  or  proprietorship  in  a  business  or  farm, 
as  well  as  the  market  value  of  other  nontaxable  busi- 
ness assets  are  also  included.  There  is  no  exemption 
or  deduction  for  any  encumbrance  on  property  listed 
in  the  above  three  paragraphs;  the  only  allowance 
for  debts  is  the  valuation  of  solvent  credit — a  type  of 
property  owned  by  very  few  applicants  for  the  ex- 
emption. 

The  cash  value  of  money  owed  to  the  indi\-idual 
veteran  must  also  be  counted  by  the  applicant  vet- 
eran. This  includes  the  net  cash  value  of  mortgages, 
trust  deeds,  and  personal  loans.  Finally,  the  cash 
surrender  value  of  life  insurance  and  the  convertible 
or  disposable  interest  on  pension  funds,  retirement 
funds,  and  profit-sharing  plans  must  be  included  in 
the  summation  to  determine  if  the  veteran  has  less 
than  the  $5,000  maximum. 

Substantial  inequities  arise  from  the  means  em- 
ployed to  value  property  for  the  asset  test  for  qualifi- 
cation. Property  which  is  locally  assessed  and  taxed  on, 
an  ad  valorem  basis  is  included  in  this  eonsideratiom 
at  its  assessed  value,  which  represents  only  a  fraction 
(usually  less  than  one-fourth)  of  full  market  value. 
Property  which  is  not  so  assessed  is  considered  at  its 
full  market  value.  In  neither  ease  is  there  an  allow- 
ance for  debt  deduction ;  gross  assets  rather  than  net 
worth  is  the  test  of  need.  Accordingly,  this  qualifi- 
cation for  the  veterans  exemption  depends  not  only 
on  the  total  amount  of  property  owned,  but  upon  the 
type  of  property  owned  as  well.  Because  of  the  tech- 
nique used,  and  the  common  practice  of  fractional 
a.ssessments,  the  veteran  can  still  qualify  for  his  ex- 
emption while  owning  several  times  as  much  property 
in  locally  a.ssessable  and  taxable  form  than  he  can 
if  he  holds  cash,  automobiles,  or  other  forms  of  prop- 
erty not  locally  taxable. 

The  foregoing  also  underscores  the  importance  of 
the  assessor  in  this  whole  procedure.  Because  locally 
assessable  property  is  included  in  the  qualification 
process  at  its  assessed  value,  the  ratio  to  market  value 
at  which  that  property  is  assessed  will  also  influence 
tlie  amount  of  property  the  veteran  can  own  and  still 
qualify  for  exemption.  Moreover,  since  low  assess- 
ment ratios,  other  things  equal,  are  associated  with 
high  tax  rates,  a  $1,000  exemption  tends  to  be  worth 
more  to  the  individual  veteran  in  a  county  assessing 
at  a  low  level. 

The  provisions  of  the  law  for  qualifying  veterans 
for  exemption,  above,  also  discriminate  in  favor  of 
the  married  veteran  against  the  single  or  widowed 
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veteran.  This  could  put  the  law  in  the  position  of 
grantinpr  exemptions  to  a  veteran  while  married,  and 
then  denyin<r  it  to  him  if  he  is  widowed,  even  though 
his  need  in  the  latter  circumstances  might  be  much 
greater. 

Still  another  form  of  discrimination  between  vet- 
erans resulting  from  present  exemption  provisions  is 
geographical.  For  those  veterans  qualifying,  the 
amount  of  tax  saving  wdll  depend  upon  the  rate  of 
tax  he  otherwise  would  have  had  to  pay  on  the  $1,000 
exempted.  These  rates  vary  tremendously  tliroughout 
the  state,  as  does  (therefore)  the  potential  tax  saving 
accompanying  status  as  a  qualified,  property-o-\vniing 
veteran.  A  tax  rate  conforming  to  the  statewide  aver- 
age, for  example,  would  have  saved  the  veteran  $50 
in  1954,  increasing  gradually  in  amount  to  $73  iu 
1963.  In  Alameda  County,  however,  his  situation 
would  have  been  better,  with  annual  tax  savings  in- 
creasing from  $65  to  $90  between  1954  and  1963.  The 
veteran  in  Alpine  County,  however,  did  not  fare  any- 
where near  so  well  as  either ;  he  would  have  saved 
only  $19  in  1954  as  a  result  of  his  status  (the  .same 
status  for  which  the  Alameda  County  veteran  was 
saving  over  three  times  as  much),  increasing  only  to 
$35  in  1963   (see  Table  8). 

Table  8 

TAX  SAVING  FOR  AVERAGE  VETERAN  AT  ALAMEDA 

COUNTY,  ALPINE  COUNTY,  AND  STATEWIDE 

TAX    RATES   1954-1963    (DOLLARS) 

Year  Alameda  Alpine  Slateicide 

1954 $65  $19  $50 


1955 

61 

1956  _ 

1957  - 
1958 

6? 

R5 

70 

1959 

79 

1960  ^ 

1961  _ 

1962  _ 

1963  _. 
SOURCE: 

81 

84 

87 

90 

Appendix  C. 

Tables 

1,  2  a 

18 
16 
15 
20 
27 
26 
25 
34 
35 


53 
55 
57 
59 
59 
62 
65 
68 
73 


and  59. 


(_)n  balance,  the  exemption  accorded  veterans  badly 
needs  revision.  The  whole  notion  of  giving  state  re- 
wards to  veterans  is  increasingly  open  to  question  as 
larger  numbers  of  those  veterans  have  had  access  to 
generous  federal  programs.  And  even  where  such 
rewards  are  desirable  at  the  state  level,  property  tax 
exemptions  appear  to  be  both  clumsy  and  inefiBcient 
as  a  way  to  go  about  it.  Because  of  the  structure  of 
the  exemption  granted  under  California  statutes,  the 
veteran  is  subject  to  various  tj'pes  of  discrimination 
which  have  little  to  do  with  either  need  or  merit.  Much 
could  be  done  to  improve  the  equity  of  the  exemption 
as  it  now  stands  by  putting  all  property  on  a  compar- 
able value  basis,  and  by  devising  a  way  around  the 
eommunitj-  property  laws  and  putting  an  end  to  the 
favoring  of  married  veterans  over  single  ones. 

The  general  trends  shown  by  the  veterans'  and 
otlier  exemptions  were  discussed  in  the  first  section 


of  this  chapter.  The  decline  in  the  rate  of  growth  in 
values  exempted  under  the  veterans'  provision,  and 
the  more  recent  absolute  decline,  is  a  combined  prod- 
uct of  the  toll  wrought  by  time  and  increasing  afflu- 
ence within  the  qualification  requirements,  and  in- 
creased administrative  tightness  on  the  part  of  local 
assessors  in  qualifying  veterans.  A  step  significant  for 
the  future  path  of  exemptions  occurred  in  the  1964 
election,  with  the  approval  of  a  constitutional  provi- 
sion limiting  property  tax  exemptions  in  the  future  to 
individuals  who  were  residents  of  California  when 
they  entered  service.  Prior  to  the  enactment  of  this 
provision,  benefits  granted  by  the  veterans'  exemption 
were  extended  to  all  meeting  other  tests,  regardless 
of  residence  upon  entry  into  service,  and  regardless 
of  benefits  and/or  bonuses  received  from  other  states. 
The  combination  of  time,  affluence,  tightened  ad- 
ministration, and  this  recent  provision  stipulating  res- 
idence requirements  should  go  far  towards  a  gradual 
(but  .slow)  phasing  out  of  the  California  property  tax 
exemption — at  least  if  the  United  States  has  the  good 
fortune  of  staying  out  of  major  armed  confliets  that 
would  qualify  large  further  additions  to  the  exemp- 
tion rolls. 

INSTITUTIONAL  RECIPIENTS:  CHURCH,  COLLEGE, 
AND  WELFARE  EXEMPTIONS 

Property  is  typically  exempted  from  the  three  cate- 
gories being  discussed  here  for  widely  different  rea- 
sons. Church  exemptions  are  limited  to  those  church 
properties  directly  used  for  purposes  of  worship,  an 
exemption  which  has  been  justified  on  a  host  of  dif- 
ferent grounds.  Ultimately,  the  sense  of  these  argu- 
ments seems  to  be  that  religious  worship  is  a  thing  so 
innatel.v  and  completely  desirable  to  society  that  to 
tax  it  in  any  way  would  be  undesirable.  This  notion 
is  sometimes  buttres.sed  with  the  idea  (rightly  or 
wrongly)  that  the  active  use  of  churches  tends  to  cut 
down  the  cost  of  government  by  keeping  divorce  rates, 
delinquency  rates,  and  crime  rates  lower  than  they 
otherwise  would  be.  This  may  well  be.  even  though  it 
is  nearly  impossible  to  demonstrate.  Nevertheless,  ex- 
empting even  property  used  for  worship  services  gives 
many  people  misgivings.  The  tradition  for  separating 
church  and  state  is  a  long  one  in  the  United  States, 
although  not  always  practiced  as  closely  as  it  could  be. 
In  recent  years,  additionally,  the  courts  have  gotten 
much  more  restrictive  in  interpretations  having  to  do 
with  this  separation.  A  court  case  is  presently  pending 
in  the  State  of  llaryland  in  which  the  state  is  being 
sued  for  exempting  church  property  on  grounds  that 
it  violates  the  required  separation.  On  purely  eco- 
nomic grounds,  this  case  seems  to  be  a  fairly  strong 
one.  Given  the  recent  trend  of  court  interpretations,  it 
seems  at  lea.st  possible  that  the  present  national  pat- 
tern of  church  exemptions  may  soon  be  reversed  by 
the  elTects  of  the  Maryland  case. 
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"College"  exemptions  are  extended  only  to  private 
institutions  of  collegiate  rank.  The  rationale  for  ex- 
empting properties  of  private  colleges  rests  primarily 
in  the  presumption  that  if  such  institutions  did  not 
exist,  the  state  would  have  to  build  similar  institu- 
tions in  their  stead ;  since  government  is  not  called 
upon  for  massive  direct  support,  tax  exemption  is 
often  thought  less  as  a  direct  aid  than  as  the  absence 
of  a  hindrance.  The  extent  to  which  it  is  true  that  the 
state  would  be  called  upon  to  furnish  educational  serv- 
ices in  the  absence  of  these  private  institutions  is  a 
dilifieult  one  to  evaluate,  although  there  is  no  doubt 
much  truth  in  it.  On  these  grounds,  the  magnitude  of 
financial  aid  offered  these  institutions  via  property  tax 
exemptions  may  be  fully  warranted.  There  are,  how- 
ever, several  problems  in  the  way  that  help  is  given 
through  the  exemption  process.  One  of  these  has  to 
do  with  the  subtlety  with  which  the  exemption  process 
operates.  The  granting  of  such  exemptions  offers,  in 
a  very  real  and  tangible  way,  special  treatment 
amounting  to  a  subsidy.  Beeau.se  it  tends  to  be  mildly 
subtle  (one  of  its  political  advantages),  however,  the 
nature  of  the  public  interest  involved  with  the  grant- 
ing of  such  treatment  is  obscured.  Many  such  institu- 
tions would  be  reluctant  to  acknowledge  any  financial 
interest  on  the  part  of  the  public  in  their  organiza- 
tions. Instead,  the.y  take  great  pride  in  maintaining 
and  affirming  their  "private"  nature,  despite  their 
subsidized  position.  In  addition,  the  cost  of  support- 
ing such  institutions  is  very  poorly  distributed.  Dur- 
ing the  10-year  period  1954-63,  37  counties  reported 
no  college  exemptions.  At  the  same  time,  however, 
Santa  Clara  County  reported  a  minimum  for  the  de- 
cade of  1.7  percent  of  its  total  property  tax  base 
exempted  for  colleges  (1958),  and  going  as  high  as 
2.9  percent  (1960  and  1961).  In  1962  and  1963,  2.8 
percent  of  tlie  total  property  tax  base  of  Santa  Clara 
County  was  reported  exempt  for  college  properties. 
On  a  .statewide-average  basis.  0.4  percent  of  all  .state 
and  locally  assessed  property  was  exempted  under 
the  college  provision.  * 

It  was  pointed  out  early  in  this  chapter  that  benefits 
from  such  institutions  as  colleges  are  not  likelj^  to  be 
restricted  to  the  local  level.  Insofar  as  benefits  derived 
from  colleges  are  general  in  nature,  the  great  dispar- 
ity between  counties  in  the  burden  of  supporting  such 
institutions  through  property  tax  exemptions  repre- 
sents a  substantial  inequity. 

The  welfare  provision  comprises  something  of  a 
catchall  under  which  a  broad  range  of  institutions 
seek  refuge,  including  private  schools  below  the  col- 
lege level,  hospitals,  homes  for  the  aged,  and  other 
charitable  institutions.  Arguments  for  exempting  this 
class  of  institution  are  substantially  similar  to  those 
for  colleges,  that  is,  that  they  perform  functions 
which  would  have  to  be  performed  by  the  state  in  the 

*  See  Appendi.s-  C,  Tables  43.  59. 


absence  of  the  institutions  involved.  In  general,  the 
remarks  above  relative  to  colleges  also  appl.v  to  these 
institutions,  including  the  earnings  and  way  in  which 
the  burden  is  distributed  between  counties. 

One  group  of  properties  in  the  welfare  category, 
however,  deserves  singling  out  for  special  mention — 
those  exempted  as  homes  for  the  aged.  In  a  sense, 
using  the  property  tax  exemption  with  regard  to  all 
of  the  properties  in  the  welfare  category  involves 
subsidizing  welfare  activities  through  tax  exemptions 
as  a  substitute  for  direct  expenditures.  In  the  ease 
of  homes  for  the  aged,  however,  exemption  is  being 
granted  to  a  form  of  property  which  acts  as  a  direct 
substitute  for,  and  in  competition  with,  private  hous- 
ing. At  the  same  time,  the  use  of  the  exemption  in 
this  ease  is  tantamount  to  approving  welfare  not  on 
the  basis  of  need,  but  on  the  basis  of  a  choice  of  hous- 
ing which  may  in  many  cases  be  irrelevant  to  any 
reasonable  index  of  welfare  need.  The  upshot  is  a 
violation  of  fundamental  concepts  of  tax  equity — 
discrimination  between  different  people  similarly 
situated  (i.e.,  the  aged)  simply  on  the  basis  of  where 
they  happen  to  choose  to  live.  This  not  only  amounts 
to  an  irrelevant  consideration  on  which  to  base  a  wel- 
fare decision  but  may  often  result  in  a  positive  in- 
equity. For  example,  one  elderly  citizen  choosing  to 
live  in  his  own  home  may  have  a  very  low  income  and 
very  little  wealth.  But  since  he  is  in  his  own  home 
which  will  in  the  normal  course  of  things  be  assessed 
and  taxed,  he  will  be  a  taxpayer.  On  the  other  hand, 
another  individual  of  the  same  age  but  with  a  much 
larger  income  and  greater  stock  of  wealth  might. 
choose  to  live  in  a  very  plush  group-living  arrange- 
ment which  goes  under  the  pseudonym  of  "home  for 
the  aged"  and  which  is  sub.ieet  to  tax  exemption.  As  a 
result  of  such  circumstances,  any  criterion  of  need  is 
made  completely  irrelevant :  the  individual  by  all 
measures  most  able  to  pay  would  be  exempted  from 
tax,  while  the  one  much  less  well-situated  would  re- 
main fully  liable  as  a  taxpayer. 

The  foregoing  example  is  far  from  an  abstract  case. 
At  the  present  time,  many  institutions  qualifying  for 
property  tax  exemptions  as  homes  for  the  aged  are 
in  a  cost  class  that  can  be  afforded  only  by  older  per- 
sons in  relatively  good  and  secure  economic  status. 
To  the  extent  that  the  exemption  privilege  is  justified 
on  welfare  considerations,  the  way  the  provision  is 
presently  administered  leaves  the  door  open  to  abuses 
both  frequent  and  flagrant.  It  should  be  pointed  out 
that  the  current  situation  is  not  full.v  in  control  of 
those  charged  with  administering  the  welfare  for  ex- 
emption. The  State  Board  of  Equalization  is  author- 
ized to  approve  applications  for  exemptions  under  the 
welfare  provision.  Their  attempts  to  enforce  criteria 
in  the  granting  of  these  exemptions,  however,  have 
been  effectively  subverted  by  the  position  of  courts  to 
tlie  effect  that  wealtli  is  irrelevant  to  charity.  As  a  re-j 
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suit,  the  Board  of  Equalization  has  liad  little  real 
power  over  the  t^rantiii"- — and  liniitini;- — of  these  ex- 
emptions, and  has  had  to  let  most  pass  without  ob- 
jection. In  any  event,  the  situation  now  prevailing 
with  regard  to  "homes  for  the  aged"  is  one  badly  in 
need  of  legislative  action. 

Besides  problems  of  internal  consistency,  the  wel- 
fare exemptions  also  result  in  an  inequitable  distribu- 
tion of  support  cost  between  the  various  counties.  On 


a  statewide  basis,  welfare  exemptions  withdrew  about 
1  percent  of  the  total  state  and  locally  assessed  tax 
base.  In  San  Francisco  County,  however,  these  ex- 
emptions amounted  to  2.5  percent  of  the  total  state 
and  locally  assessed  base.  Pour  counties,  however,  re- 
ported no  welfare  exemptions  at  all  during  1954 
through  1963,  and  10  others  reported  that  there  were 
at  least  some  years  during  the  decade  when  no  wel- 
fare exemptions  were  granted. 


CHAPTER  VI 

THE  DISTRIBUTION  OF  THE  PROPERTY  BURDEN 
AMONG  HOMEOWNERS 


PROPERTY  TAXATION  AND  THE  CONCEPT  OF  EQUITY 

Equity  as  it  pertains  to  various  taxes  must  be 
judged  with  reference  to  a  number  of  criteria.  Most 
frequently,  however,  equity  with  regard  to  the  over- 
all distribution  of  tax  burdens  is  ultimately  judged  by 
the  relationship  between  the  tax  payments  of  indi- 
viduals and  their  ability  to  pay  those  taxes.  Thus,  for 
reasons  that  are  fairly  clear,  the  factor  which  is  usu- 
ally associated  with  an  ability  to  pay  taxes  is  current 
income. 

In  the  case  of  the  propertj'  tax,  the  situation  -ndth 
regard  to  equity  would  be  less  than  completely  clear 
even  if  the  tax  possessed  no  administrative  flaws.  But 
by  its  very  nature,  a  property  tax  is  a  levy  on  things, 
not  on  people.  In  former  years,  these  levies  usually 
took  the  form  of  a  general  tax  on  wealth,  and  often 
attempted  to  recognize  wealth  in  both  tangible  and  in- 
tangible form.  Even  when  intangibles  went  either  un- 
taxed or  undiscovered,  the  property  base  of  the  tax 
was  still  closely  identified  with  total  wealth,  since  in- 
tangibles tended  to  be  relativelj'  unimportant  in  an 
economy  that  was  predominantly  agricultural.  In 
this  sort  of  a  world,  real  wealth  in  the  form  of  land 
and  improvements  was  identified  fairly  closely  with 
the  ability  of  the  landowner  to  command  income  and, 
therefore,  to  pay  taxes. 

The  general  property  tax  has,  however,  undergone 
a  series  of  changes  which  have  tended  to  make  it  sub- 
stantially less  general.  Certain  types  of  propertj'  own- 
ers are  accorded  favorable  tax  treatment  for  one  rea- 
son or  another,  as  are  certain  types  of  property.  In 
some  cases,  whole  classes  of  property  are  exempted, 
such  as  intangible  personal  property  owned  by  private 
citizens.  At  the  same  time  these  sorts  of  changes  have 
been  taking  place,  society  itself  has  also  undergone  a 
substantial  series  of  changes  whicli  have  been  both 
rapid  and  far  reaching.  The  list  of  these  changes  is 
long  indeed,  but  for  purposes  of  property  taxation, 
one  of  the  most  important  is  the  movement  away  from 
an  agricultural  society  toward  one  in  which  the  tie 
between  landed  estates  and  economic  power  is  much 
less  direct  than  before. 

Given  the  present  involved  structure  of  levies  and 
exemptions,  the  property  tax  is  no  longer  a  general 
tax  on  wealth ;  rather  it  has  evolved  to  become  a  tax 
on  particular  forms  of  assets,  that  is,  on  real  prop- 
erty and  certain  forms  of  personalty.  Accordingly, 
the  amount  of  tax  that  will  be  paid  by  any  one  tax- 


payer is  a  product  not  only  of  the  extent  of  this  total 
wealth  but  also  of  several  other  factors.  One  of  these 
is  the  form  in  which  the  individual  taxpayer  keeps 
his  wealth,  that  is,  upon  the  particular  types  of  assets 
he  chooses  to  hold.  His  tax  bill  might,  for  example, 
be  substantially  altered  by  a  decision  to  hold  his 
wealth  in  intangible  forms  (such  as  bank  deposits  or 
other  financial  a.s.sets)  that  go  untaxed,  rather  than 
in  the  form  of  agricultural  acreage  or  suburban 
tracts  which  are  subjected  to  the  property  tax.  And, 
of  course,  the  taxpayer's  bill  will  be  further  affected 
by  the  way  in  which  those  assets  he  does  hold  are 
valued  for  tax  purposes. 

Despite  the  historic  fiscal  importance  of  the  prop- 
erty tax,  very  little  real  knowledge  has  been  gener- 
ated concerning  the  actual  pattern  of  property  tax 
payments  relative  to  the  various  income  groups.  Judg- 
ments   regarding    the    income    distribution    of    these 
property  tax   payments   generally   have  had  to   rely 
upon  either  estimates  or  spotty  information  regarding 
the  distribution  of  home  ownership,  along  with  cor- 
responding estimates  or  assimiptions  regarding  assess- 
ment levels  in  various  value  and  income  groups.  Ac- 
cordingly,  such   studies  concerning   the   relationship j 
of  property  tax  payments  and  income  as  have  beenl 
available  up  to  the  present  have  had  to  rely  heavily  i 
upon    a.ssumption,    estimation,    and    outright    conjee- . 
ture.' 

Approach  to  the  Problem 

Several  circumstances  present  in  California  com- 
bine making  it  possible  for  the  first  time  to  generate 
factual  information  on  the  actual  distribution  of 
property  tax  burdens  among  homeowners.  First,  a 
great  deal  of  information  regarding  market  values 
and  property  assessments  is  compiled  by  the  Califor-  i 
nia  State  Board  of  Equalization.  This  information  en- 
compasses property  of  all  different  types  and  classes 
throughout  the  state.  On  the  other  side  of  the  prob- 
lem, the  California  Franchise  Tax  Board  compiles 
considerable  information  relative  to  the  state's  per- 
sonal income  tax  and,  of  course,  maintains  files  of 
taxpayers'  information. 

1  In  estimating  the  relationship  between  property  tax  payments 
and  income  receipts,  for  e.\ample.  Professor  Musgrave  made 
the  following  observation  :  "The  reader  who  is  at  all  famil- 
iar with  the  paucity  of  data  in  this  area  will  be  aware  that 
this  implies  a  great  deal  of  conjecture."  See  R.  A.  Musgrave, 
J.  J.  Carroll,  and  L.  Frane,  "Distribution  of  Tax  Payments 
bv  Income  Groups:  A  Case  Study  for  1948."  National  Tax 
Jonrnal    Vol.  IV,  No.  1    (March  1951).  p.  21. 
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Given  the  existence  of  these  valuable  sources  of 
information,  this  staff  addressed  itself  more  or  less 
directly  to  the  important  (luestions  involved  in  the 
distribution  of  property  taxes  and  its  burden.  The 
basic  framework  for  this  part  of  the  study  was  pro- 
vided by  the  State  Board  of  Equalization's  propertj' 
assessment  samples  drawn  annually  to  stud.y  county 
assessment  ratios.  Eacli  year,  the  Board  of  Equaliza- 
tion goes  into  approximately  one-third  of  California's 
58  counties  and  draws  a  representative  sample  of 
properties.  Subseciuently,  it  sends  appraisers  into  the 
field  to  establish  market  values  for  each  of  those 
properties  sampled. 

The  sample  used  for  this  particular  study  was  nar- 
rowed to  include  only  those  items  in  the  State  Board 
of  Equalization's  sample  representing  owner-occupied 
residential  dwellings  for  each  of  the  three  recent 
sample  years,  1960,  1961,  and  1962.^  This  three-year 
period  was  sufficient  to  permit  inclusion  of  all  58 
counties  in  the  State.  The  information  from  these 
sample  items  was  then  matched,  item  by  item,  with 
California  personal  income  tax  information  filed  by 
the  respective  individual  homeowner  with  the  Fran- 
chise Tax  Board.  Where  matches  were  not  possible, 
the  item  was  dropped  from  the  sample.* 

li  is  important  to  note  that  all  homeowners  in  the 
sample  presumably  meet  the  California  requirements 
for  filing  personal  income  tax  returns,  that  is,  $5,000 
gross  income  or  $3,000  net  income  ($1,500  if  single). 
Accordingly,  an  important  element  of  the  low  end  of 
the  income  spectrum — those  not  meeting  the  income 
requirement  for  filing  personal  income  tax  returns — 
has  been  excluded  from  the  sample  entirely.  It  is  most 
important  that  this  exclusion  be  kept  in  mind  when 
the  results  of  the  study  are  appraised. 

For  purposes  of  comparing  income  and  other  tax 
factors,  it  was  decided  to  use  "adjusted  gross  income" 
as  defined  for  California  income  tax  purposes.  This 
income  concept  consists  of  gross  income  minus  deduc- 
tions such  as  trade  and  business  expenses,  deprecia- 
tion, depletion,  entertainment  and  travel  expenses, 
and  similar  costs  of  earning  income.''  Given  the  ex- 
istence of  these  deductions  from  gross  income,  the  low- 
est income  figures  in  the  sample  go  very  near  zero 
even  though  taxpayers  involved  all  presumably  meet 
minimum  gross  income  filing  requirements.  Despite 
the  existence  of  these  low  adjusted  gross  incomes  in 
the  sample,  many  other  taxpayers  with  similar  in- 
comes by  the  adjusted  gross  income  measure  are  ex- 
eluded  from  the  .study  ejitirely  due  to  their  failure  to 
meet  filing  requirements.  This  is  an  important  circum- 

*For  a  more  detailed  account  of  the  sample  used,  see  Ap- 
pendix D. 

^  Nonmatches  occurred  when  no  tax  return  was  on  file  with  the 
Franchise  Tax  Board  under  the  name  as  found  in  property 
records.  This  could  have  been  brought  about  by  any  of  sev- 
eral circumstances  in  addition  to  that  subsequently  cited 
in  the  text.  See  Appendix  D. 

*  To  compare  adjusted  gross  income  with  other  measures  of  in- 
come relative  to  state  income  taxes,  see  State  of  California, 
Franchise  Tax  Board,  Annual  Report  for  the  Calendar  Year 
1963,  p.  5. 


stance  to  recognize  in  weighing  the  results  presented 
here,  particularly  those  pertaining  to  the  lowest  in- 
come group. 

The  final  sample,  arrived  at  as  described  above, 
consisted  of  3,900  individual  items,  representing  a 
universe  of  approximately  1.7  million  homeowners.^ 
For  a  very  rough  indication  of  the  coverage  involved 
in  .such  numbers,  the  size  of  this  universe  represented 
by  the  sample  can  be  compared  with  the  total  number 
of  returns  filed  and  the  adjusted  gross  income  re- 
ported in  a  single  year.  For  example,  as  compared 
with  the  approximately  $16  billion  adjusted  gross 
income  estimated  for  the  homeowner  universe,  the 
Franchise  Tax  Board  reports  a  total  of  approximately 
.$36  billion  in  adjusted  gross  income  reported  for  the 
income  year  1962.  For  that  same  year,  the  Franchise 
Tax  Board  reported  the  filing  of  approximately  3J 
million  returns,  as  compared  with  about  1.7  million 
estimated  for  the  univer.se  represented  by  the  sam- 
ple." Considering  the  group  selected  (homeowners 
only)  and  the  exclusions  which  had  to  be  made,  the 
coverage  indicated  by  this  very  general  comparison  ap- 
j)ears  quite  good. 

THE  DISTRIBUTION  OF  HOMEOWNER  INCOME 

The  way  in  which  income  is  distributed  among  the 
group  comprising  California  homeowners  is  summa- 
rized in  Table  1.  In  that  table,  homeowners  are 
ranked  in  order  of  increasing  income  and  then  broken 
into  equal  groups,  each  containing  10  percent  of  the 
total  number  of  homeowners  involved.  Thus  10  groups 
emerge  with  average  income  ranging  from  about 
$2,800  for  the  lowest  10  percent  to  almost  $25,000  for 
the  highest  10  percent.  Arrayed  in  this  manner,  the 
data  in  Table  1  suggest  that  if  homeowners  were 
ranked  in  order  of  income  from  low  to  high  we  would 
find  that  the  lowest  10  percent  received  only  about  3 
percent  of  the  total  income  of  the  homeowner  group. 
Similarly,  second  lowest  10  percent  of  the  income  re- 
ceivers receive  about  8  percent  of  the  total  homeowner 
income.  Conversely,  at  the  other  end  of  the  income 
scale,  the  highest  10  percent  of  the  income  groups, 
with  average  incomes  of  almost  $25,000,  received  over 
26  percent  of  the  total  income  of  the  group. 

In  general,  income  flows  with  respect  to  home- 
owners only  parallel  fairly  elosel.v  those  of  the  popu- 
lation of  California  generally,  as  indicated  in  the 
analysis  by  the  Franchise  Tax  Board  of  the  total  in- 
come tax  returns  for  the  state.''  Figure  1  compares 
the  distribution  of  income  among  homeowners  during 
the  vear  1960-1962  with  the  flow  of  income  for  the 


=  The  universe  represented  refers  to  the  sample  expanded  by  the 
individual  sampling  ratio  expansion  factors  involved.  For 
further  detail,   see   the   Appendix    D. 

«  See  State  of  California,  Franchise  Tax  Board,  Annual  Report, 
1963,  pp.  5.  6.  For  further  comparisons  of  sample  and  uni- 
verse size,  see  Appendix  D. 

■  See  State  of  California,  Franchise  Tax  Board,  Annual  Report, 
19  63,  esp.  Table  A  and  Table  1,  pp.  A-1,  A-3. 
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Table   1 

Table  2 

DISTRIBUTION 

Ho  meoicneia — rank 
in  order  of 
increasing 

OF   INCOME  AMONG   CALIFORNIA 
HOMEOWNERS 

Share  of 
total  income 
Adjusted  gross  income  '   receired 

Range                  Average       C/t) 

INCOME   FLOW   AMON 
Income  floic — iiercent  of 
total  hoineoicner  income 
irith  receivers  ranked  in 

order  of  increasing  income 
(income  deciles) 

G   CALIFORNIA    HOMEOWNERS 
I'ercen  t 
of  all  income 
Adjusted  gross           receivers 
income'              in  this  arouD 

income 

Range 

Average 

(percent ) 

Lowest  10% 

$4-$4,228 

?2,815 

3.1 

1st  10% 

$0-$5.757 

§4,090 

23.1 

2ik1   10% 

4,229-  5,445 

4,918 

.5.1 

2nd  10% 

5,7.58-  6,9.58 

6,362 

14.6 

3r(l  10% 

5,446-  6,288 

5,933 

6.5 

3r(l  10% 

6,959-  7,929 

7,471 

12.4 

4th  10% 

6,28&-  7,17!) 

6.7.32 

7.1 

4th  10% 

7,9.30-  8,887 

8.393 

11.1 

5th  10% 

7,180-  7,904 

7,.">47 

8.1 

5th  10% 

8,888-10,118 

0,461 

9.9 

6th  10% 

7,905-  8,806 

8,319 

8.9 

6th  10% 

10,119-11..566 

10.740 

8.7 

7th  10% 

8,807-  9,844 

9,326 

10.2 

7th  107,; 

11.567-13,085 

12.280 

7.6 

8th  10% 

9,845-11,580 

10,668 

11.2 

8th  10%; 

13,0,S(;_17.170 

14.844 

6.3 

0th  10% 

11,581-14,242 

12,616 

13.5 

9th  10% 

17,171-29,714 

21,866 

4.3 

10th  10% 

Over  14,242 

24,771 

20.4 

10th  10% 

Over  29,714 

50.305 

1.9 

»  As  defined  in  the  California  State  Income  Tax  Law. 
SOURCE:  See  Appendix  D.  Table  1. 

}-ear  1963  to  California  taxpayers  generally.  In  that 
figure,  the  distribution  of  income  in  each  of  these  two 
groups  is  arranged  in  a  "Lorenz"  distribution — per- 
centages of  the  total  taxpaying  units  making  up  the 
group  are  arrayed  from  left  to  right  along  the  hori- 
zontal axis,  while  percentages  of  the  total  income 
received  by  the  group  are  measured  vertically.  The 
diagonal  line  running  across  the  chart  can  be  con- 
sidered a  '"line  of  equal  distribution,"  for  it  indicates 
a  situation  in  which  10  percent  of  the  income  receivers 
receive  just  10  percent  of  the  income.  20  percent  of 
the  income  receivers  receive  just  20  percent  of  the 
total  income,  and  so  on.  The  extent  of  departure  of 
the  actual  distribution  line  from  the  diagonal  is  an 
indication  of  the  degree  of  inequality  with  which 
income  is  distributed.  Accordingly,  Figure  1  indicates 
that  income  was  distributed  somewhat  less  unequally 
(i.e.,  more  equally)  among  California  homeowners  in 
1960-1962  than  it  was  among  all  income  taxpayers 
for  the  year  1963.  This  is  not  surprising  and  might 
well  be  expected,  since  restricting  the  group  to  home- 
owners only  quite  probably  eliminates  many  of  the 
verj^  low  income  receivers  who  receive  a  disproportion- 
ately small  share  of  the  total  income.  The  surprising 
thing  about  Figure  1  may,  in  fact,  be  that  the  two 
distributions  are  not  more  divergent  than  they  are. 
The  similarity  reflects  (among  other  things)  the  de- 
gree to  which  home  ownership  is  spread  widely 
throughout    various    income   groups. 

It  is  possible  to  get  a  somewhat  different  view  of 
the  distribution  of  income  among  California  home- 
owners by  rearranging  the  data  so  that,  instead  of 
containing  equal  numbers  of  people,  the  groups  re- 
ceive equal  proportions  of  the  total  income  flow.  In 
Table  2,  the  homeowner  category  is  divided  so  that 
each  of  the  .subgroups  receives  just  10  percent  of  the 
total  income  received  by  all.  This  arrangement  yields 
no  particularly  significant  new  answers,  but  it  does  al- 
low a  somewhat  different  perspective.  Hence,  in  Table 
2,  we  see  that  that  group  of  the  lowest  income  receivers 


»  As  defined  in  the  California  Stale  Income  Tajt  Law. 
SOURCE:  Sec  Appendix  D.  Table  2. 

which  account  for  10  percent  of  the  total  income  is 
comprised  of  about  23  percent  of  the  total  recipients 
involved.  In  other  words,  if  we  move  up  the  income 
scale  from  the  bottom,  we  would  have  to  include  23 
percent  of  the  taxpaying  units  in  the  total  group — 
that  is,  23  percent  of  all  homeowners — in  order  to 
account  for  10  percent  of  the  total  income  of  all  units. 
Looking  at  successively  higher  income  groups,  we  find 
a  steady  decline  in  the  proportion  of  the  total  income 
reeipient.s  involved.  Whereas  23  percent  of  the  lowest 
income  receivers  were  required  to  account  for  10  per- 
cent of  the  total,  it  takes  just  under  2  percent  of  all 
homeowners  to  account  for  that  10  percent  of  the  total 
income  going  to  those  in  the  highest  income  bracket. 

THE  DISTRIBUTION  OF  HOME  OWNERSHIP 
IN   CALIFORNIA 

The  distribution  of  home  owniership  relative  to  in- 
come is  an  important  factor  affecting  equity  in  the 
distribution  of  tax  burdens  between  those  paj-iug 
property  taxes.  Taxes  must  be  paid  predominantly 
out  of  current  income.  The  property  tax,  however, 
distributes  its  burden  not  according  to  income  re- 
ceived, but  according  to  the  pattern  of  home  owner- 
ship (or  at  least  the  way  assessors  report  those  pat- 
terns). If  we  accept  the  relationship  between  tax 
burdens  and  ability  to  pay  as  measured  by  current  in- 
come as  a  significant  (though  not  the  only)  indicator 
of  equity,  the  relationship  between  the  distribution 
of  home  ownership  and  that  of  income  acquires  sig- 
nificance of  a  high  order. 

A  combination  of  intuition  and  introspection  has 
led  mauy  observers  to  advance  the  hypothesis  that 
the  relative  share  of  housing  expenditures  in  the  con- 
sumer budget  declines  as  incomes  rise.  Of  course,  this 
is  not  to  say  that  families  with  high  incomes  tend  to 
spend  less  on  housing  than  do  those  families  with 
smaller  incomes.  Rather,  it  suggests  the  possibility  ' 
that  as  incomes  rise,  increases  in  expenditure  on  hous- 
ing fail  to  keep  pace,  so  that  the  relative  share  of 
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FIGURE     I 


CALIFORNIA",    distribution   of  adjusted   gross  income,  homeowners 

ONLY    AND    ALL    INCOME    TAX     RETURNS. 
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SOURCE'      Personal    Income    Tax    data    for    1962   developed    from     California     Franchise   Tax    Board, 
Annual    Report ,    1963  ,    Table    lA ;    Informotion   for    California    homeowners    for    1960-62    are 
original    data.     For    methodology,    see    Appendix  D. 
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income  spent  on  housing  is  smaller  for  those  with 
higher  incomes.  A  number  of  studies  have  tended  to 
support  this  hypothesis.^ 

The  "declininp:  share  of  increasing  income"  hy- 
pothesis receives,  however,  less  than  universal  sup- 
port. By  using  somewhat  altered  income  concepts  and 
making  certain  other  adjustments,  the  conclusion  has 
been  drawn  that  the  housing-to-income  relationship 
is,  in  fact,  substantially  proportional,  or  even  some- 
what progressive." 

In  general,  all  of  these  studies  provide  very  little 
reliable  information  regarding  the  distribution  of  tax- 
able property  relative  to  that  of  income.  For  a  num- 
ber of  valid  reasons,  these  studies  tend  to  deal  with 
rather  abstract  concepts  of  income.  Frequently  also, 
they  deal  with  what  is,  for  tax  purposes,  also  an  ab- 
stract concept — that  of  total  expenditures  on  hous- 
ing rather  than  assessable  property  values.*" 

In  an  attempt  to  clarify  this  uncertain  relationship 
between  the  distribution  of  home  ownership  and  in- 
come, a  great  deal  of  new  information  has  been  de- 
veloped for  this  report.  It  should  be  emphasized  that 
these  new  data  do  not  rely  upon  aggregative  esti- 
mates. Instead,  they  derive  from  the  relatively  large 
sample  discussed  above,  which  included  nearly  4,000 
owner-occupied  homes  scientifically  selected  so  as 
to  represent  the  entire  State  of  California.  Each  of 
these  homes  was  appraised  in  the  field  by  a  qualified 
appraiser ;  for  each,  comparable  income  data  were 
assembled  by  inspection  of  the  homeowner's  tax  re- 
turn on  file  with  the  California  Franchise  Tax 
Board." 

Table  3  indicates  the  relationship  found  between 
the  market  value  of  the  owner-occupied  dwellings  and 
the  incomes  of  the  o\\aiers  of  those  dwellings.  It  is  not 
surprising  that  as  incomes  increase,  the  average  mar- 
ket value  of  homes  OM'ned  by  members  of  each  income 
group  also  generally  increases.  While  this  general  ten- 
dency was  expected,  it  is  of  some  significance  that  the 
increase  in  home  market  values  tends  to  be  rather 
gradual  but  steady  into  higher  and  higher  income 
groups.  But  of  equally  great  significance  is  a  compari- 


»  One  authority,  Professor  Harold  Groves,  for  example,  summar- 
izes the  conclusions  of  these  studies  thus :  "many  studies 
have  purported  to  show  that  regressivity  of  this  sort  does 
regularly  occur  and  in  marked  degree."  See  Harold  M. 
Groves,  Financing  Government  (6th  Edition),  (New  York; 
Holt,  Rinehart  and  Winston,  1964),  p.  65.  Also,  in  conjunc- 
tion with  a  substantial  effort  of  her  own  in  this  direction, 
Margaret  (5.  Reid  gives  a  very  short  summary  of  some  of 
the  past  estimates  of  housing-income  relationships,  as  well 
as  the  discussion  of  relevant  consumption  theories.  See 
Himsinu  nnil  Income  (Chicago:  University  of  Chicago  Press, 
1962). 

»  See.  for  e.xample,  James  N.  Morgan,  et  al..  Income  nnd  ^yelfal■e 
in  the  United  States  (New  York:  McGraw-Hill  Book  Com- 
pany, Inc.,  1962),  esp.  Ch.  19;  see  also  Margaret  G.  Reid, 
ibid. 

'"  This  is  not  intended  to  argue  that  housing  expenditures  and 
property  values  are  unrelated.  The  presumption,  certainly, 
would  seem  to  be  quite  the  opposite.  For  present  purposes, 
however,  it  would  be  better  to  stick  with  concepts  which  are 
closer  to  those  with  which  assessors  must  deal,  namely, 
market  value.  On  the  income  side,  also,  it  seems  to  be 
desirable  to  stay  with  income  concepts  that  either  are  or 
could  be  considered  within  the  reasonable  realm  of  taxation. 

"  For  the  structure  of  the  sample  used  and  the  methodology 
employed,   see  Appendix  D. 


Table  3 

THE   PATTERN  OF   HOME   OWNERSHIP    IN 
CALIFORNIA    RELATED  TO    INCOME 

II  omf'oirnrni — 

rank  in  order  of         Adjusted  gross  income  '     Average  market 

increasing  income  Average                     value  of  home'' 

Lowest  10%  $2,815  .$14.24(! 

L'nd  107<,  4,918  14,459 

:!rcl  10%  5,933  13,849 

4th  10%  6,732  15,77G 

.->th  10%  7,547  16,613 

(ith  10%  8,319  16,917 

7th  10%  9,326  18,657 

Sth  10%  10.668  18,9.-.8 

!)tli  10%  12,<;ifi  23.706 

lOth  10%  24,771  32.673 

■  As  ileflned  in  the  California  Stale  Income  Tax  Law. 

''  As  determined  by  California  state  Board  of  Equalization  appraisals. 

SOURCE:  See  Appendi.v  D,  Table  1. 

son  of  the  rates  at  which  home  market  values  and  in- 
comes increase.  To  the  extent  that  changes  in  home  val- 
ues and  owners'  incomes  tend  toward  proportionality 
(and  assessors  do  a  good  job  of  assessing),  the  dis- 
tribution of  property  tax  burdens  will  also  tend  to  be 
proportional  as  between  different  income  groups.  In 
reality,  this  appears  not  to  be  the  case  in  California. 
As  has  long  been  suspected  by  economists  speculating 
on  the  matter,  the  relationship  between  property  value 
and  income  exhibits  a  perceptible  and  definite  ten- 
dency to  decline  as  income  increases.  This  tendency 
shows  up  quite  clearly  in  Table  4,  which  demonstrates 
the  changing  relationships  between  both  the  market 
value  and  the  assessed  value  of  homes  owned  as  the 
average  income  of  the  groups  increases.  For  example, 
the  second  lowest  10  percent  in  terms  of  income  aver- 
aged just  under  $5,000  in  income  and  owned  homes 
whose  average  market  value  was  about  $14,500.  For 
this  group,  then,  the  average  home  value  within  the 
income  class  tended  to  run  about  2.9  times  the  size 
of  the  average  income  of  the  same  group.  Table  4 
clearly  shows  the  tendency  of  this  home-value-to-in- 
come ratio  to  decline  in  higher  and  higher  income 
groups.  This  decline  is  the  most  pronounced  at  the 
very  bottom  and  at  the  very  top  of  the  income  ladder, 
that  is,  in  moving  from  adjusted  gross  incomes  aver- 
aging just  under  $3,000  to  those  of  about  $5,000,  and 
to  those  with  incomes  above  the  $10,000  level.  This 
decline,  however,  is  quite  gradual  in  the  large  middle 
range  of  the  income  spectrum.  It  is  important  to  em- 
phasize that  to  say  that  it  is  more  gradual  is  not  to 
say  that  the  decline  is  insignificant.  Thus,  while  it 
occurs  gradually,  the  decline  in  this  home  market 
value  to  income  ratio  from  2.9  in  the  second  income 
group  to  2.0  in  the  sixth  income  group  (see  Table  4) 
involves  a  drop  in  that  ratio  of  approximately  30  per- 
cent. The  least  change  in  this  relationship  occurs 
within  the  income  range  of  about  $7,000  to  $11,000  in 
adjusted  gross  income  (fourth  or  fifth  to  the  eighth 
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Table  4 

RELATIONSHIP 

BETWEEN 

HOMEOWNER 

INCOME   SIZE 

AND 

THE   VALUE 

OF   HOMES 

OWNED 

Ifomeoiniers — 

veriige  adjuxli 

Ratio  of  mark 
'il       value  of  home 

et 
to 

,  i  rcntgc 
(i.tsessment  ratio     1 
on  homes  owned 

^atio 
value 

of  assessed 
to  income 

Im 

iej-  of 

ratios 

<■ 

rank  in  order  of               A 

Home  market 

Home  assessed 

increasing  income 

yross  income 

°        income  of  oirner 

jrithin  class 

of  he 

tmeouner 

value  to  income 

valui 

•  to  income 

Lowest  10%. 

$2,815 

5.06 

22.5 

1.139 

211.9 

216.2 

2nd  10% 

4,!)1S 

2.94 

20.6 

.606 

123.1 

11. 5.0 

3rcl  10%, 

5,933 

2.33 

23.2 

.542 

97.6 

102.9 

4th  10%, 

6,732 

2.34 

21.6 

.506 

98.0 

96.0 

5th  10%, 

7,547 

2.20 

22.3 

.491 

92.1 

93.2 

6th  10%, 

8,319 

2.03 

22.0 

.447 

85.0 

84.8 

7th  10%,, 

9,326 

2.00 

22.3 

.446 

83.8 

84.6 

8th  10%, 

10,668 

1.78 

21.5 

.382 

74.5 

72.5 

9th  10%, 

12,616 

1.88 

22.4 

.421 

78.7 

79.9 

10th  10  %c 

24,771 

1.32 

21.9 

.289 

55.3 

54.8 

•  As  defined  in  the  California  Stale  Income  Tax  Law. 
^  Unweighted  arithmetic  means  of  average  class  values  : 
SOURCE;  See  .Appendix  D.  Table  1. 
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income  groups  in  Table  4).  This  income  range,  of 
course,  represents  an  area  broadly  corresponding  to 
the  "average"  income  level,  ranging  from  just  below 
that  average  to  somewhat  above  it. 

Tlu'  value  of  lioines  owned  changes  most  eloselj-  in 
proportion  to  income  in  that  "middle"  area  repre- 
sented by  the  second  or  third  to  about  the  seventh 
income  decile  (Table  4).  This  ratio  shows  relatively 
more  rapid  increase  on  the  low  side  of  that  middle 
group,  indicating  that  the  value  of  housing,  relative 
to  income,  is  higher  for  those  lower  income  levels. 
For  higher  incomes,  that  is,  for  adjusted  gross  in- 
comes of  more  than  .$7,000  to  $9,000,  this  relationship 
falls  off  quite  rapidly,  seeming  to  indicate  that  hous- 
ing represents  a  rather  sharply  declining  portion  of 
income  beyond  the  $10,000  level.  It  is  difficult  to  esti- 
mate how  this  general  picture  of  home  ownership  pat- 
terns might  be  changed  by  the  inclusion  of  those  not 
filing  income  tax  returns,  a  group  which  is  presumably 
weighted  heavily  toward  those  at  the  bottom  of  the 
income  ladder. ^- 

At  this  point  a  few  parenthetical  remarks  are  in 
order  regarding  the  relationship  of  the  assessment 
ratio  and  its  variation  as  between  income  groups.'^  It 
has  long  been  suspected  that  there  exists  a  sort  of 
"administrative  regressivity "  about  the  property  tax. 
This  effect  could  spring  from  a  possible  consistent 
bias  lent  by  assessors  in  the  direction  of  progressive 
underassessment  of  properties  as  their  value  increases. 
The  most  usual  explanation  offered  for  this  is  that 
assessors  are  likely  to  be  more  familiar  with  low-  to 
medium-value  properties  than  they  are  with  those  of 
high  value,  and  that  they  tend  to  temper  their  uncer- 
tainty with  prudence,  thereby  leaning  towards  under- 


^  For  a  more  detailed  explanation  of  the  sample  from  which 
these  data  are  derived  as  well  as  the  methodology  employed 
see   Appendix   D.  .    . 

13  It  should  be  remembered  that  the  data  as  they  are  being  ex- 
amined here  are  arranged  in  order  of  increasmg  incomes, 
not  in  an  order  dictated  by  assessed  or  appraised  vaku-. 
For  a  discussion  of  some  methodology  in  measuring  regi-es- 
sion  in  assessment  and  some  rather  general  estimates  see 
Frederick  L,  Bird,  The  General  Property  Tax:  Fnulmtj  of 
the  19S7  Census  of  Government  (Chicago,  Illinois:  Public 
Administration   Service,    19G0,   pp.    59-60. 


assessment.'^  In  addition,  of  course,  there  is  the  less 
altruistic  possibility  of  outright  favoritism,  for  what- 
ever reason. 

The  data  in  Table  4  do  not  permit  a  direct  test  of 
the  hypothesis  that  assessment  ratios  are  inversely  re- 
lated to  property  values  because,  as  pointed  out  above, 
those  data  are  grouped  not  according  to  increasing 
property  value  but  rather  with  regard  to  income  levels 
of  homeowners.  The  assessment  ratios  noted  for  each 
income  group,  therefore,  are  not  ratios  reflective  of  a 
homogeneous  value  grouping  of  homes,  but  rather  of 
a  grouping  of  comparable  incomes,  with  home  values 
being  consistent  only  to  the  extent  that  they  are  uni- 
formly dependent  upon  income  levels.  While  this 
grouping  does  not  permit  a  direct  test  of  the  efficiency 
of  assessment  relative  to  home  values  it  does  permit 
some  observations  concerning  a  relationship  even  one 
step  further  removed— the  effect,  if  any,  of  the  assess- 
ing function  upon  the  property-value-to-income  ratio 
as  between  different  income  groups. 

The  average  assessment  ratio  on  homes  owned  in 
different  income  classes  as  shown  in  Table  4  seems  to 
show  little  in  the  way  of  a  consistent  trend  either 
upward  or  downward  as  income  inci'eases.  The  ab- 
sence of  such  trend  does  not  deny  the  possibility  of 
inadvertent  discrimination  against  either  high-  or  low- 
value  properties  by  the  assessor.  It  does,  however, 
seem  to  imply  that  the  distribution  of  home  owner- 
ship and  the  pattern  of  assessing  do  not  conspire  to 
form  a  consistent  pattern  of  discrimination  for  or 
against  either  end  of  the  income  spectrum.  These  data 
certainly  do  not  reflect  the  existence  of  any  discrim- 
inatory assessment  pattern  favoring  higher  income 
receivers  (and  high-valued  property).  Rather,  the 
data  in  Tables  3  and  4  indicate  an  a.ssessment  ratio 
of  22.4  percent   for  homes  with  value  averaging  al- 


'  In  his  textbook  on  public  finance,  tor  example,  Professor  Har- 
old Groves  cites  this  possibility  in  approximately  the  same 
terms  noted  above,  ".  .  .  the  phenomenon  [regressivity  with 
regard  to  wealth]  mav  occur  because  the  assessor  often 
assesses  property  of  high  value  at  a  lower  ratio  of  assessed 
to  true  value  than  properties  of  lesser  values.  This  may  be 
due  to  the  fact  that  the  assessor  is  more  familiar  with  the 
properties  with  low  value  .  .  ."  Financing  Government,  op. 
cit.,  pp.  64-65. 
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most  $24,000.  This  ratio  is  almost  identical  to  that 
(22.5  percent)  of  the  lowest  10  percent  of  home- 
owning  income  receivers,  the  value  of  whose  homes 
averagred  only  about  .$14,000;  it  is  even  higher  than 
that  (20.6  percent  I  of  the  next  to  the  lowest  income 
group  who.se  homes  were  also  worth  about  $14,000.*' 

One  more  way  to  look  at  the  effect  of  assessing  on 
the  distribution  of  property  values  is  by  considering 
once  again  the  value-to-income  ratios  as  indicated  in 
Table  4.  A  comparison  of  home  values  to  the  incomes 
of  the  recipients  reveals  a  declining  relationship  as 
income  increases,  as  was  discas-sed  above.  Using  frac- 
tional assessment  ratios,  a  similar  value-to-income 
comparison  can  be  made  using  assessed  rather  than 
market  values.  If,  in  fact,  the  a.s.ses.sor  is  a  neutral 
factor,  the  pattern  of  a.ssessed-value-to-income  ratios 
should  be  approximatel.v  similar  to  the  pattern  of 
market-value-to-income  ratios.  To  the  extent  they 
are  dissimilar,  the  a.s-sessor  would  have  to  be  consid- 
ered a  prime  suspect.  This  comparison  cannot  be  made 
directly,  however,  since  a.ssessments  are  fractional; 
some  rearrangement  is  required  to  set  these  two  ratio 
distributions  in  terms  that  are  comparable.  Table  4 
shows  the  ratios  of  market  (appraised)  value  to  in- 
come and  a.sse.ssed  value  to  income  after  converting 
both  series  into  index-number  terms.  In  each  case,  the 
index  number  for  a  particular  income  class  shows  the 
relationship  of  the  individual  ratio  for  that  class  to 
the  average  of  the  ratios  for  all  classes.  Thus,  the  in- 
dex number  for  the  first  income  decile  for  the  ratio 
of  market  value  to  income  is  211.9,  indicating  that  the 
ratio  of  market  value  for  homes  owned  in  that  class 
to  the  incomes  of  the  owners  in  the  class  is  211.9  per- 
cent of  the  average  of  .similar  ratios  for  all  income 
classes  shown.  ***  The  beha\'ior  of  these  indexes  does 
not  indicate  the  existence  of  any  discrimination 
again.st  either  high  or  low  income  recipients. 

PROPERTY  TAX  PAYMENTS  AND  INCOME 

Variations  in  homeownership  between  individuals 
(and  between  income  groups)  in  combination  with 
some  unevenness  in  a.sse.ssing  jointly  determine  the 
distribution  of  property  tax  liabilities  between  indi- 
viduals  and,   hence,   also   between    income   groups.  *" 

"  See  Tables  3,  4. 

1"  The  "average"  serving  as  a  basis  for  this  index  number  con- 
struction is  the  simple  unweighted  arithmetic  mean  of  the 
class  ratios  shown.  This  sort  of  comparison  is  only  an 
approximation,  but  to  the  extent  that  the  a.«.sessor  does  not 
act  as  the  positive  force,  the  two  ratios  might  be  expected 
to  move  about  their  respective  averages  in  similar  fashions. 
and  index  numbers  constructed  as  were  those  in  Table  4 
might  be  expected  to  display  quite  similar  patterns.  An 
examination  of  these  index  series  in  Table  4  indicates  that 
what  might  have  been  expected  is  in  fact  the  ca.se.  The  two 
series  do  follow  quite  similar  paths.  .Some  departures  do 
exist,  but  they  tend  to  be  not  verj-  great  in  magnitude  and 
to  show  no  consistent  bias  which  would  favor  homeowners 
at  either  end  of  the  income  scale. 

"  Strictly  speaking,  this  holds  true  only  for  individuals  or  groups 
within  a  single  jurisdiction,  for  important  differences  do 
appear  in  tax  rates  between  different  taxing  areas.  In 
reality,  the  number  of  individual  tax  rate  areas  is  very 
large,  and  the  tax  rate  disparities  between  them  are  corre- 
spondingly great.  For  some  purposes,  therefore,  it  might  be 
useful  to  avoid  this  problem  altogether  by  assuming  a  single 
uniform  statewide  tax   rate   and  examining  the   distribution 


The  patterns  of  both  homeownership  and  assessment 
ratios  with  resj>ect  to  homeowners'  incomes  have  been 
examined  in  other  .sections  of  this  chapter.  Having 
done  this,  we  can  now  turn  directly  to  what  is  really 
the  heart  of  the  problem — an  examination  of  the  way 
in  which  property  tax  burdens  in  California  are  dis- 
tributed with  respect  to  different  income  groups,  or, 
what  is  sajnng  the  same  thing,  an  examination  of  the 
relative  burdens  placed  upon  income  by  property  tax- 
ation in  California  at  different  income  levels. 

Although  data  on  the  actual  relationships  have  been 
sadly  lacking,  economists  have  nevertheless  long  sus- 
j>ected  that  the  pattern  of  property  tax  burdens  is 
regressive  with  respect  to  income.  This  suspicion  has 
been  rooted  in  a  combination  of  much  intuition  and 
some  rather  scant  evidence  regarding  the  relationship 
between  housing  and  income  and  also  regarding  the 
efficiency  of  a.sses.sors.  Both  of  these  groups  of  vari- 
ables, along  with  the  e\ndence  collected  in  the  present 
study,  have  been  discus.sed  above. 

The  pattern  of  property  tax  liabilities  on  Cali- 
fornia homeowners  relative  to  the  income  of  those 
homeowners  is  indicated  by  the  data  in  Table  5.  Al- 
though these  data  are  not  without  their  problems,  they 
do  represent  probably  the  fullest  collection  of  such 
information  ever  a.s.sembled.  The  information  pre- 
sented in  Table  o  offers  powerful,  if  not  conclusive, 
evidence  in  support  of  the  more  or  less  common  pre- 
.sumption  that  the  property  tax  does  tend  to  be  re- 
gressive. More  than  that.  Table  5  and  the  accompany- 
ing chart  offer  what  is  probably  a  reasonably  accurate 
estimate  of  what  the  pattern  of  property  tax  burdens 
actually  was  during  the  years  1960-62.  In  terms  of 
the  burden  relative  to  income,  the  most  heavily  bur- 
dened income  group  was  the  lowest  one.  For  home- 
owners with  adjusted  gross  incomes  of  $4,000  and 
under  (and  averaging  just  over  $2,800).  the  average 
portion  of  adjusted  gross  income  paid  in  property  tax 
was  jast  over  Si  percent.  This  group  included  10  i>er- 
cent  of  California  homeowners. 

The  group  paying  the  heaviest  share  of  its  income 
in  property  tax  probably  included  many  of  those 
which  are  cited  as  the  cla.ssic  ca.ses  of  jjroperty  tax 
inequity,  namely,  the  ill  or  the  elderly  who  have  a 
home  but  very  low  current  income.  In  all  fairnes.s, 
however,  it  should  be  pointed  out  that  there  are  un- 
doubtedly many  in  this  group  whose  claim  to  .sym- 
pathy i.s  less  clear.  For  example,  there  are  apparently 

of  property  tax  liabilities  under  those  conditions.  At  the 
other  extreme,  it  might  be  similarly  useful  to  study  the 
pattern  of  tax  liabilities  which  emerge  given  all  the  indi- 
vidual tax  rates  which  do  in  reality  exist-  For  purposes  of 
this  analysis,  something  of  a  middle  ground  was  chosen. 
Since  it  is  tlie  actual  pattern  of  tax  liabilities  that  is  of 
interest,  the  problem  of  tax  rale  disparities  cannot  be 
avoided  altogether.  Individual  tax  area  rates  were  not  used 
in  the  calculations  which  follow,  partly  for  technical  re.'^S'^'ns 
related  to  sample  stratification  and  partly  due  to  the  :  n- 
clusion  that  the  entire  c-ounty  is  really  the  more  rele%ant 
area  to  be  studied.  .Accordingly,  the  tax  rates  applied  are 
the  average  tax  rates  for  each  of  the  5S  counties  in  Cali- 
fornia applied  to  the  properties  from  that  county.  (For 
further  detail  on  the  treatment  of  the  sample  and  the  re- 
sults, see  the  Appendix  D. ) 
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CALIFORNIA 

HOMEOWNERS:    RELATIONSHIP   BETWEEN 

PROPERTY 

TAX    LIABILITIES   AND 

ADJUSTED 

GROSS    INCOME, 

1960-1962 

hi  ha  re  of 

Share  of  total 

Ho  III  coirn  crs — rn  ii 

k  in 

A reragf 

■tax 

total 

property 

order  of 

Adjusted  gross  iiiroine" 

imi/nient 

income 
receired 
(%) 

taxes  paid 

incrrosing 

Dollars 

Percent  of 
Income 

hij  group 

income 

Range                             Average 

(%) 

Lowest   10% 

.$0-  $4,228                   $2,815 

$243 

8.6 

3.1 

7.8 

2n<l   10%. 

4,229-     5,44.^                     4,918 

239 

4.9 

5.1 

7.4 

3r(l   10% 

5,446-     6,288                     5,933 

245 

4.1 

6.5 

7.9 

4th  10% 

6,289-     7,179                     6,732 

262 

3.9 

7.1 

8.1 

nth  10% 

7,180-    7,904                    7,547 

284 

3.8 

8.1 

9.0 

6th  10% 

7,905-    8,806                    8,319 

290 

3.5 

8.9 

9.1 

7th  10% 

8,807-     9,844                     9,326 

321 

3.4 

10.2 

10.3 

8th  10% 

9,845-  11,580                   10,668 

319 

3.0 

11.2 

9.9 

9th  10% 

11,581-  14,242                   12,616 

409 

3.2 

13.5 

12.9 

10th  10% 

Over     14,242                   24,771 

560 

2.3 

26.4 

17.6 

»  As  defined  in  tlic  California  State 

Income  Tax  Law. 

SOURCE:  Sec  Appendui  D, 

Talile  1. 

some  ill  these  low  groups  whose  iueomes  tend  to  vary 
widely.  In  the  year  sampled,  their  income  was  very 
low  so  that  a  house  of  considerable  proportion 
w^eighed  heavily  in  relation  to  a  temporarily  depressed 
income.  In  a  year  of  higher,  more  normal  income, 
however,  such  individuals  would  not  appear  in  this 
lower  group  at  all  but  would  show  up  in  higher 
groups.  Here  they  would  once  again  somewhat  distort 
the  picture,  since  their  higher  income  relative  to  their 
home  would  tend  to  reinforce  unduly  the  apparent 
regressivity  already  apparent.  The  truth  of  the  mat- 
ter regarding  tax  payments  and  incomes  to  such  indi- 
viduals lies  in  neither  extreme  but  somewhere  in  the 
middle ;  unfortunately,  this  is  the  sort  of  information 
very  difficult  to  discover.  Further  distortion  arises 
from  the  presence  of  those  receiving  untaxed  (and 
hence  unreported)  forms  of  income,  such  as  older 
people  receiving  income  from  social  security,  annui- 
ties, and  tax-exempt  investments,  or  who  are  consum- 
ing accumulated  savings. 

The  lowest  income  group  shown  in  Table  5  is  com- 
prised of  10  percent  of  the  homeowners  of  the  total 
group,  but  they  received  only  about  3  percent  of  the 
total  ad.iusted  gross  income  going  to  the  entire  group 
(see  Table  5).  While  receiving  only  about  3  percent 
of  the  total  income,  this  low  10  percent  of  income 
receivers  owned  almost  8  percent  of  the  total  market 
value  of  all  property  for  all  the  classes.  '^  It  is,  of 
course,  this  disparity  between  the  shares  of  property 
and  income  that  leads  to  the  relatively  heavy  impact 
of  the  property  tax  on  incomes  within  this  group.  In 
accordance  with  their  share  of  property  owned,  this 
bottom  decile  of  income  receivers,  while  receiving  only 
3  percent  of  the  total  income,  accounted  for  almost  8 
percent  of  the  property  taxes  paid  by  the  entire  group. 

The  relative  burden  of  the  property  tax  on  income 
tends  to  drop  substantially  as  income  increases.  The 
second  to  lowest  group  of  income  receivers,  for  ex- 
ample, had  an  average  property  tax  payment  amount- 


'  See  Table  1.  Appendix  D. 


ing  to  slightly  under  5  percent  of  their  adjusted  gross 
income,  as  compared  with  over  8^  percent  in  the  low- 
est income  group.  This  change  in  relative  burden  can 
also  be  seen  in  the  fact  that  this  second  grouij  paid  a 
slightly  smaller  share  of  the  total  property  taxes  than 
did  the  first  (7.4  as  against  7.8  percent)  but  had  over 
half  again  the  share  of  the  total  group  income  with 
which  to  pay  those  taxes  (5.2  as  against  3.1  percent). 

The  decline  in  relative  propertj'  tax  burdens  as 
incomes  rise  continues  more  or  less  steadily  through- 
out the  entire  range  of  income.  For  the  highest  income 
group  shown  in  Table  5,  those  with  incomes  over 
about  $14,000,  property  tax  payments  accounted  for 
only  slightly  over  2  percent  of  adjusted  gross  income, 
only  about  one-fourth  as  great  a  share  as  that  in  the 
lowest  income  group,  and  only  about  one-half  as  high 
as  that  for  the  fourth  decile  of  income  receivers  with 
incomes  of  about  $6,000  to  $7,000.  See  Table  5  and 
Figure  2. 

A  someW'hat  ditferent  perspective  of  the  same  data 
can  be  achieved  by  dividing  the  taxpayers  into  slightly 
different  groups  in  order  to  emphasize  income  flows. 
Table  6  shows  this  rearrangement,  with  the  individual 
decile  groups  arranged  so  that,  instead  of  representing 
a  constant  number  of  income  receivers,  each  decile  of 
Table  6  represents  10  percent  of  the  total  income  floiv 
of  the  group.  Thus,  beginning  with  the  lowest  income 
receiver  and  continuing  to  add  income  until  10  per- 
cent of  total  income  is  reached,  almost  one  fourth 
(23.1  percent)  of  all  of  homowners  would  be  included. 
By  contrast,  the  top  10  per  cent  of  income  was  re- 
ceived by  fewer  than  2  percent  of  the  total  number  of 
homeowners  (see  Figure  1). 

Arranged  in  this  way,  the  data  once  again  reflect 
the  tendency  of  individuals  to  own  relatively  less  tax- 
able property  in  proportion  to  income  as  income  rises. 
Here  it  shows  up  as  a  steady  decline  in  the  relative 
share  of  total  property  owned  by  each  successive  re- 
cipient group  accounting  for  10  percent  of  total  in- 
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Fig.  2 


PROPERTY 
TAX  PAID 
AS  A 
PERCENT 
OF 

ADJUSTED 
GROSS 
INCOME 


BURDEN  OF  THE  PROPERTY  TAX  RELATIVE  TO 
THE  REPORTED  ADJUSTED  GROSS  INCOMES  OF 
HOMEOWNERS,   CALIFORNIA,    1960-1962. 


INCOME  RANGE 

IN    DOLLARS  0 


4228  5445  6288  7179 


7904 


8806  9844 


11580 


14242    and    over 


RANK    OF  Lowest  2nd  3rd  4th  5fh  6th  7th  8lh  9Th         Highest 

INCOME  10%  10%  10%  10%  10%  10%  10%  10%  10%  10% 


SOURCE:   Appendix   D,  Table    1. 
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Fig.  3 


DISTRIBUTION  OF  INCOME  AND  PROPERTY  TAXES 
AMONG  CALIFORNIA  HOMEOWNERS,   1960-1962 


Homeowners' 
Rank   In  Order 
Of  Increasing 
Income 

Lowest 
10% 


2nd 

10% 


•Percent   of 

Total  Income 

To    Homeowners 


30        25        20         15        10 


*  Percent  of  Total 

Property  Tax  Paid 

By   Individuals  in 

This    Group 


3rd 

10% 


4th 
10% 


5th 
10% 


6th 

10% 


7th 
10% 


8  th 
10% 


9th 

10% 


Highest 
10% 


*Both  income  and  property  tax  data  refer  to  homeowners 
occupying  owned  dwellings. 


SOURCE:   Appendix   D,   Table   1. 
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eome.  At  the  bottom  of  the  income  ladder  represented 
in  the  total  group  studied,  those  receiving  10  percent 
of  the  total  income  owned  about  18  percent  of  the 
total  market  value  of  owner-occupied  homes  of  the 
entire  group,  and  therefore  paid  almost  18  percent 
of  the  total  tax  bill  on  such  property.  From  the  data 
in  Table  6,  it  is  clear  that  each  succeeding  10  percent 
of    the    total    income    accounted    for    progressively 


smaller  shares  both  of  income  receivers  involved  and 
of  total  property  taxes  paid.  Once  again,  the  decline  Is 
a  fairly  steady  one.  Those  in  the  highest  inc-ome 
bracket,  incomes  above  .*29.700.  representing  slightly 
under  2  percent  of  the  total  number  of  homeowners, 
owned  about  5i  percent  of  the  total  market  value  and 
paid  about  the  same  share  (51  percent)  of  the  total 
taxes  on  owner-occupied  housing. 


Table  6 

DATA   PERTAINING  TO  CALIFORNIA   INCOME   FLOWS  AND  PROPERTY  TAX   DISTRIBUTION- 

Income floir:  „.           t.  ^   , 

„     ,„,,„,„>  Share  of  tola! 

percent  of   otal                                                                      Uera^e  1a^  properly  ( marlet)  Percent  of  aU                Share  of  total 

rref'r:";:!-;/  „  it                                                             IZ^'nt  o,  ra;«.L,«f ...  ."-co^e  receirer.            ,ro^,  ta.e. 

lunc^eaTingiZTe             .Uju^tei  gro,»  income  ^         a  percent  of  fhUclas,  ''l^"<^''               "'fpe'r^:!' 

(Income  decUe^)                        Range         Average             income'  (Percent  J  (Percent  J                        (Percent) 

1st    W^c S0-.<.1.757     $4,090                    5i»  17.9  ^1                                  1<-^ 

2nd  lOCc 5,75^  6.9r.S       6.362                    iO  11-.  ".6                                  11.^ 

.3rd   109-. 6.959-  7,929       7.471                    3..  110  1^-^                                  «'l 

4th   lOr. 7.930-  83S7      8,393                   3.6  10.^  11-1                                W- 

5th  lOr. S.888-10.11S      9.461                   3.2  9.  93                               10.4 

6th  lOri 10.119-11.566    10.740                   3.0  8^  8-«                                  ^-. 

7th   lore 11.567-13.0S5     12J>80                    3J3  9.^  '-6                                    »-_ 

8th   lOrr 13.086-17.170     14.844                    2.9  8-^  6.3                                    ^-^ 

9th   lO^r 17.171-29.714     21.866                    2.2  6..  4.3                                    b- 

10th  lOTf Over  29,714     50.305                    1-9  -J-*  1-9                                    *" 

•  Onlr  those  boineoTOers  «re  iorlodnj  rtich  filed  CiUfomit  sutt  iacmt  Ux  retoms.  Fer  mKtbtMaa.  see  tert- 

i'  A.S  defined  in  the  Califorais  SUle  Inrome  Tai  Lj». 

'  Bised  on  assessed  ralne  and  indiridnal  countyuide  areoiet  tax  rates. 

SOIBCE;  AppendiK  D.  Table  2. 


CHAPTER  VII 

THE  TAX  BURDEN  ON  CALIFORNIA  PROPERTY  AND 
THE  SEARCH  FOR  ALTERNATIVES 


PROPERTY  TAXATION  IN  CALIFORNIA 

In  its  role  as  the  mainstay  of  local-governmpnt  fi- 
nance, the  property  tax  has  been  called  upon  to  pro- 
vide truly  enormous  amounts  of  revenue  in  support 
of  the  constantly  burgeonino'  communities  of  Cali- 
fornia. For  example,  total  tax  levies  on  property  in 
California  during  the  fiscal  year  ended  1963-64 
amounted  to  over  $2.8  billion,  a  sum  far  exceeding 
that  raised  from  any  other  single  tax  source. 

The  magnitude  of  total  tax  levies  on  California 
property  is  large  not  only  in  comparison  with  other 
California  tax  sources,  but  also  in  comparison  to  pro]v 
erty  tax  revenues  raised  in  other  states.  Of  the  various 
states,  for  example,  only  11  collected  more  than  $500 
million  in  property  tax  revenues  during  fiscal  1962. 
California  led  the  "list  with  $2,580,000,000  with  New 
York  State  close  behind.  Taken  together,  these  11 
states  collected  two-thirds  of  all  property  taxes  col- 
lected in  fiscal  1962 :  ^ 


California 2,580       Michigan 


935 


New  York 2,418 

Illinois    1,316 

Ohio 1,024 

New  Jersey 976 


Massachusetts 862 

Texas 839 

Pennsylvania    810 

Wisconsin    542 

Indiana 535 


The  assessed  values  making  up  property  tax  rolls 
have  also  increased,  but  the  increase  has  been  some- 
what less  rapid  than  the  increase  in  levies.  Necessarily, 
therefore,  property  tax  rates  have  been  gradually,  but 
steadily,  moving  upward.  This  upward  trend  is  ap- 
parent both  in  terms  of  rates  on  assessed  values,  and 
in  tax  rate  equivalents  on  market  value,  as  may  be 
seen  in  Table  1. 

It  is  not  surprising  that  this  steady  increase  in 
property  tax  rates  has  given  rise  to  a  great  deal  of 
apparent — and  vocal — indignation  aimed  at  the  prop- 
erty tax  generally.  Indeed,  it  would  be  surprising  if 
increases  in  any  tax  rate  failed  to  be  accompanied  by 
such  a  public  reaction.  But  in  the  case  of  the  prop- 
erty tax,  the  outcry  seems  to  go  considerably  beyond 
that  which  might  be  reasonably  expected  in  the  nor- 
mal course  of  events.  In  fact,  a  large  body  of  Cali- 
fornia public  officials  have  gone  on  record  as  feeling 
an  urgency  in  "doing  something"  about  the  property 


'  Bureau  of  the  Census,  Property  Taxation  in  1962^  State  and 
Local  Government  Studies  No.  47,  Washington,  D.C.,  No- 
vember 1964,  p.  3. 


Table   1 

CALIFORNIA    LOCAL   PROPERTY   TAX    RATES:    RATES 

ON    TANGIBLE    PROPERTY   AS   PERCENTAGE   OF 

ASSESSED   AND    MARKET  VALUES 

Implied 
Atwrage  Average  actual  nrernge 

Fiscal  year     tangible  property  assessment "  taj- rate  as 

ending        tad- rate  (percent      ratio  (assessment     a  percent  of 
June  30       of  assessed  value)      to  full  cash  value j     market  value 

1955 6.18  '22.8  1.41 

1956 6.39  23.2  1.48 

1957 6.72  23.6  1.59 

1958 6.96  24.0  1.67 

1959 7.26  23.4  1.70 

1960 7.42  22.6  1.68 

1961 7.65  23.5  1.80 

1962 7.82  23.7  1.85 

1963 8.00  23.1  1.85 

1964" 8.30"  22.1"  1.83 

"  After  equalization  orders. 

"  Estimate  supplied  by  S.B.E. 

SOURCE:  California  State  Board  of  Equalization,  Annual  Reports. 

tax.  Many  have  warned  of  dire  consequences  unless 
"something  is  done."  One  high  state  official  has  even 
said  that  a  general  taxpayer  revolt  is  "imminent." 
Stated  simply,  the  tenor  of  all  this  seems  to  be  that 
the  property  tax  has  gone  just  about  as  far  as  it 
can  go. 

The  property  tax  has,  in  fact,  become  even  more 
than  usual  a  source  of  genuine  concern,  as  well  as 
political  "hay."  Yet  even  when  the  remarks  spring 
from  genuine  concern  (as  most  undoubtedly  do), 
there  is  a  distressing  and  near-universal  lack  of  per- 
spective— a  perspective  absolutely  essential  if  Cali- 
fornia is  to  maintain  any  semblance  of  rationality 
and  balance  in  its  tax  structure. 

Relativ'e  Reliance  on  Property  Tax 

In  comparison  with  localities  in  other  states,  Cali- 
fornia local  governments  are  at  neither  extreme  with 
regard  to  their  reliance  on  the  property  tax  as  a 
source  of  revenue.  In  1962,  for  instance,  local  govern- 
ments in  this  state  derived  about  47  percent  of  their 
total  general  revenues  from  the  property  tax.  Nation- 
ally, in  .some  20  states  local  governments  derived  50 
percent  or  more  of  their  total  revenues  from  the  prop- 
erty tax;  in  16  states,  less  than  40  percent  of  total 
general  revenues  were  based  upon  property  levies  (see 
Table  2).  In  addition  to  other  factors,  this  relation- 
ship of  property  tax  revenues  to  total  local  general 
revenues  is  influenced  and  further  complicated  by 
various  tax-sharing  arrangements  and  state  subven- 
tions to  local  units. 
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Table  2 

RELIANCE  OF   LOCAL  GOVERNMENTS   UPON 

PROPERTY  TAXES,  1962 


Frequency  dis 

tribti 

tion — 

local  property 

tax  revenue 

as  a  percent  of: 

Total  local-government 

Total  locally  raised 

general  revenues 

tax  revenues 

(Numier  of  States) 

(Number  of  States) 

Less  than  30  percent 

4 

■ 

30-39.0 

12 

2 

40^i9.9 

14* 

50-59.9 

10 

60-69.9 

70-79.9 

10 

8 

80-89.9 

9" 

90-94.9 

14 

95  and  over 

17 

Table  3 

RANGE   OF    PER    CAPITA    PROPERTY   TAXES, 

BY   REGION,   1962   (DOLLARS) 

Region' 


•  California  =  47.1  percent. 
"  California  =  87.9  percent. 

SOURCE:  U.S.   Bureau  of  tlie  Census.   Properly  Taxation  in  1962,  State  anil  Local 
Government  Special  Studies  No.  47,  November  19G4,  pp.  2,  3,  15. 

Considerable  variation  is  also  evident  in  the  extent 
to  which  local  governments  rely  upon  tax  sources  (in- 
cluding licenses)  other  than  property  within  the  total 
of  actual  tax  revenues  derived.  And  here  again,  Cali- 
fornia finds  itself  neither  inordinately  high  nor  low 
as  compared  with  localities  elsewhere  (see  Table  2). 
In  1962,  local  governments  in  California  raised  87.9 
percent  of  their  total  locally  produced  tax  revenues 
from  le^des  upon  property.  Local  property  taxes  ac- 
counted for  less  than  70  percent  of  total  local  tax 
revenue  in  only  2  states,  and  less  than  80  percent  in 
a  total  of  10  states.  In  31  states,  local  governments 
raised  90  percent  or  more  of  total  tax  revenues  from 
levies  on  property,  and  in  17  of  them  that  percentage 
amounted  to  95  or  more  (see  Table  2). 

Per  Capita  Levies  on  Property 

As  measured  on  a  doUars-per-capita  basis,  Califor- 
nia ranks  as  a  relatively  high  property  tax  area.  Thus 
in  1962  all  property  taxes  for  state  and  local  govern- 
ments in  California  amounted  to  $151.-18  per  capita, 
with  $143.48  for  local  purposes  alone.  These  amount.s 
were  suflficient  to  give  California  the  highest  per  cap- 
ita property  tax  of  any  of  the  13  neighboring  western 
.states. 

The  variation  in  per  capita  property  tax  levies  be- 
tween different  states  and  between  different  regions 
is  indicated  by  the  data  presented  in  Table  3.  This 
variation  is  so  great  that  the  highest  per  capita  levy 
in  the  western  region  (California)  was  nearly  four 
times  that  of  the  lowest  per  capita  levy  (Xew  Mex- 
ico) in  the  same  region.  In  general,  the  West  has 
per  capita  property  tax  levies  higher  than  those  of 
the  lowest  region,  the  South,  but  lower  than  those 
of  the  North  Central,  and  especially  of  the  Northeast 
(see  Table  3). 

California  ranks  third  in  the  nation  in  per  capita 
property  tax  revenues  in  both  1957  and  1962.  Tax 

■  i.iiioi.i.a  ri  jI.s  ;lii.'d  iii  ilic  iiiiiicn  in  ;  -r  caji  :. 
)  fi  pony  lax  rovcinus  in  both    1957    iiiid    \'.U'r2.  'l;ix 


Xorth 

Northeast  Central       West       South 
State-local  property  tax 
per  capita : 

Lowest  state 71.20  80.83      40.11         26.70 

Median   128.34  126.67      94.61        48.13 

Highest  state 166.09  137.42     151.48'       92.02 

Local  property  tax 
per  capita : 

Lowest  state 71.04  79..57       37.53         22.19 

Median    125..50  118.21      86.19        48.12 

Highest  state 166.03  130..58     143.48'      87.44 

■The  four  standard  census  regions  are  defined  as  follows:  Northeast — 9  states: 
Maine.  New  Hampshire.  Vermont.  Massachusetts.  Rhode  Island.  Connei^ticut, 
New  York,  New  Jersey,  and  Pennsylvania.  North  Central — 12  states:  Ohio, 
Indiana,  Illinois,  .Michigan.  Wiscoasin.  Minnesota.  Iowa,  Missouri,  North 
Dakota,  South  Dakota.  Nebraska,  and  Kansas.  South — 16  states  plus  the  Dis- 
trict of  Columbia:  Delaware.  Maryland,  District  of  Columbia,  Virfinia,  West 
Virginia.  North  Carolina,  South  Carolina,  Oeorgia,  Florida,  Kentucky,  Tennessee, 
Alabama,  Mississippi,  .Arkansas.  Louisiana.  Oklahoma,  and  Teias.  West — 13 
states;  .Montana,  Idaho,  Wyoming,  Colorado,  .Sew  Mexico,  .\ri2ona,  Utah, 
Nevada,  Washington,  Oregon,  California,  .\laska,  and  Hawaii. 

'■  California. 

SOURCE:  U.S.  Bureau  of  the  Census,  Property  Taxation  in  1962,  State  and  Local 
Government  Special  Studies  No.   47,  November  1964,  p.  3. 

revenues  from  nonproperty  sources  loomed  large  also, 
with  California  ranking  fourth  and  seventh  (respec- 
tively) for  these  two  years.^ 

Property  Taxes  and  Personal  Income 

While  California  is  relatively  high  with  respect 
to  per  capita  property  taxes,  the  situation  is  some- 
what less  onerous  when  viewed  in  relation  to  the  high 
level  of  personal  income  enjoyed  by  its  citizens.  In 
1962,  the  nationwide  average  for  all  property  taxes 
amounted  to  $43.33  per  $1,000  of  personal  income. 
This  ratio  ranged  all  the  wa.v  from  Delaware's  $15.81 
per  $1,000,  to  .$61.35  per  $1,000  in  Minnesota.  On  this 
basis  California  ranked  14th,  with  total  property 
taxes  of  $52.45  per  $1,000  personal  income  for  the 
year  1962.^  In  1957  California  ranked  17th,  with 
total  propertj-  taxes  of  $44.51  per  $1,000  per.sonal  in- 
come, as  compared  with  an  average  for  the  nation  of 
$37.26  per  $1,000.''  The  national  average  for  general 
property  taxes  levied  by  local  governments  in  1962 
was  $41.37  per  $1,000  personal  income.  Local  govern- 
ments in  California  in  this  same  year  collected  $49.56 
per  $1,000  of  California's  personal  income,  placing 
California  in  12th  place. 

Property  Taxes  and  Market  Value 

Any  meaningful  comparison  of  property  tax  rates 
between  different  areas  is  very  difficult  to  accomplish. 
Differences  in  nominal  rates  are  rendered  almost,  if 
not  completely,  useless  for  the  purpose  by  wide  diver- 
sity in  assessment  ratios,  patterns  of  partial  or  total 
exemptions,   and  numerous  other  factors.  Variations 

=  See  .Appendix  E.  TatJles  3,  4,  5,  9. 

"See  -Appendix  K.  Table  2. 

*  l.T.S.    Bureau    nf    the    Census,    Compendium    of    Government    Ft- 

nrnices.  Vol.   III.   No.   5   of  the  1957   Ceyisus  of  Governniciits 

(Wa.shington,  D.C.,  1959).  p.  61. 
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ainoiisr  these  factors  is,  in  fact,  so  <ireat  as  to  make 
(littVrciices  in  nominal  property  tax  rates  almost  mean- 
infrless  as  regards  actual  levies  on  property  values. 
Altlioiijih  there  are  some  statistical  difficulties,  it  is 
possible  to  construct  estimates  of  effective  local  tax 
rates  which  differ  from  nominal  rates  in  that  they 
take  account  of  prevailing  assessment  ratios  in  indi- 
vidual areas  as  well  as  partial  exemptions  from  the 
tax  base.  A  table  of  effective  tax  rates  throughout  the 
nation  for  19.57  and  1962,  as  computed  by  the  U.S. 
Bureau  of  the  Census,  are  reproduced  in  Appendix  E, 
Table  6.  Methodological  differences  make  this  set  of 
estimates  differ  from  those  in  Table  1,  above. 

The  nationwide  average  local  general  property  tax 
rates  on  real  property  for  1962  was  1.4  percent  of 
market  value.  This  was  a  slight  increase  from  the  simi- 
lar average  of  1.3  percent  estimated  for  1957.  On  a 
state-bv-state  basis,  local  effective  rates  range  from  a 
low  of  0.4  percent  in  New  Mexico  to  a  high  of  2.7  per- 
cent in  Massachusetts.  The  median  state  in  1962  had 
an  average  effective  rate  of  1.2  percent. 

The  average  effective  local  property  tax  rate  on 
market  value  in  California  was  slightly  under  the 
national  average  in  both  1957  and  1962.  The  Califor- 
nia rate  for  1957  was  1.2  percent,  increasing  slightly 
to  1.3  percent  in  1962.  In  each  case,  these  rates  are  0.1 
percent  under  the  national  averages  for  those  two 
years  of  1.3  percent  and  1.4  percent,  respectively.  In- 
terestingly enough,  these  estimates  seem  to  suggest 
that  culjiability  in  the  weight  of  California  property 
tax  may  lay  no  more  with  high  tax  rates  than  with 
high  property  values. 

I      California's  position  relative  to  other  states  nation- 

I  ally  can  be  examined  in  Table  4. 

Table  4 

AVERAGE  STATEWIDE  LOCAL  EFFECTIVE  RATE 

APPLYING  TO  LOCALLY  ASSESSED  REALTY 

Number  of  states 

[  Jiiite  on  market  value  (percent)                               1962  1937 

i       All  states" 50  49 

;  0.4-0.7    12  14 

'  O.S-1.1    1.S  14 

;  1.2-1.5    -■ ll'  10' 

'  1.(5-1.9    6  5 

I  2.0-2.3    5  4 

I  2.4  or  more 3  2 

I  >  UIG2  dat;i  t'Ni'lude  Alaska;  1957  data  exclude  both  Alaska  and  Ha\v,iii. 

T.ilifoinia  =1.2. 

«  ralifurnia  =  1.3. 
I   SOURCE:  U.S.  Bureau  of  the  Census.   Property  Taxation  in  1962.  Stale  and  Local 
!  Governmtnt   Special  Studies  No.   47.   November   1964.   p.    7. 

The  increase  in  California's  effective  rate  of  0.1 
I  percentage  point  between  1957  and  1962  seems  not  at 
I  all  out  of  line  with  national  trends.  During  that  inter- 
val, 17  states  had  increases  of  0.2  percentage  point  or 
more,  including  9  in  which  the  increase  was  0.3  per- 
centage point  or  more.  There  was  no  change,  or  a  .shift 
of  only  0.1  percentage  point  in  30  states,  including 
California. 

Regional  differences  in  average  effective  propert.y 
tax  rates  are  considerable,  as  may  be  seen  from  Table 


5.  The  average  effective  rate  of  1.4  percent  in  Califor- 
nia and  Oregon  in  1962  was  high  in  the  group  of  13 
states  comprising  the  West,  but  was  just  equal  to  the 
effective  rates  of  the  median  states  in  the  North  Cen- 
tral group,  and  was  well  under  the  2.2  percent  aver- 
age rate  for  the  median  states  in  the  Northeast.  Tlie 
average  rate  for  California  was,  in  fact,  well  under 
the  average  effective  rate  of  1.7  percent  registered  by 
the  lowest  states  in  the  Northeast  group. 

Table  5 

STATEWIDE  AVERAGE  EFFECTIVE  RATE  OF  LOCAL 

GENERAL    PROPERTY   TAX    FOR    LOCALLY 

ASSESSED    REALTY,   1962   (PERCENT) 

Reyion                                Lowest  state     Median  Highest  state 

Northeast    1.7                 2.2  2.7 

North  Central 1.0                 1.4  2.1 

West 0.4                 0.8  1.4 « 

South   0.5                 0.8  1.4 

^  California  =  1.4  percent. 

SOURCE:  U.S.  Bureau  of  the  Census.  Property  Taxation  in  1962,  State  and  Local 

Government  Special  Studies  No.    47,   Novemljcr   1962,   p.  7. 

A  Final  Comparison  :  Property  Taxes 
AND  Urbanization 

Table  6  presents  one  last  but  nevertheless  interest- 
ing set  of  observations  relative  to  property  tax  bur- 
dens. This  table  lists  the  various  states  in  descending 
order  with  regard  to  their  respective  percentages  of 
urban  population  "'  in  1960,  and  offers  for  each  of 
them  several  relevant  measures  of  local  property  tax- 
ation in  1962. 

There  appears  to  be  substantial  correlation  between 
the  degree  of  urbanization  and  the  level  of  property 
taxation  in  a  state  only  at  the  extremes.  That  is,  those 
states  which  are  most  highly  urbanized  tend  to  have 
higher  than  average  effective  rates  on  property  and 
higher  per  capita  property  tax  rates ;  those  at  the  low- 
est end  of  the  scale  tend  to  have  lower  than  average 
effective  rates  and  lower  per  capita  payments.  In  the 
middle  of  this  range,  urbanization  and  property  tax 
levels,  however  measured,  appear  not  to  be  very 
closely  related. 

With  86.4  percent  of  its  population  in  urban  areas 
in  1960,  California  and  Rhode  Island  are  exceeded 
only  by  New  Jersey  in  this  measure  of  urbanization." 
It  is  most  interesting  and  perhaps  revealing  to  note 
that  if  a  comparison  is  made  of  the  five  most  ur- 
banized states,  California  has  the  lowest  effective  rate 
of  general  property  tax  for  the  group,  and  is  the  me- 
dian state  of  the  five  with  regard  to  per  capita  tax 
burden  and  property  tax  payments  per  $1,000  per- 
sonal income  (see  Table  6). 

In  summary,  the  evidence  does  seem  to  substantiate 
the  claim  that  property  taxes  are  high  in  California. 
It  does  not,  however,  support  the  conclusion  that 
property  taxes  in  California  are  grossly  out  of  line 
and  at  a  level  which  should  threaten  either  revolu- 

^  Census  Bureau  definition. 

»  By  January  1965,  the  estimated  share  of  California's  population 
living  in   urban   areas  was  up  to  90   percent. 
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Table  6 

MEASURES  OF   LOCAL   PROPERTY  TAXATION    IN   1962   FOR   THE   50  STATES,   RANKED  ACCORDING 
TO   URBAN   PERCENTAGE  OF  POPULATION   AS  OF  1960 


Percent 
urban, 
1960 

tax  revenue 

Average 
effective 

rate  of 
local 

geneial 
property 

tax  for 

locally 
assessed 

realty 

State 

Percent 
urban. 
1960 

Local  property 
tax  revenue 

Average 

effective 

rate  of 

local 

State 

Per 
capita 

Per 

$1,000 
personal 
income 

Per 
capita 

Per 
tl.OOO 
personal 
income 

property 
tax  for 
locally 

assessed 
realty 

88.6 
86.4 
86.4 
85.4 
83.6 

80.7 
78.3 
76.5 
75.0 
74.9 

74.5 
74.0 
73.7 
73.4 

73.4 

72.7 
71.6 
70.4 
68.1 
66.6 

65.7 
65.6 
63.8 
63.3 
62.9 

153.10 
143.48 
102.84 
137.94 
166.03 

130.16 
139.60 
40.11 
78.86 
83.87 

86.19 
76.36 
116.06 
109.34 
98.01 

87.44 
71.04 
82.83 
65.81 
79.57 

37.53 

48.82 
125.83 
39.17 
58.38 

53.97 
49.67 
44.00 
47.34 
60.28 

45.54 
45.68 
17.45 
39.20 
39.87 

40.48 
37.19 
48.60 
45.47 
40.73 

33.02 
30.07 
26.40 
26.51 
33.14 

20.11 
15.67 
54.14 
23.25 
30.64 

2.6 
1.3 
2.2 
2.5 

2.7 

1.7 
1.9 
0.6 
1.0 
0.9 

0.8 
1.1 
1.3 

1.7 
1.0 

1.4 
1.7 
0.7 
0.8 
1.1 

0.4 
1.0 
2.1 
0.5 
0.8 

Indiana.. 

82.4 
62.2 
62.1 
61.0 
58. 3 

56.8 
55.8 
55.3 
55.0 
54.3 

53.1 
52.3 
51.3 
50.2 
47.5 

44.5 

42.8 
41.2 
39.5 
39.3 

38.5 
38.2 
37.9 
37.7 
35.2 

113.20 
109.67 
130.58 
127.10 
125.50 

107.42 
49.11 
48.56 
22.19 

112.25 

128.61 
48.12 
104.44 
122.22 
89.97 

40.18 
38.89 
32.35 
40.92 
123.22 

106.60 
46.27 
49.31 
39.99 

108.54 

47.69 
45.57 
58.16 
57.96 
56.00 

45.14 
24.75 
27.49 
13.99 
48.18 

58.70 
28.42 
53.34 
54.43 
46.48 

23.48 
26.13 
21.04 
23.49 
59.67 

52.75 
25.89 
18.19 
31.30 
47.09 

1.2 

1.4 

Rhode  Inland 

Minnesota _ 

1.9 

New  York 

1.2 

New  Hampshire 

2.3 

Wyoming. 

0.6 

Virginia 

0.9 

0.8 

Texas 

Alabama 

0.5 

Utah 

1.2 

1.5 

Florida 

Tennessee 

1.2 

2.1 

Montana 

0.8 

Ohio 

Idaho.. 

1.0 

Kentucky 

0.7 

0.6 

Nevada 

South  Carolina 

0.5 

0.7 

South  Dakota. 

Vermont 

2.2 

0.6 

Alaska 

(NA) 

Mississippi . 

0.5 

North  Dakota 

1.4 

N.\  Not  available. 

NOTE:  By  January  1965.  the  estimated  share  of  California's  population  living  in  urban  areas  had  increased  to  90  percent. 

SOURCE:  U.S.  Bureau  of  the  Census,  Property  Taxation  in  1962,  State  and  Local  Goverment  Special  Studies  No.  47,  November.  1964.  p.  \ 


tioii  or  collapse.  Still,  there  is  no  mistaking  that 
property  tax  rates  and  total  levies  are  high  enough 
to  warrant  substantial  eoneern  (seasoned,  perhaps, 
with  a  pinch  of  fiscal  conservatism)  bj'  both  taxpayers 
and  tax  administrators.  Concern  over  property  tax 
levels  certainly  does  not  seem  to  be  wanting  in  either 
of  these  groups. 

In  addition  to  efficient  and  equitable  administration 
of  the  tax  laws,  taxpayers  should  also  be  entitled  to 
more  leadership  than  they  freipiently  get.  It  does  lit- 
tle good  for  administrators  (both  those  who  are  con- 
cerned and  those  who  are  not)  to  set  off  willy-nilly 
making  statements,  for  example,  which  are  largely  un- 
supported (and  sometimes  unfounded)  and  carefully 
designed  to  stir  taxpaj'er  vinre.st  to  no  good  end.  This 
is  not,  of  course,  to  say  that  administrators  should 
not  be  concerned  about  the  height  of  tax  rates.  Quite 
the  opposite.  But  they  should  put  the  problem  in  per- 
spective both  for  themselves  and  for  taxpayers,  so  that 
the  problems  involved  in  supporting  public  expendi- 
tures can  be  more  generally  understood,  and  so  that 
deeision.s — both  administrative  and  political — can  be 
made  more  rationally. 

One  further  observation  and  a  note  of  warning 
seem  in  order.  The  data  presented  here  and  the  dis- 
cussion accompanying  them  refer  to  average  aggre- 
gate tax  levels.  There  is,  in  fact,  no  such  thing  as  one 


property  tax  level  for  the  State  of  California.  In- 
stead, there  are  literally  thousands  of  tax  rates  apply- 
ing to  individual  tax  code  areas.  Actual  property  tax 
rates — and  tax  burdens — vary  greatly  from  place  to 
place  within  the  state.  The  tentative  conclusions  of- 
fered above  concerning  the  severity  of  property  taxes 
in  the  state  refer  only  to  aggregate  levels  and  aver- 
ages throughout  the  state.  Any  one  individual  area 
may  have  a  situation  much  better  or  much  worse  than! 
tliat  which  has  been  pictured  here.  The  comments  and  | 
conclusions  offered  in  this  section,  therefore,  must  be 
held  to  refer  only  to  the  state  as  a  whole,  and  not 
necessarily  to  any  one  area. 

THE  LOCAL  SEARCH  FOR  ALTERNATIVES 
TO  THE  PROPERTY  TAX 

The  growth  in  demands  for  local-government  serv- 
ices in  California  has  been  made  nearly  explosive  by 
a  population  growing  both  rapidly  and  relentlessly, 
and  one  which  is  becoming  urbanized  at  an  almost 
unprecedented  rate.  Moreover,  the  increase  in  public 
demands  may  be  expected  to  expand  even  more  rap- 
idly than  the  increase  in  population  as  that  popula- 
tion becomes  .steadily  more  affluent.  The  upshot  of 
this  set  of  circumstances  (not  surprisingly)  has  been 
to  drive  the  needs  for  local  services  ahead  at  a  pace 
more  rapid  than  the  expansion  in  total  taxable  values. 
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This  disparity  between  the  growth  rate  experienced 
by  the  size  of  property  tax  rolls  and  the  needs  which 
must  be  met  by  taxation  has  necessarily  resulted  in  a 
{rradual  increase  in  property  tax  rates  tiironjihout  the 
state.  If  the  statewide  averafje  tangible  tax  rates  are 
adjusted  to  recognize  the  fractional  ratios  at  which 
property  has  been  assessed,  the  actual  averag-e  state- 
wide tax  rate  expressed  as  a  percentage  of  market 
value  has  gone  up  from  1.41  in  1955  to  a  high  of  1.85 
in  1962  and  1963.  It  is  expected  that  the  1964  average 
will  show  a  slight  decline  from  the  1963  rate  (see 
Table  1,  above). 

It  is  this  upward  creep  in  property  tax  rates  that 
has  given  rise  to  the  restlessness  expressed  by  many 
local  officials,  as  discussed  in  the  first  part  of  this 
cliapter.  In  some  cases,  cities  have  neared  nominal  tax 
limits,  although  getting  around  this  is  usually  no 
great  problem.  More  often,  administrators  have  vis- 
ualized the  approach  of  a  political  limit.  All  the  while, 
the  pressures  on  local  revenues  show  no  letup. 

Nonproperty  Revenues  and  Tax  Proliferation 

Even  though  the  property  tax  picture  seems  gloomy 
to  many  administrators,  the  alternatives  do  not  look 
uniformly  bright.  The  federal  and  state  governments 
have  "staked  a  claim"  on  mam-  of  the  more  produc- 
tive potential  tax  sources.  Moreover,  individual  local- 
ities feel  a  certain  sense  of  competition  between  them- 
selves and  alternative  localities  as  potential  sites  for 
industrial  locations.  A  city  cannot,  therefore,  be  en- 
tirely cavalier  about  imposing  an  array  of  nonprop- 
erty taxes  that  will  put  it  at  a  relative  disadvantage 
with  its  "competition."  Moreover,  a  trend  towards 
increased  nonproperty  taxation  at  the  local  level  is 
not  without  its  danger  to  the  public  interest  state- 
wide. As  more  and  more  communities  impose  indi- 
vidual tax  levies  upon  various  transactions  or  activi- 
ties, the  number  and  type  of  taxes  can  multiply  in 
both  number  and  diversity.  Out  of  this  proliferation 
of  levies,  in  turn,  can  come  a  veritable  tax  jungle.  The 
further  this  process  goes,  the  less  tax  uniformity  will 
exist  and  the  more  diiScult  it  will  become  either  to 
conduct  business  in  the  state,  or  to  maintain  any  de- 
gree of  rationalitj'  in  the  general  tax  system.  This 
(  possibility  is  not  idle  speculation,  but  a  clear  and 
imminent  problem  of  public  policy : 

"The  mushrooming  of  the  miscellany  of  non- 
property  taxes  produced  by  these  pressures  across 
the  country  gives  some  cause  for  public  concern. 
A   count   in   Penns.vlvania   now   three   years   old 

1  (1958)  turned  up  5,200  separate  city,  borough, 
township,  town  and  school  district  nonproperty 
tax  enactments,  including  845  income  taxes,  671 
real  property  transfer  taxes,  2,597  per  capita 
taxes,  382  trailer  taxes  and  367  admission  taxes, 

1      to  mention  only  the  more  numerous  categories. 

]      While  no  state  approaches  Pennsylvania  in  the 


variety  of  its  nonproperty  tax  smorgasbord  and 
in  number  and  variety  of  local  jurisdictions  who 
may  partake  of  it,  the  difference  is  only  one  of 
degree.  A  1959  New  York  State  list  of  local  non- 
property  taxes  contains  over  a  dozen  different 
categories,  some  with  several  subcategories  of 
levies  enforced  in  one  or  more  local  jurisdictions. 
Excessive  variety,  as  in  Pennsylvania,  may  give 
pause  to  those  who  see  the  solution  to  local  juris- 
dictions' fiscal  problems  in  broad  legislative  li- 
cense to  levy  nonprojierty  taxes. ' '  "^ 

All  this  does  not  say  that  it  is  categorically  in  error 
for  a  local  government  to  seek  to  broaden  its  tax  base. 
It  does,  however,  counsel  considerable  prudence. 

Despite  the  many  problems  and  the  accompanying 
hazards,  it  is  clear  that  cities  across  the  nation  have 
increasingly  been  looking  toward  nonproperty  sources 
for  increased  revenue.  One  alternative  which  has  been 
actively  pursued  by  many  cities,  particularly  in  the 
recent  past,  is  to  increase  revenues  from  heightened 
fees  and  charges.  Many  cities,  for  example,  either  have 
or  are  planning  to  put  a  number  of  city  services,  pre- 
viously financed  by  tax  revenues,  on  a  pa.v-as-you-go 
basis  through  fees  or  user  charges.  '^ 

In  many  cases,  there  is  ample  economic  justification 
for  fee  increases.  Where  cities  provide  services  for 
particular  citizens,  and  where  the  benefits  of  those 
services  are  specific  to  the  recipient  rather  than  gen- 
eral, there  is  no  necessary  reason  (short  of  some  hu- 
manitarian consideration)  that  the  service  should  not 
be  fully  paid  for  by  user  cost.  In  a  large  number  of 
cases,  however,  cities  have  charged  only  token  fees 
for  services  rendered  to  the  public  and/or  to  business. 
Now,  as  pressures  on  revenue  continue,  many  of  these 
cities  are  coerced  toward  freeing  some  of  these  services 
from  dependency  upon  tax  revenues.  In  some  cases, 
it  may  be  wise  to  push  fees  in  excess  of  actual  service 
costs  as  an  instrument  of  regulation,  or  as  a  means  of 
correcting  for  hidden  costs  such  as  air  pollution.  Simi- 
larly, if  there  is  the  feeling  that  general  good  maj'  ac- 
crue to  the  community  as  a  result  of  having  greater 
access  to  a  particular  service,  the  eit.v  may  choose  to 
cover  less  than  total  cost  out  of  charges  while  making 
up  the  balance  out  of  general  government  revenues 
(e.g.,  the  property  tax).  These  considerations,  of 
course,  constitute  value  judgments  made  by  the  city 
itself  which — while  they  may  be  completely  war- 
ranted— can  be  expensive  to  the  citj\  One  recent  study 
addressed  itself  to  the  problem  of  estimating  the  mag- 
nitude of  costs  borne  by  Los  Angeles  as  a  result  of 
underpricing  city  services.  This  studj-  estimated  that 
the  Citv  of  Los  Angeles  could  have  raised  some  $69 


■•Advisory  Commission  on  Intergovernmental  Relations,  Local 
Nonproiicrty  Taxes  and  the  Coordinating  Role  of  the  State 
(Washington,   D.C.,    1961),   pp.    40-^41. 

**  For  a  summary  of  recent  moves  to  raise  local  revenues  from 
various  fees  and  charges,  see  "  'Price'  Rises  Gather  Fees 
in  Unlikely  Quarter — at  City  Hall,"  Wall  Street  Journal, 
August  14,   1964,   pp.   1,   11. 
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to  $74  million  of  additional  rerenoes  by  changing  the 
stmetiue  and  rates  of  its  fees  and  serriee  eharges, 
irfafle  staying  within  a  reasonable  serriee-eost-fee  rela- 
tionship. *  As  some  eities  deeide  to  approach  this  fnll- 
eost  approach  to  some  serriees  there  will  be  a  tempta- 
tioD  to  go  one  step  further,  and  to  consider  gmng 
beyond  this  east-eorering  objectire  to  that  of  obtain- 
ing net  additional  general-fond  rerennes  from  in- 
creased fees  and  charges.  This  is  the  course  of  aetim, 
in  fact,  being  followed  by  many  local  governments 
already.** 

Cities  hare  also  been  actively  seeking  added  rerenae 
frtmi  new  tax  soorees.  In  observing  this  local  trend, 
the  Advisory  Commission  on  Intergovernmental  Re- 
lations commented.  '^The  moshrocnning  of  miseel- 
laneons  kinds  of  local  taxes  across  the  eoontry  poses 
problems  of  public  policy  .  .  .*'  **  Both  the  paee  and 
diversity  of  changes  in  local  tax  legislati(m  limit  avail- 
able knowledge  about  individual  types  of  nonproperty 
taxe&  Using  data  developed  by  the  Municipal  Finance 
OflSeers  Association,  however,  it  is  possible  to  eon- 
straet  a  frequency  distrilniti<m  for  ntmproperty  taxes 
throughout  the  United  States,  as  in  Table  7. 

Table  7 

LOCAL   NONPROPERTY  TAXES   FOUND   IN 

CALIFORNIA:    FREQUENCY  OF  INCIDENCE 

IN  ALL  STATES.  1964 

Xmrnier  oj  timte*  im 
Rewtmme  aamwre  m-hicA  l»tmllf  impmaei 

AdaiseM^  aad  aimasemtxt  taxes 17 

Cigucttie  aad  tohacxo  taxs 

Deed  brurfer  tues 

Gasoine  txnes 

laeoae  taxes 


_11 


Liquor  aad  aleoholie  bereiase  taxes 

Miotar  Tdude  taxes 


Oenpaacr  taxes  (hotclE). 
PbO  taxes 


4 
4 
6 
S 

-10 
8 
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JS 
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Garinse  aad  ztSmat  sernee  dkmr§et- 
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_47 
-41 
-36 
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OrrEsnoxxAiSE  TO  Calif(»xia  Cities 

Pressure  to  find  alternatives  to  property  taxes  as 
sourer  for  increases  in  needed  revenue  has  been 
strongly  felt  by  some  local  governments  in  California. 
But  while  the  existenee  of  these  pressures  is  more  or 
less  common  knowledge,  their  effect  is  diffieidt  to 
ascertain.  It  is.  for  example,  near  impossible  to  fore- 
see the  rates  at  which  these  pressures  will  cause  local 
governments  to  increase  revenue  from  existing  non- 
property  sources,  or  to  branch  out  to  tap  new  sources. 
Far  short  of  that,  it  is  difficult  even  to  be  very  cer- 

>  See  J.  A.  Stocif^i.  ~FeeE  aod  Serrioe  Charges  as  a  Soorce  of 
City  Reveaaes:  A  Case  Study  at  Lee  Aagde^'*  Xatioaal 
Tax  Jomrmmt,  VisL  XXDL  Xo.  I   (lime  !»«•>.  pp.  97-1I1. 

»  See  ibH. 

=  .VdTisosy  Coounissiaa  Ob  IntoKOTiennBeBtal  ReiaiioBS.  loc  €U.. 
p.  5. 


tain  concerning  the  rate  at  which  these  changes  have 
already  been  in  process. 

In  an  attonpt  to  reduce 
both  the  pace  and  intensity  o:  :_._-_ -.  __ 
citi«  for  alternatives  to  the  property  tax,  it 
cided  to  question  the  eities  directly.  With  the  va^iiac.e 
cooperation  and  help  of  the  League  of  California 
Cities,  a  questionnaire  was  sent  to  all  eities  in  Cali- 
fornia asking  for  informatiMi  tm  varioos  aspects  of 
the  fiseal  situation  fieiDg  those  cities.  Addressed  to 
City  Managers  (or  the  City  Clerk  in  nonmaiiag^r 
cities,',  ihis  questionnaire  was  essentially  a  two4ad<?<i 
one.  One  part  was  aimed  at  securing  a  set  of  largely 
subjective  evaluations  conceming  the  fiseal  outloc^  of 
the  city  and  the  way  the  fiseal  future  was  to  be  met ; 
the  other  part  sought  objective  infoimatka  eoneem- 
ing  amounts  of  revenue  presentiy  raised  frtMn  varioTis 
sources.  In  the  first  part  of  the  questionnaire,  the  c-irr 
(rfBeial  was  asked  whether  or  not  the  property  tax  is 
believed  adequate  to  meet  the  needs  of  expanding 
revenues  for  his  city  during  the  next  10  years.  Th':<5e 
responding  in  the  negative  were  asked  what  sort  of 
evidence  supported  their  conelusimis,  and  what  alter- 
native revenue  sources  were  being  considered  to  make 
up  the  deficiency.  All  were  questioned  conceming 
present  consideration  in  their  eities  of  new  nonprop- 
erty tax  sources.  Finally,  all  were  asked  whether  or 
not  sentiment  in  their  respective  cities  would  gen- 
erally favor  increasing  the  importance  of  the  role 
played  by  tax  revenues  locally  levied  and  state  c<A- 
leeted,  such  as  the  present  sales  tax  arrangement.  On 
the  more  objective  side,  city  t^eials  were  a^ed  to 
report  information  conceming  nonproperty  tax  rev- 
enue sources  already  being  used  by  their  cities. 

Of  the  391  cities  queried,  almost  an  even  half  (19S  i 
responded.   In  this  group  of  respondents,  however, 
were  included  most  of  the  major  revenue  raisers  of 
the  Sute.  In  all,  the  19S  eities  responding  to  the 
questMmnaire  collected  about  S5  percent  of  all  reve- 
nues collected  by  eities  during  the  fiscal  year  1962-^i. 
Xevertheless.  all  questionnaires  used  in  collecting  ec-o- 
nomic  data  are  opm  to  some  degree  of  snspidon,  and 
this  one  is  no  exception.  In  addressing  itself  to  ailinit- 
tedly  subjective  problems,  moreover,  a  survey  leaveii 
itself  open  to  even  more  than  the  usual  degree  of  m^ 
certainty,  and  there  is  no  doubt  concerning  the  sab-  " 
jective  nature  of  many  of  the  quetions  used  here.  Xo 
particular  attempt  was  made  to  define  terms  such  as 
"adequate."  The  real  attempt  here  was  to  try 
obtain  a  valid  picture  of  the  adequacy  of  the  pr 
erty  tax  as  a  continuing  revenue  source  as  it  is  ritu 
by  those  rtspomsible  for  admimistration  and  local  ■ 
icjfmatiiig.  The  primary  source  of  imcertainty, 
is  periiaps  less  in  the  decisions  involved  in  the 
tioning  than  with  the  degree  to  which  the 
responding  is  representative  of  the  sentiment  of 
group    which    will    continne    to    make    city 
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WhethtT  or  not  city  administrators  have  a  defensible 
notion  of  what  reallj'  constitutes  economic  adequacy 
in  a  tax  source,  the  fact  of  the  matter  is  that  it  is  their 
own  definitions  of  adequacy  on  which  they  will  prob- 
ably act,  and  therefore  on  which  tax  laws  for  the  city 
are  likely  to  be  enacted.  It  is  precisely  this  probability 
that  seems  to  give  value  to  the  results  of  a  question- 
naire such  as  the  one  used  here,  despite  all  its  admitted 
shortcomings. 

California  Cities:  The  View  From  Within 

Results  of  the  survey  of  California  cities  lend  evi- 
dence that  the  property  tax  "pinch"  discussed  above 
is  generating  a  good  deal  of  interest  in  alternatives 
to  property  taxation  on  the  part  of  California  local 
governments.  Of  the  cities  responding,  only  about  1 
out  of  5  (21  percent)  felt  that  the  property  tax  will 
be  "adequate"  to  meet  expanding  needs  for  city  rev- 
'  enues  during  the  next  10  years  (see  Table  8).  Fully 
60  percent  of  the  cities  were  straightforward  in  an- 
swering that  the  property  tax  would  not  be  adequate, 
and  nearly  13  percent  were  uncertain.  The  evidence 
cited  in  support  of  this  predicted  inadequacy  varied 
widely  and  was  difficult  to  reduce  to  discreet  cate- 
gories. In  General,  the  responses  to  this  question  con- 
sisted of  citing  reasons  for  the  growth  in  necessary 
expenditures,  or  the  difficulty  of  the  property  base  in 
keeping  up.  As  might  have  been  anticipated,  abstract 
notions  regarding  adequacj^  of  the  property  tax  as  a 
.source  of  raising  revenue  did  not  really  come  into 
question.  The  common  denominator  here  seems  to  have 
been  that  discussed  above — a  likely  continued  trend 
toward  increased  tax  rates  on  property  and  the  po- 
litical difficulties  associated  with  those  higher  rates. 

Table  8 

CALIFORNIA   CITIES:    ATTITUDES   OF 

ADMINISTRATORS    REGARDING    ADEQUACY    OF 

PROPERTY  TAX  AS  A  CITY   REVENUE  SOURCE 

Question :  Is  the  property  tax  adequate  to  meet  city  needs  of 
expanding;  revenues  during  the  next  10  years? 

Percent  of  responding  cities 
Weighted  hy 
Number  of  total 

Ansicer  cities  Unweighted     city  revenue" 

Yes    42  21.2  27.1 

No   119  60.1  64.4 

I  Uncertain 25  12.6  7.5 

No  property  tax 9  4.5  .9 

No  answer 3  1.6  .1 

■*  Weighted  hy  total  revenue  collected  by  responding  cities  during   1962-63. 
SOURCE:  Direct   questionnaire  during  late  summer   1964. 

The  responses  further  indicate  that  those  cities 
which  anticipate  that  the  property  tax  will  be  in- 
adequate have  already  begun  to  feel  the  pinch.  This 
is  not  at  all  surprising,  since  a  pinch  already  felt 
may  in  fact  be  the  factor  which  convinces  adminis- 
trators of  the  likelihood  of  further  pinches  as  time 
I  goes  by.  Over  three-fourths  (78  percent)  of  those  who 
foresee  inadequacy  in  the  property  tax  either  have 
initiated  new  tax  levies  within  the  last  vears  or  are 


now  considering  some.  This  group  included  cities 
which  in  1962-63  were  responsible  for  just  over  half 
(52  percent)  of  all  of  the  revenues  collected  by  the 
cities  in  California.  Of  this  group,  in  fact,  28  percent 
have  had  either  to  incorporate  more  than  one  addi- 
tional levy  within  this  three-year  period,  or  to  add 
one  such  levy  and  presently  be  considering  additional 
ones.  In  contrast,  those  cities  indicating  that  they 
thought  the  propert.y  tax  would  likely  be  adequate 
have  apparently  felt  less  pressure  to  initiate  new  rev- 
enue sources.  Of  this  latter  group,  only  about  one- 
fourth  had  initiated  new  tax  levies  within  the  three 
years  preceding  the  questionnaire,  or  are  presentl.v 
considering  such  levies. 

Both  for  those  cities  recently  adding  new  tax 
sources,  and  for  those  now  considering  such  a  move, 
the  runaway  favorite  is  the  motel-hotel  occupancy  tax, 
or  bed  tax.  Nearly  one-fourth  of  all  the  respondents 
(44  cities)  have  initiated  the  motel-hotel  tax  within 
the  past  three  years.*-  Taken  together,  these  44  cities 
accounted  for  64  percent  of  all  city  revenues  in  Cali- 
fornia during  the  year  1962-63.  In  addition,  another 
50  cities  reported  that  they  are  presently  considering 
the  imposition  of  such  a  tax.  (See  Table  9.)  This 
latter  group  now  considering  the  motel-hotel  tax  ap- 
parentlj^  inchides  many  smaller  cities;  they  amount 
to  one-fourth  of  the  cities  in  the  respondent  group  by 
number,  but  accounted  for  only  16  percent  of  the 
revenues  raised  by  the  entire  respondent  group  in 
1962-63. 

Table  9 

NONPROPERTY  REVENUE  SOURCES  REPORTED 

UNDER  CONSIDERATION    BY  CALIFORNIA 

CITIES,   1964 

Reported  under  consideration  hy: 

Percent  of  responding  cities 
Weighted  hy 
Numlerof  total 

Revenue  source  cities  Unweighted     city  revenue' 

Business  license  fees 25  12.6  6.3 

Miscellaneous  fees  of  licenses  39  19.7  16.6 

Hotel  occupancy  taxes 50  25.2  16.0 

Property  development  taxes  23  11.6  10.4 

Municipal  utilities 8  4.0  1.2 

Cigarette  taxes 13  6.5  12.2 

Amusements  or  admission 

taxes   3  1.5  1.1 

Income  taxes 5  2.5  .8 

Other 19  9.5  4.2 

'  Weighted  by  total  revenue  collected  by  responding  cities  during  1962-63. 

SOURCE:  Direct  questionnaire,  late  summer  1964. 

Second  to  the  motel-hotel  tax,  increases  in  fees  and 
licenses  and/or  business  licenses  occupy  an  important 
place  in  the  deliberations  of  cities  concerning  new 
revenue  sources.  Taken  together  (and  some  are  diffi- 
cult to  separate),  business  license  fees  and  miscellan- 
eous fees  and  licenses  were  reported  by  almost  one- 


'2  Many  of  these  levies  are  so  new  that  they  are  not  yet  raising 
revenue.  Actual  collections  reported  from  motel-hotel  levies 
were  as  follow.s  :  1961-62— $1,223,500  ;  1962-63— $1,189,700  ; 
1963-64 — $1,910,200  (figures  rounded  to  hundreds).  Only 
one  city  reported  having  a  motel-hotel  occupancy  tax  more 
than   three   years   old. 
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thiid  of  the  respondent  cities  as  a  posible  revenue 
source  now  being  considered.  This  group  again  in- 
cludes many  of  the  smaller  cities. 

Cigarette  taxes  were  reported  as  possibilities  under 
consideration  br  13  cities.  These  13  cities,  while  only 
amounting  to  6^  percent  of  the  cities  in  the  respond- 
ent group  by  number,  collected  12.2  percent  of  all  of 
the  revenue  collected  by  that  same  group  of  respond- 
ent cities  in  1962-63.  The  cigarette  tax  had  already 
been  initiated  within  the  past  three  years  by  seven 
California  cities.  Due  in  no  small  part  to  the  inclu- 
sion of  Los  Angeles,  these  seven  cities  are  very  sig- 
nificant from  a  revenue  standpoint,  amounting  to 
30  percent  of  all  revenues  raised  by  respondents  in 
1962-63. 

Another  possible  trend  in  California  is  the  inaugu- 
ration of  taxes  on  property  development  and  or  trans- 
fers. Eight  cities  report  having  begun  such  a  tax 
within  the  past  three  years.  In  addition.  25  of  the 
cities  responding  (acc-ounting  for  11  percent  of  reve- 
nues in  the  group  during  1962-63)  are  presently  con- 
templating such  a  levy. 

The  attitude  reported  by  the  cities  with  respect  to 
an  expansion  of  locally  levied  taxes  collected  by  the 
state  «such  as  the  present  sales  tax*  are  siunmarized 
in  Table  10.  Fewer  than  one-fifth  of  those  cities  re- 
sponding {IS.l  i>ercent)  replied  without  qualification 
that  sentiment  in  their  cities  was  against  such  an 
expansion.  About  -H  percent,  on  the  other  hand,  re- 
ported without  qualification  that  they  would  favor 
such  an  expansion.  Between  the  answers  that  were  un- 
qualified either  in  favor  of  or  opposed  to  an  expansion 
in  state-collected  local  revenues  were  a  range  of  im- 
eertain  an.«wers  which  indicated  either  support  or  oi>- 
position  depending  on  the  nature  of  the  levy.  Most  of 
these  indicated  support  for  such  an  expansion  if  local 
home  rule  could  be  assured  or  other  qualifications  met. 
Most  of  these  uncertain  answers,  therefore,  seemed  to 
indicate  acceptance  of  this  approach  with  varying  de- 
grees of  reluctance. 

Perhaps  more  to  the  point  would  be  a  comparison 
of  the  attitude  toward  an  expanded  role  of  the  state 


Table  10 

ATTITUDES  OF  CALIFORNIA   CITIES   TOWARD 

INCREASE  IN  LOCALLY  LEVIED  TAXES 

COLLECTED  BY  THE  STATE 

QiKPtion:  Would  rour  city  c^-nerally  favor  incnaang  the  im- 
portaoce  of  The  i"\f  ]>layed  br  tax  measures  lotaOj 
leried  and  loate  collected,  tmcb  as  tiie  present  sales 
tax   arraDjrem^t? 

Perrrmt  of  retpomiemt  ritiet: 

of  total  cUf 
Amttrer                                                    riiie*    V»tcriglite4  reremae' 

Xo 37  1^7  6.6 

Yes,  onqaaUfied 87  4-3.9  50.9 

Tes.  bat  with  qaalifieation . 34  17^  8-3 

Yes.  bat  only  on  specific  items 12  6.1  27.7 

Xo  answn- 28  14-1  6.5 


Total 
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in  collecting  local  taxes  on  the  part  of  those  cities  who 
indicate  that  property  taxation  alone  will  not  be  ade- 
quate to  meet  local  needs.  This  group,  in  general, 
showed  considerably  more  favor  for  increasing  the 
state  role  than  did  those  cities  who  felt  less  apprehen- 
sion concerning  property  tax  adequacy.  This  seems  to 
suggest  that  those  cities  who  foresee  a  need  of  levj-ing 
nonproperty  tax  levies  either  see  a  virtue  or  eflSeiency 
in  state  collection ;  perhaps  more  simply,  they  appear 
more  inclined  to  share  the  onus  of  tax  collecting  with 
the  state.  Of  the  cities  responding  that  the  property 
tax  is  likely  to  be  inadequate.  51  percent  reported 
being  unreservedly  in  favor  of  increasing  the  import- 
ance of  the  role  played  by  locally  levied  and  state- 
collected  taxes.  If  allowance  is  made  to  include  those 
cities  which  would  favor  such  an  increase  with  varjing 
degrees  of  safeguards  or  conditions,  the  share  in  f avwr 
climbs  to  78  percent.  Only  12  percent  of  this  group 
foreseeing  property  tax  inadequacy  declared  them- 
selves to  be  wholly  against  this  sort  of  increase  in  the 
state's  role,  and  10  percent  of  the  cities  in  this  group 
indicated  no  preference. 
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Table   1 
PROJECTED   SALES  TAX    REVENUES 


Fisral  i/ciir  Sales  tax  rerenue: 

ending  state  share  " 

1064 $898,500,000 

1965 965,900,000 

1966 1,037,300,000 

1967  1,114,500.000 

1968 1,190,00(1,000 

1969  l,2sr,,(i(K»,(i(iO 

1970 1,.3.SO,100,()00 

1971  1,478,500,000 

1972 1,. 586,900.000 

1973  1,706,900,000 

"^  Taken  from  Joint  Legislative  Budget  Committee  report,   May  1964.  Assumes 

^  Assumes  present  1 -percent  s.lles  tax  rate. 

t  Allnoated  on  1!)60-C1  to  1(162-63  average  share. 


Citij-eounty 

Estimated 

sales  tar  rerenue  '' 

ritij  share  '" 

.$299.."iOO.(l()0 

.S2(i0..34S..",8!) 

321.'.Mi(l.(iCi7 

2S1..5S:!.420 

345.7li(!.(!(!7 

304.113,093 

371, .500,(1(10 

328..5.s(;.i;;.s 

398,966,()()7 

354,051, .300 

428,333,333 

382,023,!H(; 

460,033,333 

412,8.S(;,()74 

492,8.33,.333 

444,202.972 

528,966,667 

478,800,552 

568,966,667 

517,228.675 

s  3-percent  sales  tax  rate. 

Table  2 
PROJECTED  TOTAL    REVENUES:    COUNTIES 


Table  3 
PROJECTED  TOTAL    REVENUES:    CITIES 


Fiscal  year 
ending 

1964  _ 

1965  _ 

1966  _ 

1967  _ 

1968  _ 

1969  _ 

1970  _ 

1971  _ 

1972  _ 

1973  _ 


Total  revenues 
$1 ,305,129,709 

1,424,806,020 

1.5.-|5.(;41.87:! 

1.009.279.418 

l..S.5(i.(>7(i,.3.30 

:.020.2.S5.490 
2.21S.'.»70,094 
2,42(),OS(;,472 
;,6.">4,()30,072 
:,907, 119,825 


Property  taa- 
.f483,515,710 
523,3,84,210 
.5(;(!,.540,140 
(n3,254.500 
(l(;:',.,S2(t.7.3(» 
71S,5.5(;,350 
777,805,290 
841,939,640 
911,302,130 
986,508,980 


Subventions 
and  grants 
.f  1.53,309,580 
1(;2,:!75,210 
171,90!»,(l(iO 
1S2.003.!I.S(I 
l'.l2.(:'.IO.!W(t 
204.005.450 
215.'.IS4,340 
22S.6(!(;.(n() 
242.003.570 
2.56.308.900 


Sales  tax 


.$260 
2.S1 
304 
328, 
354 
382 
412 
444 
47S 
517 


,348,339 
,.5,83.420 
.113,093 
,.5.S6,13,S 
,651,300 
623,946 
,886,074 
,202.972 
806.552 
228,675 


Fees  and 

charges 

.$120,515,780 

14(1.751.200 

l(i(;,2,S().3(;() 

l.s,s,4o.s.:;4() 

213.481.02(1 
241,890,310 
274,080,170 
310,.5.53,740 
351,881,080 
398,708,100 


Table  4 
SCHOOL    DISTRICT 
REVENUES   NET  OF   PROPERTY   TAX 
Fiscal  year  ended  Projected  value 

19&4 $990,303,040 

1965 1,0,S.-,.7.3C>..500 

1966 l,190.20:!.!tOO 

1967 1,304,020..300 

1968 l,430,.5.s.5.:;oo 

1969 1..568,3.52.(100 

1970 l,719,3.S5,70O 

1971   1,884,964,000 

1972 2,066,487,700 

1973 2,265,492,400 


Estimated 
county  share  ' 
$39,151,661 
40,383,247 
41,653,574 
42,963,862 
44,315,-367 
45,709,387 
47,147,2.59 
48,6.30,361 
50,160,115 
51,737,992 


Fiscal  year 

Suhvenfions 

Fees  and 

Other 

ending 

Total  revenues 

Property  tax 

and  grants 

Sales  tax 

charges 

revenues 

1964 

$1,78,3.211.003 

.$774,524,510 

$745,800,370 

$39,151,6(il 

$1.34,761,810 

$88,966,712 

1905 

l.!K3(),784,971 

848,603,800 

795,8.59,5.50 

40,383,247 

1.55,026,400 

96,911,974 

1966 

2,104,598,,S44 

929,768,300 

840,271,010 

41,653,-574 

178,-338,270 

105,566,790 

1967 

2,288,078,782 

1,018,695,800 

00(i,2(iS.9(!0 

42,963,802 

205,155,620 

114,994,-540 

1968 

2,488,,S(I5,007 

1,116,128,700 

007, ((Ol. 120 

44,.S15,.S67 

23(>.(MI5.5S0 

125,204,240 

1969 

2,708,531,047 

1,222,880,700 

l,o:!i,oo5,:ioo 

45,709,387 

271.404.570 

130,451,090 

1970 

2,949,202.51!) 

1,339,842,700 

1.1(11.2.55,400 

47,147,2-59 

312,320,180 

i4.s,o::(;.980 

1971 

3,212,981,831 

1,467,991,700 

l.l75.i(i:;,s(io 

48,630,-361 

359,284,830 

161,911,140 

1972 

3,502,272.455 

1,608,397,.500 

1,254,032,300 

-50,160,115 

413,-311,760 

176,370,780 

1973 

3,819,748,972 

1,762,232,300 

1,.338,194,000 

51.737,992 

475,462,910 

192,121,770 

Other 

revenues 

$278,380,300 

310,711,920 

.346,798,020 

3S7,07(i,510 

4:;2,o:;2.350 

482,2(J9,440 
-5-38,214,220 
6fM).723,510 
670,492,740 
748,365,110 


Table  5 
SPECIAL    DISTRICT 
REVENUES   NET  OF   PROPERTY  TAX 
Fiscal  year  ended  Projected  value 

1964 $413,420,220 

1965 494,-538,170 

1966 591,.572,440 

1967 707,(i4.5,90O 

1968 846,494,540 

1969 1,012,-5.86,.8(H) 

1970 1,211,2(58,-300 

1971 1,448,9.3-3,600 

1972 1,733,2-31,-500 

1973 2,073,312,200 


METHODOLOGY  AND  DATA  SOURCES 

The  statistical  procedures  employed  in  makinw  the 
estimates  of  the  various  expenditure  and  revenue  se- 
ries are  relatively  simple.  The  most  critical  decisions 
involved  the  choosin<i'  from  among  many  the  potential 


independent  variables  wliieli  would  best   predict  the 
dependent  variables. 

Ideally,  an  approach  similar  to  that  used  by  Pro- 
fessors Mayer  and  Kaneda  in  some  of  their  estimates 
of  state  revenues  for  the  Legislative  Analvst's  office  ' 


I  Joint  Legislative  Budget  Committee  Report,  May  1964. 
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Table  6 

TOTAL  EXPENDITURE   PROJECTIONS 

Fiscal  year 

ended  Counties  Citiea  flpecial  disirietn  School  districts 

1964 $l,797.12(i.!KHJ  $l,2r,:?.:$:}3,<i()0  .$727.1!I1,1;M)  $2,4r,S,.314.-«»0 

1965 i,!)r,4,:{:«.7()0  ],:{67.8l2,4flo  sr,:{,'.»r.<),o:«>  2,747.1  u.soo 

1966 2,125.2»2,2()f)  1.402.747.9(XJ  1  ,()02,K2:j,H(X)  8,0(>9,84:i.:',0<l 

1967 2,311, 20r>,8<Kl  l,<i29,094,WK)  1.177,(vt:?,7fK)  3,43(t,48."i,7(Kt 

19(S8 2,r(13,.H82,400  1.777.89r)..300  1,;{S2.!«7,(KMI  .3,8:',.{.49r>.9(MI 

1969 2,7.33.244,900  1  .!)40,2S7.400  1.624.01s.O(K)  4.2.S3.8.-.2,1(W 

1970 2,972,340,300  2,117,512,200  ],!K)7,12.->,7(KI  4,7H7,115,0(M) 

1971 3,232,3."'.0,6(K)  2,310,!I24.S(K)  2,230,.-.S(;,O(H)  5.:',49,.500.<500 

1972 3.515.10(i,(XM)  2,.522.(K)3,.jlK)  2,6:«),(H)2,!MK)  .5,977.955,4<J0 

1973 3,S22,.-.95,500  2,752,361, 8(K)  3,088,478,800  6,680,240,100 


Table  7 
PROJECTED   STATEWIDE  TOTAL   ASSESSED  VALUE 

Projected  ralue 
Fiscal  year  ended  ($  thousands) 

1964 !f38.9!)(;,2."H 

1965 41.!)27.9()0 

1966 45,079.930 

1967 48,468,930 

1968 .-)2,112,705 

1969 .-.0,030.409 

1970 60.242.6;}2 

1971 04.771. .-.25 

1972 69,640.882 

1973 74,876,.312 

niiorht  have  been  used.  That  is,  several  independent 
variables  could  be  used  to  explain  the  particular  de- 
pendent variable.  This  method  was  ultimately  rejected 
because  the  independent  variables  would  themselves 
in  many  eases  require  projection  into  the  future. 
Thus,  after  experimentation  with  various  explanatory 
variables  and  different  types  of  models,  it  was  finally 
decided  essentially  to  trend  with  time. 

The  particular  functional  form  selected  was  the  so- 
called  exponential  function  of  the  form  y  =  ah'  where 
y  represents  the  variable  to  be  estimated,  a  and  h  are 
constants  to  be  determined,  and  i  is  the  various  time 
period  value.  Unfortunately,  this  function  cannot  be 
fitted  by  the  usual  method  of  least  squares.  However, 
the  use  of  logarithms  provides  a  simple  transforma- 
tion by  whicli  it  is  possible  to  obtain  a  close  approxi- 
mation to  a  least-squares  fit. 

By  taking  the  logarithm  of  both  sides  oi  y  =  a¥ 
one  obtains  log  y  =:\oga  -\-t  log  b.  But  since  log  a 
and  log  b  are  constants  these  may  be  de.siguated  as 
A  and  B.  The  equation  is  then  written  log  y  =  A  -\- 
Bt,  and  is  often  referred  to  in  this  form  by  the  name 
semilog  equation.  If  we  further  substitute  Y  for  log  y 
then  it  becomes  Y  =  A -\-  Bt,  that  is,  it  is  linear  in 
logs,  and  may  be  fitted  by  the  usual  procedures. 

Before  determining  to  use  the  exponential  equa- 
tion, the  linear  function  y  =  a -\- ht  and  the  power 
function  y  =  at''  were  both  tested  and  discarded.  The 
exponential  function  provided  a  much  closer  fit  in 
general  than  did  either  of  the  other  two. 


It  is  not  surprising  that  the  form  y  =  ab'  was  supe- 
rior to  y  ^  a-\-  hi.  The  latter  is  an  "additive"  type 
of  relation,  whereas  the  form  y  =  ah'  provides  more 
fully  for  "joint"  effects.  This,  of  course,  is  particu- 
larly true  should  several  explanatory  variables  rather 
than  only  one  be  used. 

While  the  statistical  methodology  requires  little  or 
no  comment,  perhaps  some  explanation  of  the  basic 
assumptions  used  are  in  order  to  justify  the  use  of 
time  as  the  sole  predictor  or  independent  variable.  As 
discussed  in  the  text  of  the  report,  if  any  one  factor 
.stands  out  over  the  past  decade  it  is  the  rapid  growth 
of  local  government  revenues  and  expenditures.  No 
one  single  factor  can  be  reasonably  singled  as  the 
causal  factor.  The  explanation  lies  rather  in  the  com- 
plex interplay  of  a  host  of  factors :  population  growth, 
rapid  increase  of  school  age  population,  increased 
costs  as  price  levels  moved  inexorably  up,  demands  for 
more  services  and  higher  quality  services,  and  on  and 
on.  Because  of  this  complex  of  factors,  it  was  decided 
to  assume  that,  whatever  and  however  the  maze  of 
responsible  factors  interacted  to  produce  this  growth, 
this  interaction  would  continue  into  the  future.  This 
is  patently  unrealistic,  but  any  other  assumptions  as 
to  slowing  the  rate  of  growth,  or  of  prices,  population, 
etc.,  involve  arbitrary  judgments  that  are  equally  un- 
realistic. Thus  it  was  decided  to  trend  these  past  pat- 
terns solely  wnth  time.  It  may  well  be  that  the  various 
projected  values  are,  in  fact,  upper  limits  or  maxi- 
nuun  values  if  California's  "explo.sive"  growth  rate' 
should  slacken. 

Principal  sources  of  data  were  the  various  Annual 
Re  ports  published  by  the  State  Controller's  ofSce.  Oc- 
casional recourse  to  the  annual  Budget  Document  an^; 
certain  other  .state  government  publications  was  neces- 
sary. Local  diiferences  in  interpretation  as  to  how 
some  data  were  to  be  classified  may  cause  some  of  the 
series  not  to  be  fully  comparable,  however.  Because  of 
this  factor  and  because  of  periodic  cla.ssificatioQ 
changes  made  by  the  Controller's  office,  several  reve- 
nue and  expenditure  series  were  aggregated.  These 
aggregate  series  were  then  used  as  the  basic  inputs 
for  calculating  predictor  e(|uations. 
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I.  COEFFICIENTS  OF  DISPERSION:  A  METHODOLOGICAL  NOTE 


The  coefficient  of  dispersion  is  measured  about  the 
weighted  median.  The  medians  are  found  by  taking 
the  individual  ratio  for  each  property  selected  as  part 
of  the  appraisal  survey  and  applying  the  expansion 
factor  (sampling  ratio)  for  the  stratum  from  which  it 
was  selected.  The  individual  ratios  weighted  are  then 
accumulated  for  all  strata,  arrayed,  and  the  median 
selected. 

When  computing  the  coefficient  of  dispersion,  the 
difference  is  measured  between  the  individual  ratio 
for  each  property  selected  as  part  of  the  appraisal 
survey  and  the  weighted  median.  This  difference  is 
weighted  by  the  expansion  factor  for  the  stratum 
from  which  it  was  selected.  These  weighted  differences 


are  accumulated  for  all  strata  and  divided  by  the  total 
number  of  assessments,  thus  arriving  at  the  average 
deviation  about  the  median.  This  average  deviation  is 
then  expressed  as  a  percent  of  the  median. 

The  sample  underlying  these  calculations  is  de- 
signed to  estimate  with  a  high  degree  of  accuracy  the 
full  cash  value  of  locally  assessable  tangible  property 
as  of  a  certain  date.  Using  the  sample  as  an  estimator 
of  medians  and  coefficients  of  dispersion  for  each  prop- 
erty type  is  hazardous.  The  values  ascribed  to  certain 
property  types  may  have  large  sampling  errors.  These 
data  should  therefore  be  considered  guides  rather 
than  absolute  indicators. 


II.  MEDIANS  AND  COEFFICIENTS  OF   DISPERSION:  A  METHODOLOGICAL  NOTE 


Since  the  Board  of  Ecjualization's  appraisal  sam- 
ples are  stratified  rather  than  simple  random  samples, 
with  different  sampling  ratios  for  different  strata, 
meaningful  medians  cannot  be  determined  by  merely 
arraying  the  ratios  of  assessed  value  to  appraised 
value  for  the  several  properties  in  a  county  sample. 
The  ratio  for  each  property  must  be  repeated  enough 
times  to  reflect  the  sampling  ratio  for  the  stratum 
from  which  the  property  was  drawn.  Thus  one  obtains 
as  many  ratios  as  there  are  properties  on  the  local  as- 
sessment I'oll,  and  the  median  is  determined  by  array- 
ing these  actual  and  imputed  ratios. 

Coefficients  of  dispersion  are  measured  about  the 
medians  in  much  the  same  way.  The  difference  be- 
tween each  ratio  and  the  median  ratio  is  repeated  as 
many  times  as  needed  to  reflect  the  sampling  ratio 


for  the  stratum  from  which  tlie  property  was  drawn. 
The  sum  of  these  actual  and  imputed  differences  is 
divided  by  the  total  number  of  assessments  to  arrive 
at  the  average  deviation  from  the  median.  The  coeffi- 
cient of  dispersion  is  then  derived  by  expressing  this 
average  deviation  as  a  percent  of  the  median. 

The  sample  underlying  these  calculations  is  designed 
to  estimate  with  a  high  degree  of  accuracy  the  full 
cash  value  of  all  locally  assessable  tangible  property 
as  of  a  given  date.  U.sing  the  sample  as  an  estimator 
of  medians  and  coefficients  of  dispersion  for  a  given 
property  type  is  hazardous.  The  statistical  measures 
ascribed  to  certain  property  types  may  contain  large 
sampling  errors.  These  statistical  measures  should 
therefore  be  considered  guides  rather  than  reliable 
indicators. 
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Table  1 

MEDIAN   ASSESSMENT   RATIOS   FOR   ALL   PROPERTY,    BY   PROPERTY   TYPE,   BY  COUNTY,   1960-1962 

TYPE  OF  PROPERTY 


Year 

Total 
percent 

Residential 
peicent 

Rural 
percent 

Commercial 
percent 

Industrial 
percent 

Tunber 
percent 

Water 
percent 

Mining 

County 

Nonpetroleum 
percent 

Petroleum 
percent 

Alameda 

61 
60 
60 
60 
60 
61 
60 
61 
62 
61 
60 
60 
60 
61 
62 
60 
60 
61 
61 
62 
62 
61 
61 
62 
62 
60 
60 
62 
62 
60 
61 
61 
62 
62 
60 
60 
62 
62 
61 
61 
60 
62 
61 
62 
62 
60 
62 
60 
61 
62 
62 
61 
62 
60 
60 
61 
61 
61 

20.0 
23.1 

16.6 
19.4 
19.2 
21.6 
20.8 
21.7 
24.0 
20.6 
20.6 
20.0 
19.9 
25.0 
18.2 
24.0 
22.7 
21.0 
22.9 
24.4 
21.3 
19.4 
23.9 
22.9 
25.0 
21.5 
25.0 
22.2 
20.7 
21.9 
21.3 
20.0 
25.0 
25.0 
25.0 
22.2 
24.4 
15.7 
24.9 
21.1 
20.2 
20.0 
24.8 
22.2 
22.5 
25.0 
23.5 
21.8 
23.7 
20.0 
24.2 
20.6 
24.0 
23.3 
19.1 
21.0 
23.7 
25.0 

20.0 
18.0 
18.8 
19.5 
18.0 
21.6 
20.0 
21.7 
24.3 
20.6 
22.5 
20.4 
18.2 
25.0 
18.0 
24.5 
24.5 
19.3 
22.9 
24.1 
21.0 
20.0 
22.3 
24.7 
29.3 
20.8 
24.6 
21.9 
23.8 
20.4 
21.6 
20.0 
25.0 
25.0 
27.5 
22.2 
24.3 
16.0 
25.0 
20.5 
19.8 
20.2 
24.7 
22.3 
23.4 
27.1 
25.0 
22.0 
24.0 
20.5 
24.8 
23.2 
23.5 
25.6 
19.3 
20.8 
23.9 
25.0 

28"  i 
9.9 
17.7 
18.2 
20.6 
24.9 
16.7 
10.9 
17.8 
19.6 
21.5 
23.9 
50.0 
13.5 
23.2 
13.1 
23.6 
27.8 
20.4 
14.7 
17.4 
24.4 
20.7 
22.4 
21.6 
25.3 
24.4 
10.7 
22.1 
19.9 
19.5 
13.2 
21.4 
22.9 
22.3 
25.0 

171 
21.1 

is's 

24.4 
19.3 
13.4 
24.9 
20.8 
22.4 
22.8 
17.4 
22.5 
18.6 
22.0 
19.6 
17.6 
17.3 
23.3 
21.0 

25.0 
23.1 
18.6 
18.8 
17.8 
22.2 
24.2 
25.9 
22.3 
24.2 
25.0 
21.0 
20.0 
21.4 
19.2 
22.6 
14.3 
22.0 
22.2 
24.3 
22.0 
22.2 
24.3 
25.0 
26.3 
25.0 
26.9 
23.7 
15.0 
28.3 
19.8 
20.8 
26.8 
31.4 
34.1 
20.3 
22.7 
29.7 
23.0 
20.1 
25.6 
18.0 
26.3 
21.4 
22.7 
16.7 
25.2 
20.6 
22.9 
19.2 
23.5 
17.4 
15.9 
22.0 
18.3 
24.8 
19.6 
22.6 

28.9 

23^4 
25.0 
22.6 
24.6 
23.0 
23.5 

26' 2 
17.9 
19.3 
20.0 
25.8 
20.6 
23.8 
23.1 
17.1 
20.0 
18.4 
23.0 

23'4 
25.0 
25.0 

25"  i 

22.7 
19.0 
26.8 
19.2 
22.5 
15.4 
20.4 
26.5 
20.6 
26.0 
26.0 
22.9 

i6"7 
20.7 
25.1 
22.0 
24.6 
23.2 
29.4 

22^7 
22.9 
27.8 
17.5 
22.4 
24.6 
30.4 
21.5 
22.7 

22:6 
25' 4 

26^7 

33"3 

25^3 
25^4 

ie'o 

2i~6 

23'i 
33.2 
31.2 

i7"2 
25.0 

36"6 

2i"6 
23'4 

24~6 

99~9 
25^6 

34'6 

soTo 

AmftHnr 

Butte   

52.8 

Calaveras 

Colusa _ 

20.0 

Contra  Costa 

32  4 

Del  Norte 

El  Dorado 

30.8 

Glenn 

21  2 

Humboldt 

Imperial 

Kern 

37  5 

33.3 

Lake 

Los  Angeles 

SI  6 

Mono _  .  . 

4t.7 

Napa. 

Orange 

60  1 

Placer._ 

Plumas 

Sacramento 

San  Diego   . 

San  Luis  Obispo 

50.0 

16.6 

Santa  Clara. 

Santa  Cruz 

Shasta..   . 

Sierra 

Solano 

25.9 

Sonoma 

Sutter 

Tehama 

Trinity 

Tulare 

Tuolumne 

99.9 

Yolo 

25  1 

Yuba 

SOURCE:  CaUfornia  State  Board  of  Equalization 


Property  Taxes  and  Other  Local  Revenue  Sources 

99 

Table  2 

MEDIAN   ASSESSMENT   RATIOS   FOR 

REAL   PROPERTY,   BY   PROPERTY  TYPE,   BY  COUNTY,   1960-1962 

TYPE  OF  PROPERTY 

Total 

Residential 

Rural 

Commercial 

Industrial 

Timber 

Water 

Mining 

Nonpetroleum 

Petroleum 

County 

Year 

percent 

percent 

percent 

percent 

percent 

percent 

percent 

percent 

percent 

61 

18.0 

18.0 

19.7 

22.1 

60 

23  6 

21  7 

28  0 

21.7 

21.6 

60 

13.6 

14.3 

9.3 

17.0 

17.5 

Butte 

60 

18  8 

18  9 

16  1 

16  4 

52  8 

60 

19.7 

19.4 

18.2 

16.8 

25.0 

99.9 

Colusa 

61 

19.7 

18.9 

19.1 

32.6 

24.6 

20.0 

60 

22.5 

22  3 

24  9 

23.0 

23.0 

32.4 

Del  N'orte 

61 

20.0 

20.0 

16.7 

18.2 

28.6 

El  Dorado 

62 

22.5 

23.0 

10.7 

21.2 

23.4 

Fresno.. _ 

61 

18.7 

18.7 

15.0 

12.0 

19.7 

30.0 

Glenn 

60 

21.6 

23.2 

20.9 

25.0 

17.9 

21.2 

60 

20.5 

20.0 

21.5 

20.6 

19.5 

26.7 

60 

19.0 

17.5 

22.9 

20.0 

14.2 

61 
62 

21.3 
17.3 

20.0 
17.1 

50.0 
12.1 

22.8 
17.6 

is'g 

—  - 

.... 

25.0 

41.8 

Kings 

60 

23.0 

23.9 

20.0 

26.6 

22.1 

33.3 

Lake 

60 

22.7 

25.0 

11.3 

17.7 

Lassen   __ 

61 

18.5 

16.0 

22.2 

20.4 

31.3 

Los  Angeles 

61 

21.7 

21.7 

20.9 

19.6 



62 
62 
61 

22.5 
20.1 
18.8 

22.6 
20.1 
18.8 

17.8 
13.0 
17.7 

21.5 
20.6 
17.6 

22.1 
23.0 



—  - 

.... 

51.6 

61 
62 
62 

22.5 
21.8 
24.0 

20.0 
22.8 
26.1 

23.9 
18.4 
21.3 

23.1 
20.8 
26.3 

24.3 
25.0 
25.0 

25.3 
25'4 





Modoc - 

60 

20.8 

20.4 

20.9 

24.5 

24.0 

60 

23.9 

23  4 

24  9 

22  6 

21  8 

50.0 

Xapa 

62 

20.3 

20.1 

24.1 

21.1 

18.6 

62 
60 

16.1 
22.6 

16.9 
22.7 

10.2 
22.1 

15.2 
23.1 

13.0 
23.1 

16.0 

.... 

.... 

Orange 

60.1 

61 

19.3 

19.4 

18.7 

19.8 

20.9 

Plumas 

61 

19.6 

18.6 

19.8 

15.8 

19.0 

21.0 

Riverside 

62 

24.0 

25.0 

13.2 

24.0 

15.4 

Sacramento 

62 

23.7 

23.7 

18.8 

24.4 

7.5 

60 

24.1 

25.5 

22.7 

35.9 

San  Bernardino 

60 

22.2 

22.2 

20.9 

19.6 

24.8 

62 

22.1 

22.1 

25.0 

20.0 

19.2 

San  Francisco 

62 

11.3 

10.9 

20.0 

21.7 

61 

22.1 

23.2 

16.6 

23.0 

22.8 

San  Luis  Obispo 

61 

20.0 

20.2 

18.6 

17.9 

50.0 

60 
62 

20.6 
19.8 

20.6 
20.4 

isis 

22.0 
17.4 

18.4 
9.3 

.... 

.... 

Santa  Barbara 

16.4 

Santa  Clara 

61 
62 

23.9 
20.9 

24.0 
20.9 

21.7 
19.3 

22.6 
20.2 

27.7 
25.3 

.... 

—  - 

Santa  Cruz 

Shasta 

62 

20.0 

20.9 

12.1 

22.4 

19.4 

23.1 

iSierra 

60 

25.1 

26.7 

23.7 

24.1 

33.2 

21.6 

Siski vou - 

62 

20.9 

21.3 

19.2 

22.3 

29.4 

31.2 

60 

25.0 

25.3 

21.0 

19.1 

25.9 

61 
62 

22.8 
18.0 

23.6 
18.1 

23.4 
17.0 

17.2 
16.0 

22.1 

20.8 

.... 

.... 

Sutter 

62 
61 

23.4 
19.1 

23.6 
19.8 

22.0 
17.8 

25.0 
17.0 

28.9 
18.0 

i7'2 

.... 

.... 

Tehama 

62 
60 
60 
61 
61 
61 

19.5 
22.5 
19.2 
20.2 
21.7 
21,9 

13.3 
24.1 
19.8 
20.1 
21.4 
21.4 

21.9 
19.0 
17.2 
17.2 
21.5 
20.0 

14.2 
21.0 
23.3 
22.0 
21.9 
23.2 

20.0 
23.9 

i9"5 
22.6 

25.0 

solo 

.... 

34.0 
50"6 

99.9 

Yolo 

25.1 

SOURCE:  California  Sta 

U  Board  of  Equa 

lization 
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Senate  F.a.ct  Finding  Committee  ox  RE\T;N-rE  and  Taxation 


Table  3 
MEDIAN    ASSSESSMENT   RATIOS   FOR   PERSONAL  PROPERTY,   BY   PROPERTY   TYPE,   BY   COUNTY,  1960-1962 

TYPE  OF  PROPERTY 


Year 

Total 

percent 

penent 

Roral 
poeeat 

CoBBmal 
percent 

bdoalrial 
penent 

Mimng 

Comity 

Timber                Water 

Soapetrd^eam 
pcTteot 

percent 

Ahunxlo 

61 
60 
60 
60 
60 
61 
60 
61 
62 
61 
60 
60 
60 
61 
62 
60 
60 
61 
61 
62 

61 
61 
62 
62 
60 
60 
62 
62 
60 
61 
61 
62 
62 
60 
60 
62 
62 
61 
61 
60 
62 
61 
62 
62 
60 
62 
60 
61 
62 
62 
61 
62 
60 
60 
61 
61 
61 

28.6 
23.1 
28.3 
28.2 
24.1 
26.9 
10.0 
28.7 
32.4 
28.8 
19.2 
20.0 
20.0 
26.7 
25.0 
26.9 
20.0 
86.2 
34.8 
39.0 
23.0 
23.0 
28.4 
28.8 
53.0 
25.0 
32.1 
50.0 
25.0 
15.0 
33.3 
S3. 7 
25.0 
47.1 
33.2 
22.1 
60.0 
25.0 
35.1 
25.0 
24.5 
23.1 
31.3 
45.1 
35.3 
37.2 
63.0 
17.9 
23.0 
30.0 
55.6 
33.7 
25.0 
36.4 
22.0 
25.0 
26.7 
26.7 

30.0 
17.5 
28.3 
28.2 
22.7 
50.8 
10.0 
26.7 
33.3 
26.3 
25.0 
20.3 
20.0 
28.7 
25.0 
31.3 
20.0 
99.9 
35.7 
48.9 
25.0 
25.0 
25.7 
42.2 
93.2 
22.2 
32.2 
58.3 
25.0 
13.8 
31.6 
47.0 
25.0 
30.0 
37.3 
22.5 
66.7 
25.0 
45.2 
25.0 
24.4 
23.3 
35.5 
30.0 
44.6 
40.0 

is.i 

24.0 
63.3 
68.0 
47.9 
25.0 
43.8 
22.2 
25.0 
29.2 
33.3 

li'.s 

25.9 
27.8 
24.1 
31.6 

38'3 
74.3 
28.6 
25.3 
25.0 
33.3 
44.0 
23.3 
23.6 
30.1 
29.9 

2i~8 
29.8 
28.7 
28.5 
29.2 
30.6 
30.8 
41.2 

57^1 
25.0 
22.9 
23.0 
28.9 
18.7 
28.7 

35' i 
25.0 

23lo 
30.2 
24.4 
25.8 
35.9 
28.5 
24.0 
26.4 
38.5 
38.2 
66.7 
24.1 
21.5 
31.4 
34.0 
27.2 

28.7 
23.1 
26.2 
22.0 
28.4 
21.3 
27.3 
38.6 
24.7 
».6 
23.2 
23.8 
22.7 
17.6 
22.5 
20.0 
14.3 
24.1 
33.3 
34.0 
22.0 

28^4 
25.0 
37.2 
2S.0 
30.0 
24.4 
14.5 
28.8 
24.3 
27.1 
28.8 
40.0 
26.1 
13.3 
30.3 
36.4 
23.8 
21.5 
28.5 
21.7 
28.3 
24.9 
23.7 
16.7 
33.8 
21.4 
27.0 
25.0 
23.3 
18.8 
24.2 
28.4 
17.6 
33.9 
19.6 
24.2 

33.0 

ss'.i 

islo 
if's 

24.4 
2217 

is.i 

25.5 

23:6 
22.5 
21.6 
30.9 
31.8 
20.9 
22.1 

25I4 
25.1 
39.0 

sili 

26.0 
27.4 
27.2 
14.5 
21.9 
25.2 
21.4 
30.7 
21.6 
26.0 
36.9 
18.7 

2312 
20.7 
21.1 
21.6 
39.5 
28.8 
22.1 

27l8 
22.9 

aTi 

22.4 
21.8 
30.4 
28.6 
24.9 

1 

K.i 

AI|>1» 

Ainml<v 

— - 

Batte 

CfllffVPTW 

CoJoa -— 

Contra  Coets 

29^2 

Dd  Xorte         

y\nnr,a\n 

Frenro 

ra.^ 

HmnlinMt 

Km, 

25.2 

KilM? 

I^ 

}xm 

T«  Anp^K 

Madeia 

Marin. 

U^nrf^^inn 

M(«rnl 

Modoe                  

MODO 

MontocT              

Nevada                      

Pbca                      

l^ivrrride 

R»ii  IL-w^itn 

Saa  BenardiDO ,_. 

— - 

^"  ^rannprn 

Ban  Lois  Obero 

8ni  Mateo 

— - 

Santa  Barbara 

Santa  Clara 

R»t>rmT 

san<t> 

Pniano 

Sonoina 

sat«-i.« 

Sntta- 

Trf«m. 

Trinity 

Tnlare. 

Twiinmnp 

Tentora 

Tolo 

Tnba 

SOURCE:  Cahfoniia  State  Board  of  Equabzatkn 
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TOTAL    PROPERTY: 


Table  4 

MEDIAN    INTRACOUNTY   ASSESSMENT   RATIOS,   BY   PROPERTY  TYPE,  1960-62, 
RANKED    IN    ASCENDING    RATIO   ORDER 

TYPE  OF   PROPERTY 


ResideDtial 

Ruial 

Commercial 

Industrial 

County 

Ratio 
(percent) 

County 

Ratio 
(percent) 

County 

Ratio 
(percent! 

County 

Ratio 
(percent) 

15.0 

18.0 
18.0 
18.0 
18.2 
18.8 
19.3 
19.3 
19.5 
19.8 
20.0 
20.0 
20.0 
20.0 
20.2 
20.4 
20.4 
20.5 
20.5 
20.6 
20.8 
20.8 
21.0 
21.6 
21.6 
21.7 
21.9 
22.0 
22.2 
22.3 
22.3 
22.5 
22.9 
23.2 
23.4 
23.5 
23.8 
23.9 
24.0 
24.1 
24.3 
24.3 
24.5 
24.5 
24.6 
24.7 
24.7 
24.8 
25.0 
25.0 
25.0 
25.0 
25.0 
25.0 
25.6 
27.1 
27.5 
29.3 

9.9 
10.7 
10.9 
13.1 
13.2 
13.3 
13.4 
13.5 
14.7 
16.7 
17.2 
17.3 
17.4 
17.4 
17.6 
17.7 
17.8 
18.2 
18.6 
19.3 
19.5 
19.6 
19.6 
19.9 
20.4 
20.6 
20.7 
20.8 
21.0 
21.1 
21.4 
21.5 
21.6 
22.0 
22.1 
22.3 
22.4 
22.4 
22.5 
22.8 
22.9 
23.2 
23.3 
23.6 
23.9 
24.4 
24.4 
24.4 
24.9 
24.9 
25.0 
25.3 
27.8 
28.1 
50.0 

Lake 

14.3 
15.0 
15.9 
16.7 
17.4 
17.8 
18.0 
18.3 
18.6 
18.8 
19.2 
19.2 
19.6 
19.8 
20.0 
20.1 
20.3 
20.6 
20.8 
21.0 
21,4 
21.4 
22.0 
22.0 
22.0 
22.2 
22.2 
22.2 
22.3 
22.6 
22.6 
22.7 
22.7 
22.9 
23.0 
23.1 
23.5 
23.7 
24.2 
24.2 
24.3 
24.3 
24.8 
25.0 
25.0 
25.0 
25.0 
25.2 
25.6 
25.9 
26.3 
26.3 
26.8 
26.9 
28.3 
29.7 
31.4 
34.1 

15.4 

Alpine .. 

Nevada 

Nevada 

16  7 

El  Dorado _ 

17  1 

Kern 

Lake 

Sierra 

Tehama 

17  5 

Imperial 

Riverside.            

Tehama 

Glenn 

17  9 

18.4 

Lassen 

Shasta                              

Santa  Barbara 

19  0 

19.2 

Butte..       .  .              

Marin 

19  3 

Del  Norte ___ 

Butte 

20.0 

Alameda 

20  0 

Contra  Costa 

Ventura          .                    

Stanislaus 

20.2 

Yolo _ 

20.4 

Plumas - 

Stanislaus                            

Placer 

20.6 

20.6 

Humboldt 

Butte 

20  7 

Orange _____     ._ 

Fresno 

San  Bernardino 

21.5 

Santa  Cruz 

22.0 

Stanislaus .   _ 

Tehama-                      

Plumas 

Trinity 

22.4 

Humboldt 

22.5 

Mono 

Plumas 

22.6 

Glenn 

22.7 

Marin 

Tulare 

22.7 

Colusa 

Placer. 

Yolo 

22.7 

Placer., _ 

Madera 

Tulare 

22.9 

Del  Norte 

Colusa  .               

Colusa 

22.9 

Napa 

Contra  Costa 

23.0 

Solano _  ,.     _     _ 

Siskiyou..                      

Mariposa 

23.0 

Yuba 

El  Dorado-.                      

Lake 

23.1 

Mendocino 

San  Luis  Obispo 

Kings 

23.2 

Santa  Cruz.  _ 

23.4 

Glenn 

Humboldt 

23.4 

Del  Norte 

23.5 

Trinity 

23.8 

Shasta__._ 

Colusa 

24.6 

Trinity 

24.6 

Nevada_ 

24.6 

Yolo 

Butte 

25.0 

Sonoma ..  _ 

Sutter 

25.0 

25.0 

El  Dorado 

25.1 

Santa  Clara                       

25.1 

Kings .   _   __ 

Yolo 

25.8 

Lake 

26.0 

Monterey 

Imperial 

Glenn 

26.0 

26.5 

Santa  Clara 

Napa 

26.8 

Sutter _ 

Santa  Clara 

27.8 

Inyo 

28.9 

Riverside 

Sierra. 

Del  Norte 

Siskiyou 

29.4 

Sacramento 

30.4 

San  Joaquin 

Monterey 

Siskiyou 

Tulare.    

San  Benito 

SOURCE;  California  State  Board  of  Equalization 
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Sekate  Fact  Fixdixg  Committee  ox  Revexue  and  Taxation- 


real  PROPERTY: 


Table  5 

MEDIAN    INTRACOUNTY   ASSESSMENT  RATIOS,   BY   PROPERTY  TYPE,  1960-62, 
RANKED   IN    ASCENDING    RATIO  ORDER 

TYPE  OF  PROPERTY 


Comtx 


ipmati 


Contr 


Oem-. 


Y<*o 

SntoCbn. 

TmitT 

SbUct 

Omee. 


GnBevto. 
laiimd... 


ji^n 

CoBbaCocta. 
M<]BtatT.._. 
ShDk«d 


1bJv>_. 


10.2 
10.7 
11.3 
12.1 
U.l 
U.« 
U.2 
U.I 
U.O 
l«.l 
M.f 
M.7 
17.0 
17.2 
17.2 
17.7 
17.g 
17.g 
18.2 
18.4 
U.« 
18.7 
18.8 
19.0 
l«.l 
10.2 
10.3 
1«.8 
».0 
10.0 
».• 
20.0 
20.0 
21.0 
21.3 
21.S 
21.S 
21.7 
21.0 
22.0 
22.1 
22.2 
22.7 
22.J 
23.4 
23.7 
23.9 
24.1 
24.9 
24.9 
25.0 
28.0 
SO.O 


Y«lo.. 


CoatnCorts. 

Miiia 

Oisaee 


Mcnxd 

Modoc 

Slats  On.. 
Sntadm. 
Sirttcr. 


7.S 
9.3 
U.O 
14.2 
U.4 
U.O 
17.S 
17.9 
U.O 
U.4 
U.O 
U.O 

n.2 

10.4 
10.S 
lO.S 
10.8 
10.7 
10.0 
20.8 
ID.O 
21.7 
21.8 
22.1 
22.1 
22.1 
22.1 
22.8 
22.8 
13.0 
S.O 
B.l 
23.0 
14.3 
14.8 
14.8 
2S.0 
2S.0 
15.3 
27.7 
28.9 
20.4 


80UBCE:  CkGions  SiBte  Biwd  of  ] 
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PERSONAL   PROPERTY: 


Table  6 

MEDIAN    INTRACOUNTY   ASSESSMENT    RATIOS,    BY   PROPERTY  TYPE,   1960-62 
RANKED    IN   ASCENDING    RATIO   ORDER 

TYPE   OF   PROPERTY 


Residential 

Rural 

Commercial 

Industrial 

County 

Ratio 

(percent) 

County 

Ratio 
(percent) 

County 

Ratio 

(percent) 

County 

Ratio 
(percent) 

N.A. 

10.0 
13.8 
15.2 
17.5 
20.0 
20.0 
20.3 
22.2 
22.2 
22.5 
22.7 
23.3 
24.0 
24.4 
25.0 
25.0 
25.0 
25.0 
25.0 
25.0 
25.0 
25.0 
25.0 
25.0 
25.7 
26.2 
26.3 
26.7 
26.7 
28.3 
29.2 
30.0 
31.3 
31.6 
32.2 
33.3 
33.3 
35.5 
35.7 
37.3 
40.0 
42.2 
43.8 
44.6 
45.2 
47.0 
47.9 
48.9 
50.0 
50.0 
50.8 
58.3 
63.3 
66.7 
68.0 
95.2 
99.9 

18.7 
19.5 
21.5 
21.8 
22.9 
23.3 
24.0 
24.1 
24.1 
24.4 
25.0 
25.0 
25.0 
25.0 
25.0 
25.3 
25.6 
25.8 
25.9 
26.4 
26.5 
26.7 
26.9 
27.2 
27.8 
28.5 
28.6 
28.7 
29.2 
29.3 
29.8 
29.9 
30.1 
30.2 
30.6 
30.8 
31.4 
31.6 
33.3 
34.0 
35.1 
35.9 
38.2 
38.3 
38.5 
41.2 
44.0 
57.1 
66.7 
74.3 

San  Bernardino .. 

13.3 
14.3 
14.5 
16.7 
17.6 
17.6 
18.8 
19.6 
20.0 
21.3 
21.4 
21.5 
21.7 
22.0 
22.0 
22,5 
22.7 
23.1 
23.2 
23.3 
23.7 
23.8 
23.8 
24.1 
24.2 
24.2 
24.3 
24.4 
24.6 
24.7 
24.9 
25.0 
25.0 
25.0 
26.1 
26.2 
26.4 
26.4 
26.4 
26.7 
26.8 
27.0 
27.1 
27.3 
28.3 
28.5 
23.8 
30.0 
30.3 
33.3 
33.8 
33.9 
34.0 
36.4 
37.2 
38.6 
40.0 

Placer 

14.5 

Lake 

15.0 

Contra  Costa.  ..  

17.5 

Sierra  . 

Humboldt 

18.4 

18.7 

Tuolumne.. _        

Santa  Barbara .      

20.7 

Lake 

Tehama... 

20.9 

Humboldt 

Yolo 

Santa  Clara. 

21.1 

Lake 

21.6 

Shasta 

Colusa                   

San  Bernardino 

21.6 

21.6 

21.9 

Santa  Barbara 

Marin .  

22.1 

Butte . 

22.1 

San  Mateo 

Santa  Clara 

Marin           .  

Trinity 

22.4 

Glenn 

22.5 

Kings 

Imperial                  .. 

Fresno .        - 

22.7 

22.9 

Glenn                               

Kem 

23.0 

Sutter   

23.2 

Shasta                               --  - 

Del  Norte 

24.4 

Humboldt .. 

24.4 

Tulare 

24.8 

Yuba 

Yolo 

24.9 

Trinity 

25.1 

Yuba                               

Riverside..  ....  

25.2 

Placer 

25.4 

Napa                             

Imperial .-  

25.5 

26.0 

El  Dorado 

San  Diego.. 

26.0 

26.6 

Yolo 

Tehama - 

26.8 

Lake 

27.2 

27.4 

Placer 

27.8 

28.8 

30.4 

Yuba 

Colusa 

30.7 

Tulare                     

La.sspn.                             ,..  . 

30.9 

Yolo 

Monterey 

31.1 

31.8 

Sierra 

33.0 

Tehama 

Plumas                              

San  Francisco 

36.9 

Del  Xortc 

Contra  Costa 

39.0 

Shasta 

Sutter 

Santa  Clara                       

Shasta 

39.5 

Nevada 

55.6 

Placer 

Monterey 

El  Dorado 

Los  Angeles 

Santa  Cruz 

Del  Norte 

Sacramento               .  . 

Lassen 

SOURCE:  California  State  Board  of  Equalization 
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Table  7 
COEFFICIENTS  OF   DISPERSION,   FOR   ALL   PROPERTY,  BY   PROPERTY  TYPE,   BY   COUNTY,   1960-62 

TYPE  OF  PROPERTY 


County 


Year 


Total 
percent 


Residential 
percent 


Rural 
percent 


Commercial 
1        percent 


Industrial 
percent 


Timber 
percent 


Water 

percent 


Mining 


Nod  petroleum 
percent 


Petroleum 
percent 


Alameda 

Alpine 

Amador 

Butte 

Calaveras 

Colusa __. 

Contra  Costa... 

Del  Norte 

El  Dorado 

Fresno 

Glenn 

Humboldt 

Imperial 

Inyo 

Kem 

Kings 

Lake __. 

Lassen 

Los  Angeles 

Madera 

Marin 

Mariposa 

Mendocino 

Merced 

Modoc 

Mono 

Monterey 

Napa 

Nevada 

Orange 

Placer 

Plumas 

Riverside 

Sacramento 

San  Benito 

San  Bernardino. 

San  Diego 

Si-n  Francisco.. 

San  Joaquin 

San  Luis  Obispo 

San  Mateo 

Santa  Barbara.. 

Santa  Clara 

Santa  Cruz 

Shasta 

Sierra 

Siskiyou 

Solano 

Sonoma 

Stanislaus 

Sutter 

Tehama 

Trinity 

Tulare 

Tuolumne 

Ventura 

Yolo 

Yuba 


61 
60 
60 
60 
60 
61 
60 
61 
62 
61 
60 
60 
60 
61 
62 
60 
60 
61 
61 
62 
62 
61 
61 
62 
62 
60 
60 
62 
62 
60 
61 
61 
62 
62 
60 
60 
62 
62 
61 
61 


62 
60 
61 
62 
62 
61 
62 
60 
60 
61 
61 
61 


44 
47 
57 
33 

115 
80 
25 
58 
39 
54 
41 
40 
64 
61 
89 
66 

174 
81 
32 
82 
23 
41 
42 
50 
62 
39 
40 
31 
37 
37 
35 
41 
21 
43 
43 
30 
70 
77 
47 
41 
36 
27 
15 
32 
64 
60 

112 
36 
36 
69 
34 
75 

109 
73 
44 
92 
60 

112 


41 
47 
40 
23 
36 

106 
24 
55 
31 
27 
27 
28 
55 
38 
35 
49 

186 

114 
33 
33 
25 
32 
30 
52 

114 
43 
33 
34 
27 
29 
34 
33 
21 
42 
36 
23 
73 
79 
47 
32 
37 
23 
13 
29 
70 
52 

138 
29 
40 
80 
26 
78 

133 
36 
31 
26 


43 
51 
59 
50 
31 
33 
31 
51 
59 
90 
42 
25 
85 
83 
46 
79 
62 
42 
13 
92 
41 
32 
23 
42 
21 
37 
17 
21 
77 
15 
41 
45 
50 
31 
26 
135 
39 

23 
25 

85 
11 
42 
30 
68 
58 
66 
18 
31 
23 
29 
46 
24 
53 
27 
20 
61 


44 
41 
29 
37 
18 
35 
28 
54 
16 
60 
33 
23 
22 
41 
21 
20 
28 
27 
12 
19 
22 
18 
31 
18 
32 
10 
58 
4« 
32 
44 
12 
40 
110 
23 
49 
31 
65 
36 
17 
24 
39 
56 
37 
17 
36 
47 
28 
37 
12 
22 
45 
34 
89 
22 
26 
42 


215 
10 
12 
10 
12 
21 

24 

7 
19 
22 
62 
15 
22 
3 
5 
36 
80 


33 
7 
14 

21 
13 
21 
18 
10 
22 
36 
42 
15 
37 
10 
39 
19 

31 
70 
24 
8 
17 
17 


16 
5 
7 
73 
17 
90 
11 
50 
33 


74 
41 


38 
24 


48 
94 


23 
66 

83 


57 
32 


77 


236 
14 


126 
115 


259 

276 


105 
54 


419 


47 
15 


107 
74 


NOTE;  The  sample  underlj-ing  these  calculations  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cash  value  of  all  locally  assessable  tangible  property  as  of  a  given  date.  Using 
the  sample  as  an  estimator  of  medians  and  coefficients  of  dispersion  for  a  given  property  type  is  hazardous.  The  statistical  measures  ascribed  to  certain  property  types  may  contain  Uf^ 
sampling  errors.  These  statistical  measures  should  therefore  be  considered  guides  rather  than  reliable  indicators. 

SOLTICE;  CaUfomia  State  Board  of  Equalization 
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Table  8 
COEFFICIENTS   OF    DISPERSION,   FOR    REAL   PROPERTY,  BY    PROPERTY  TYPE,   BY   COUNTY,  1960-62 

TYPE  OF   PROPERTY 


Year 

Total 
percent 

Residential 
percent 

Rural 
percent 

Commercial 
percent 

Industrial 
percent 

Timber 
percent 

Water 
percent 

Mining 

County 

Nonpetroleum 
percent 

Petroleum 
percent 

61 
60 
60 
60 
60 
61 
60 
61 
62 
61 
60 
60 
60 
61 
62 
60 
60 
61 
61 
62 
62 
61 
61 
62 
62 
60 
60 
62 
62 
60 
61 
61 
62 
62 
60 
60 
62 
62 
61 
61 
60 
62 
61 
62 
62 
60 
62 
60 
61 
62 
62 
61 
62 
60 
60 
61 
61 
61 

16 
51 
71 
29 

120 
75 
19 
64 
32 
57 
28 
41 
74 
84 

104 
79 

184 
45 
15 
80 
19 
44 
49 
28 
26 
42 
36 
14 
44 
18 
39 
40 
32 
14 
41 
27 
18 
35 
22 
46 
34 
27 
12 
30 
32 
59 
50 
23 
44 
22 
34 
72 
77 
77 
44 

127 
31 
70 

15 
51 
40 
21 
34 
73 
18 
61 
20 
18 
16 
31 
65 
39 
26 
51 

191 
45 
14 
30 
19 
38 
33 
20 
33 
47 
24 
12 
39 
16 
39 
32 
30 
11 
27 
23 
16 
27 
18 
31 
35 
23 
11 
29 
30 
46 
39 
13 
49 
17 
26 
79 

105 
29 
29 
25 
29 
17 

44 
57 
92 
32 
36 
31 
53 
57 

106 
23 
27 
94 
83 
45 

108 
70 
39 

28 
44 
21 
24 
27 
22 
39 
17 
21 
76 
16 
42 
46 
49 
36 
27 
25 
39 

21 
29 

84 
14 
40 
33 
64 
46 
70 
18 
25 
22 
30 
47 
19 
56 
25 
21 
65 

26 
37 
49 
36 
38 
34 
23 
22 
35 
56 
14 
22 
33 
20 
31 
20 
16 
27 
16 
27 
20 
40 
31 
30 
16 
24 
46 
13 
31 
19 
32 
46 
37 
35 
136 
23 
31 
35 
32 
47 
19 
17 
25 
47 
16 
35 
69 
39 
34 
58 
17 
35 
51 
25 
98 
16 
22 
43 

21 
135 

20 
11 

20 

9 

35 

24 

25 
23 

30 
13 
8 

41 
7 
6 

23 
16 
29 
29 
11 
44 
35 
94 

20 
27 
44 
19 

27 
117 
14 
11 

12 

360 

18 
11 
8 
27 
17 
97 

46 
40 

66 
37 

55 

33 

38 
24 

48 
94 

23 
71 
83 

28 

58 

32 

'8 
1 

lii 

78 

119 

70 
419 

Butte 

2 

Colusa            

43 

Contra  Costa 

27 

Del  Norte 

EI  Dorado 

129 

Glenn                      

117 

Imperial 

234 

279 

Lake 

Madera 

114 

Mariposa 

Monterey 

97 

Nevada 

33 

Placer 

Sacramento 

San  Bernardino 

San  Francisco 

San  Mateo 

59 

7 

Santa  Clara 

Shasta.         -  . 

Sierra 

_ 

Sonoma 



Sutter. 



Trinity 

__ 

Tuolumne 

107 

Yolo 

74 

Yuba 

NOTE:  The  sample  underlying  these  calculations  is  designed  to  estimate  with  a  hieh  degree  of  accuracy  the  full  cash  value  of  all  locally  assessable  tangible  property  as  of  a  given  dat«.  Using 
the  sample  as  an  estimator  of  medians  and  coefficients  of  dispersion  for  a  given  property  type  is  hazardous.  The  statistical  measures  ascribed  to  certain  property  types  may  contain  large 
sampling  errors.  These  statistical  measures  should  therefore  be  considered  guides  rather  than  reliable  indicators. 

SOURCE:  California  State  Board  of  Equalization 
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Table  9 
COEFFICIENTS  OF   DISPERSION,   FOR   PERSONAL  PROPERTY,   BY   PROPERTY  TYPE,   BY  COUNTY,  1960-62 

TYPE  OF   PROPERTY 


Year 

Total 
percent 

Residential 
percent 

Rural 
percent 

Commercial 

lodustiial 
percent 

Timber 
percent 

Water 

1 

Mining 

County 

Sod  petroleum 
percent 

penent 

61 
60 
60 
60 
60 
61 
60 
61 
62 
61 
60 
60 
60 
61 
62 
60 
60 
61 
61 
62 
62 
61 
61 
62 
62 
60 
60 
62 
62 
60 
61 
61 
62 
62 
60 
60 
62 
62 
61 
61 
60 
62 
61 
62 
62 
60 
62 
60 
61 
62 
62 
61 
62 
60 
60 
61 
61 
61 

75 
64 
70 
39 
46 
126 
47 
42 
146 
85 
96 
48 
61 
41 
36 
44 
44 
76 
62 
116 
45 
43 
55 
92 
121 
60 
44 
81 
185 
62 
125 
155 
30 
82 
37 
34 
55 
65 
97 
43 
31 
25 
67 
67 
127 
105 
107 
43 
25 
70 
131 
148 
150 
61 
52 
31 
124 
221 

79 
38 
65 
35 
52 
101 
36 
40 
138 
97 
86 
41 
43 
40 
38 
77 
37 
55 
61 
HI 
45 
37 
54 
70 
79 
27 
47 
70 
207 
43 
130 
125 
31 
81 
36 
20 
48 
66 
80 
42 
32 
23 
62 
62 
108 
109 
78 
39 
26 
56 
112 
116 
154 
55 
56 
32 
123 
208 

491 
74 
47 
25 
29 

32 
142 
35 
69 
40 
21 
35 
22 
40 
49 
86 

96 

62 
96 
78 
24 
59 
25 
129 
41 

83 
220 
71 
71 
32 
284 
46 

42 
14 

3 

75 
68 
99 
98 
39 
25 
72 
110 
103 
37 
48 
40 
22 
61 
39 

46 
9 
75 
51 
26 
33 
17 
21 
30 
S3 
SO 
76 
70 
36 
27 
54 
26 
44 
56 
31 
41 

38 
23 
35 
36 
17 
46 
58 
56 
70 
36 

7 
37 
36 
36 
58 
24 
79 
68 

7 

26 
42 
57 
69 
34 
29 
51 
22 
50 
435 
79 
47 
41 
52 
14 
36 
68 

12 

136 

65 

31 
28 

102 

36 
684 

20 
8 
16 
8 
24 
83 
11 

io 

96 
15 

36 
10 
10 

6 
35 
49 

9 
12 
13 
31 
17 
23 
46 

16 
79 
44 

30 
10 
17 
28 

14 
4 

94 
61 
86 
12 
11 
43 

'-'- 

-- 

lii 

Colusa         

Contra  Costa 

23 

Del  Norte     

El  Dorado 

Fresno                     

Glenn 

Humboldt              

Kern -- 

16 

Lake                 -- 

Madera 

Merced 

Modoc                     

Monterey                   

Napa 

Nevada 

Placer 

San  Francisco 

San  Luis  Obispo 

San  Mateo 

-- 

Santa  Barbara 

Santa  Clara 

Santa  Cruz 

Shasta 

Siena 

Solano 

Stanislaus 

Tehama 

Trinity.     . 

Tulare ... 

Tuolumne 

Yolo 

Yuba 

I 


NOTE:  The  sample  underlying  these  calculations  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cash  value  of  aU  locally  assessable  tangible  property  as  of  a  given  date.  Using 
the  sample  as  an  estimator  of  medians  and  coeflScients  of  dispersion  for  a  given  property  tj-pe  is  hazardous.  The  statistical  measures  ascribed  to  cMlain  property  t>*pes  may  contain  large 
sampling  errors.  These  statistical  measures  should  therefore  be  considered  guides  rather  than  reliable  indicators. 

SOURCE:  California  State  Board  of  Equalization 


Property  Taxes  and  Other  Local  Revenue  Sources 


107 


TOTAL    PROPERTY; 


Table   10 

COEFFICIENTS  OF   DISPERSION,   BY   PROPERTY  TYPE, 
RANKED   IN   ASCENDING  ORDER 


1960-62, 


Residential 


Rural 


Commercial 


Industrial 


County 


Ratio 
(percent) 


County 


Ratio 
(percent) 


County 


Ratio 

(percent) 


County 


Ratio 
(percent) 


Santa  Clara 

Riverside 

Butte 

Sao  BernardinO- 
Santa  Barbara.. 
Contra  Costa... 

Marin 

Sutter 

Ventura 

Fresno 

Glenn 

Nevada 

Humboldt 

Orange 

Santa  Cruz 

Solano 

Mendocino 

El  Dorado , 

Tuolumne 

Mariposa 

San  Luis  Obispo 

Los  Angeles 

Madera 

Monterey 

Plumas 

Napa 

Placer 

Kern 

Calaveras 

San  Benito 

Tulare 

San  Mateo 

Inyo 

Amador 

Sonoma 

Alameda - 

Sacramento 

Mono 

Alpine 

San  Joaquin 

Kings 

Merced 

Sierra 

Del  Norte 

Imperial 

Yolo._- 

Shasta 

San  Diego 

Tehama 

San  Francisco. - 

Stanislaus 

Colusa 

Yuba 

Lassen 

Modoc 

Trinity 

Sisidyou 

Lake 


13 
21 
23 
23 
23 
24 
25 
26 
26 
27 
27 
27 
28 
29 
29 
29 
30 
31 
31 
32 
32 
33 
33 
33 
33 
34 
34 
35 
36 
36 
36 
37 
38 
40 
40 
41 
42 
43 
47 
47 
49 
62 
52 
55 
55 
68 
70 
73 
78 
79 
80 
106 
111 
114 
114 
133 
138 
186 


Santa  Clara 

Los  Angeles 

Orange 

Monterey 

Sonoma. 

Yolo 

Modoc 

Napa 

Mendocino 

San  Joaquin 

Sutter 

Tulare 

Humboldt 

San  Luis  Obispo, 

San  Benito 

Ventura 

Tehama 

Shasta 

Calaveras 

Contra  Costa... 

Sacramento 

Stanislaus 

Mariposa 

Colusa 

Mono 

San  Diego 

Marin 

Placer 

Glenn 

Lassen 

Merced 

Santa  Ouz 

Alameda 

Plumas 

Kern 

Trinity... 

Butte 

Riverside 

Alpine 

Del  Norte 

Tuolumne 

Siskiyou 

Amador 

El  Dorado 

Yuba 

Lake 

Solano 

Sierra 

Nevada 

Kings 

Inyo 

Imperial 

Santa  Barbara.. 

Fresno 

Madera 

San  Bernardino. 


11 
13 
15 
17 
18 
20 
21 
21 
23 
23 
23 
24 
25 
25 
26 
27 
29 
30 
31 
31 
31 
31 
32 
33 
37 
39 
41 
41 
42 
42 
42 
42 
43 
45 
46 
46 
SO 
50 
51 
51 
53 
58 
59 
59 
61 
62 
66 
68 
77 
79 
83 
85 
85 
90 
92 
135 


Alpine 

Napa 

Marin 

Riverside 

Sutter 

Glenn 

San  Mateo 

Sierra 

Contra  Costa 

Merced 

Mono 

Mariposa 

Alameda 

Lassen 

Lake 

Kern 

Mendocino 

Tehama 

Ventura. 

Inyo 

San  Bernardino. 
Santa  Barbara. . 

Yolo 

Madera 

El  Dorado 

Los  Angeles 

Sonoma 

Calaveras 

Modoc 

San  Francisco... 

Monterey 

Placer 

Imperial 

Tulare 

Del  Norte 

San  Luis  Obispo, 

Siskiyou 

Colusa 

Shasta 

Stanislaus 

Santa  Clara 

Sacramento 

Butte 

Kings 

Yuba.. 

Amador 

Plumas 

Trinity 

Orange 

Solano 

San  Diego 

Fresno 

Santa  Cruz 

Nevada 

Humboldt 

San  Joaquin 

Tuolumne 

San  Benito 


6 
10 
12 
12 
12 
16 
17 
17 
18 
18 
18 
19 
20 
20 
21 
22 
22 
22 
22 
23 
23 
24 
26 
27 
28 
28 
28 
29 
31 
31 
32 
32 
33 
34 
35 
36 
36 
37 
37 
37 
39 
40 
41 
41 
42 
44 
44 
45 
46 
47 
49 
54 
56 
58 
60 
65 


Lake 

Lassen 

Stanislaus 

Glenn 

Merced 

Sutter 

Santa  Cruz 

Marin 

Butte 

Colusa 

Placer 

San  Diego 

Tuolumne 

Calaveras 

Contra  Costa. . 

Napa 

Modoc 

Kern 

San  Benito 

Sonoma 

Shasta 

Sierra 

Trinity 

Orange 

Humboldt 

San  Joaquin 

Del  Norte 

Monterey 

Nevada. . 

Imperial 

Kings 

Plumas 

Fresno 

Santa  Clara 

San  Mateo 

Mendocino 

Yolo 

Los  Angeles 

Riverside 

San  Bernardino 
San  Francisco.. 

Sacramento 

Ventura 

Inyo 

Santa  Barbara. 

Tehama 

Madera 

Tulare 

Siskiyou 

Amador 


3 
5 
5 
7 
7 
7 
8 
9 
10 
10 
10 
10 
U 
12 
12 
13 
14 
IS 
IS 
16 
17 
17 
17 
18 
19 
19 
21 
21 
21 
22 
22 
22 
24 
24 
31 
33 
33 
36 
36 
37 
39 
42 
SO 
62 
70 
73 
80 
90 
208 
215 


NOTE:  The  sample  underlying  these  calculations  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cash  value  of  all  locally  assessable  tangible  property  as  of  a  given  date.  Usmg 
the  sample  as  an  estimator  of  medians  and  coefficients  of  dispersion  for  a  given  property  type  is  hazardous.  The  statistical  measures  ascribed  to  certain  property  types  may  contam  large 
sampling  errors.  These  statistical  measures  should  therefore  be  considered  guides  rather  than  reliable  indicators. 

SOURCE:  California  State  Board  of  Equalization 
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Table   11 

REAL  PROPERTY:    COEFFICIENTS  OF   DISPERSION,   BY   PROPERTY  TYPE,  1960-62, 

RANKED   IN   ASCENDING  ORDER 


Residential 

Rural 

Commercial 

Industrial 

County 

Ratio 
(percent) 

County 

Ratio 

(percent) 

County 

Ratio 

County 

Ratio 
(percent) 

11 
11 
12 
13 
14 
15 
16 
16 
16 
17 
17 
18 
18 
18 
19 
20 
20 
21 
23 
23 
24 
25 
26 
26 
27 
27 
29 
29 
29 
29 
30 
30 
30 
31 
31 
32 
33 
33 
34 
35 
38 
39 
39 
39 
39 
40 
45 
46 
47 
49 
51 
51 
61 
65 
73 
79 
105 
191 

Santa  Clara 

14 
16 

17 
18 
19 
21 
21 
21 
21 
22 
22 
23 
24 
25 
25 
25 
27 
27 
27 
28 
29 
30 
31 
32 
33 
36 
36 
39 
39 
39 
40 
42 
44 
44 
45 
46 
46 
47 
49 
53 
56 
57 
57 
64 
65 
70 
70 
76 
83 
84 
92 
94 
106 
108 

Napa 

13 
14 

16 
16 
16 
16 
16 
17 
17 
19 
19 
20 
20 
20 
22 
22 
22 
23 
23 
24 
25 
25 
26 
27 
27 
30 
31 
31 
31 
31 
32 
32 
33 
34 
34 
35 
35 
35 
35 
35 
36 
37 
37 
38 
39 
40 
43 
46 
46 
47 
47 
49 
51 
56 
58 
69 
98 
136 

Modoc 

6 

Santa  Clara    

Glenn        - 

Merced 

Napa           -- 

Lake      

Sutter 

Tulare     . 

Glenn 

Shasta     . 

Glenn 

Placer 

Yolo                    

Sutter 

Shasta 

Yuba 

Madera 

Contra  Costa            - 

Glenn        

Rantn  Plnra 

Nana 

Del  Norte      

19 

Humboldt 

Yolo 

20 

20 

20 

21 

23 

Tulare 

23 

Kern    _  

Contra  Costa     -      .  _  . 

24 

Sutter 

Kern 

25 

San  Benito         .. 

Shasta     

27 

Colusa 

27 

Kern            

27 

Tulare              

29 

29 

Yolo     

30 

35 

35 

Shasta       

Yolo 

40 

41 

San  Luis  Obispo 

44 

Plumas --     - 

Plumas            ..   

El  Dorado 

44 

46 

Modoc -  _ 

Trinity                  

94 

97 

Del  Norte 

117 

135 

360 

Nevada --  --  -- 

El  Dorado 

Siskiyou 

Yuba 

Lake      

T.!4.(NPp 

Yuba 

Sierra.. _ 

Sonoma 

Kings..  

Del  Norte 

Fresno     . 

Trinity 

Colusa . 

Tehama 

Trinity 

Lake.:—. 

Sao  Benito         

NOTE;  The  sample  underlying  these  calculations  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cash  value  of  ail  locally  assessable  tangible  property  as  of  a  given  date.  Using 
the  sample  as  an  estimator  of  medians  and  coeflBcients  of  dispersion  for  a  given  property  type  is  hazardous.  The  statistical  measures  ascribed  to  certain  property  types  may  contain  large 
sampling  errors.  These  statistical  measures  should  therefore  be  considered  guides  rather  than  reliable  indicators. 

SOURCE:  California  State  Board  of  Equalization 
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PERSONAL  PROPERTY; 


COEFFICIENTS  OF  DISPERSION,  BY  PROPERTY  TYPE,  1960-62, 
RANKED  IN  ASCENDING  ORDER 


Residential 

Rural 

Coinmerv:ial 

Industrial 

County 

Ratio 
(percent) 

County 

Ratio 
(percent) 

County 

Ratio 

(percent) 

County 

Ratio 
(percent) 

20 
23 
26 
27 
31 
32 
32 
35 
36 
36 
37 
37 
38 
38 
39 
40 
40 
41 
42 
43 
43 
45 
47 
48 
52 
54 
55 
55 
56 
56 
61 
62 
62 
65 
66 
70 
70 
77 
78 
79 
79 
80 
81 
86 
97 
101 
108 
109 
HI 
112 
116 
123 
125 
130 
138 
154 
207 
208 

Santa  Clara             

3 
14 
21 
22 
22 
24 
25 
25 
25 
29 
32 
32 
35 
35 
37 
39 
39 
40 
40 
40 
41 
42 
46 
47 
48 
49 
59 
61 
62 
68 
69 
71 
71 
72 
74 
75 
78 
83 
86 
96 
96 
98 
99 
103 
110 
129 
142 
220 
284 
491 

Riverside      --     - 

7 
7 
9 
14 
17 
17 
21 
22 
23 
24 
26 
26 
26 
27 
29 
30 
31 
33 
34 
35 
36 
36 
36 
36 
36 
36 
37 
38 
41 
41 
42 
44 
46 
46 
47 
50 
50 
51 
51 
52 
63 
54 
56 
56 
57 
58 
58 
68 
68 
69 
70 
70 
75 
76 
79 
79 
435 

Stanislaus 

4 

6 

Kings    --_.._._ 

S 

8 

9 

Monterey         -  

Mendocino _       _  

10 

Del  Norte.  -       

Napa._- - -- 

10 

Butte 

Nevada  ^ -  _ 

10 

Merced         

Shasta.. 

10 

U 

Lake 

Del  Norte                 

Ventura -      .        

11 

Lake      

Alameda - 

12 

12 

Kern            -_ 

Tuolumne  -  - 

12 

13 

Del  Nortp 

14 

Yuba              

Madera 

Modoc.  ...... 

IS 

Lake      -  - 

16 

San  Mateo 

16 

17 

17 

Marin 

20 

Monterey 

San  Francisco 

23 

Butte 

Los  Angeles 

24 

Del  Norte -. 

28 

Lake 

Yolo              

Siskiyou      .-  -  -  

23 

Santa  Cruz .     _ 

30 

Yolo        - 

31 

San  Bernardino  .. 

31 

35 

Glenn 

Santa  Clara       

Humboldt^-  --     

36 

36 

Santa  Cm? 

Yolo 

43 

Napa           

Santa  Clara -  - 

44 

46 

Glenn              -   

Plumas       

49 

Napa 

Trinity 

61 

Placer 

Butte                 

Calaveras _     

65 

Santa  Barbara. . -  -  ---  -  -- 

79 

83 

Tulare.-- 

86 

Tehama 

94 

Sierra 

Merced 

96 

Tehama 

FresnO-.  -  —  

102 

Fresno 

Sutter 

Amador -.  .  - 

136 

j-t  1 

Imperial -  -  - 

684 

Yuba     -- 

Placer 

Yuba - - 

NOTE:  The  sample  underlying  these  calculations  is  designed  to  estimate  with  a  high  degree  of  accuracy  the  full  cash  value  of  all  locally  assessable  tangible  property  as  of  a  given  date.  Using 
the  sample  as  an  estimator  of  medians  and  coefficients  of  dispersion  for  a  given  property  type  is  hazardous.  The  statistical  measures  ascribed  to  certain  property  types  may  contain  large 
sampling  errors.  These  statistical  measures  should  therefore  be  considered  guides  rather  than  reliable  indicators. 

SOURCE:  California  State  Board  of  Equalization 
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I.   NOTES  ON  METHODOLOGY 


Column 
1 
2 
3 


9 
10 

11 

12 


Explanation 

Type  of  exemption. 

Year  exemption  was  granted. 

Number  of  exemption  granted  (SBE  An- 
nual Report  or  information  supplied  by 
assessors ) . 

Assessed  value  per  exemption  (column  6  -;- 
column  3). 

Tax  per  exemption  (column  4  X  column  9 
or  column  12  -f-  column  3),  using  the  aver- 
age tax  rate  as  shown  in  the  SBE  Annual 
Report.  (Includes  city,  county,  school,  and 
most  special  districts.) 

Assessed  value  of  exemptions,  in  thousands 
(SBE  Annual  Report  or  information  sup- 
plied the  SBE  by  assessors). 

Ratio  of  assessed  value  of  exemptions  to 
total  assessed  value  of  locally  assessed  prop- 
erty, in  percent. 

Ratio  of  assessed  value  of  exemptions  to 
total  assessed  value  of  locally  assessed  and 
state  assessed  properties,  in  percent. 

Average  tax  rate  as  shown  in  SBE  Annual 
Report. 

Average  tax  rate  if  the  levies  had  remained 
the  same  and  exemptions  had  not  been 
granted. 

Difference  between  the  published  average 
tax  rate  and  the  one  computed  in  column  10 
(column  11  —  column  10). 

Tax  on  exemptions  is  computed  by  assuming 
the  average  tax  rate  applicable  to  non-ex- 
empt properties  had  been  applied  to  exempt 
properties  in  thousands  (column  6  X  col- 
umn 9). 


13  Share  that  the  hypothetical  tax  on  exemp- 
tions (column  12)  would  represent  of  total 
taxes  levied  as  percent. 

14  Change  in  number  of  exemptions  from  pre- 
vious 3^ear. 

15  Relative  change  in  number  of  exemptions 
from  previous  j^ear,  in  percent. 

16  Change  in  assessed  value  of  exempt  prop- 
erties from  previoi;s  year. 

17  Change  in  assessed  value  of  exempt  proper- 
ties from  previous  year,  in  percent. 

18  Change  in  net  assessed  value  after  granting 
exemptions,  from  previous  year,  in  thou- 
sands. 

19  Change  in  net  total  as,sessed  value  after' 
granting  exemptions,  from  previous  year, 
expressed  as  percent. 

20  Change  in  gross  assessed  value  had  the 
exemptions  not  been  granted,  from  previous 
year,  //)  thousands. 

21  Percentage  change  in  gross  asses.sed  value 
had  the  exemptions  not  been  granted,  from 
the  previous  year. 

22  Change  in  actual  levies  from  the  previous 
year,  in  thousands. 

23  Percentage  change  in  actual  levies  from  the 
previous  year. 

24  Change  in  hypothetical  levies  had  the  aver- 
age tax  rate  been  applied  to  exempt  prop- 
erties, from  previous  year,  in  thousands. 

25  Percentage  change  in  hypothetical  levies  had 
the  average  tax  rate  applied  to  exempt  prop- 
erties, from  previous  year,  in  thousands. 
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METHODOLOGY 

The  basis  for  the  property  sainpU'  developed  for 
this  study  of  California's  iiioome  and  property  tax 
distribution  is  the  California  State  Board  of  Equaliz- 
ation's annual  sample  of  property  values  for  inter- 
county  eciualization  purposes. 

In  the  fulfillment  of  its  equalization  functions,  the 
Board  of  Equalization  each  year  develops  a  property 
sample  which  includes  approximately  one-third  of 
the  counties  in  California.  In  each  county  selected,  the 
board  stratifies  the  assessor 's  tax  roll  by  assessed  prop- 
erty value  as  entered  in  the  tax  roll.  Sampling  ratios 
are  then  determined  for  each  assessed-value  stratum 
with  a  view  toward  maintaining  between  strata  a  uni- 
form probable  sampling  error.  Once  these  sampling 
ratios  are  established,  a  random  sample  of  properties 
is  drawn.  Each  of  the  properties  comprising  the  sam- 
ple is  subsequently  appraised  in  the  field  by  profes- 
sional appraisers  on  the  board's  statf.  This  sampling 
procedure  is  repeated  each  year  with  a  different  group 
of  counties,  thus  putting  the  entire  state  on  an  ap- 
proximate three-year  sampling  cycle.'  The  Board  of 
Equalization  is  able  to  construct  estimates  of  market 
value  and  assessment  ratios  throughout  the  state  for 
any  year  by  expanding  these  samples.  The  statistical 
procedures  used  are  subjected  to  continuing  scrutiny 
from  the  inside  by  the  staff  of  the  Board  of  Equaliza- 
tion. Because  it  represents  a  relatively  ambitious  at- 
tempt in  intercounty  equalization,-  it  has  also  been 
subjected  to  critical  review  from  outside  the  board. ^ 


1  General  procedures  of  the  board  in  this  sampling-and-equaliza- 
tion  process  have  been  described  at  some  length  by  one  of 
the  officials  responsible  for  developing  the  system.  See  the 
following  by  Ronald  B.  Welch :  "Some  Observations  on 
Assessment  Ratio  Measurement,"  National  Tax  Journal, 
Vol.  XVI,  No.  1  (March  1964),  pp.  13-21;  "Intercounty 
Equalization  in  California,  Part  1  :  The  Mechanics,"  Na- 
tional Tax  Journal,  Vol.  X,  No.  1,  (March  1957),  pp.  57-66; 
"Intercounty  Equalization  in  California,  Part  2  :  Action  and 
Reaction,"  National  Tax  Journal,  Vol.  X.  No.  2  (June  1957), 
pp.  14S-157:  "Sampling  for  Intercounty  Equalization  Pur- 
poses," Sacramento,  State  Board  of  Equalization,  1962 
(processed)  ;  "  'Trending'  for  Intercounty  Equalization 
Purposes,"  a  paper  prepared  for  delivery  at  the  Property 
and  Business  Taxes  Management  Conference  of  the  'T'hird 
Equalization  District,  California  State  Board  of  Eciualiza- 
tion, September  28,  1961.  See  also  the  Ad\'isory  Commission 
on  Intergovernmental  Relations.  The  Role  of  the  States  in 
Strenythening   the  Property   Tax,  Vol.   2,   pp.    10-19. 

-  A  good  general  description  of  property  tax  administration  in 
California,  including  a  somewhat  limited  discussion  of  State 
Board  of  Equalization  sampling  and  trending  procedures, 
can  be  found  in  Advisory  Commission  on  Intergovernmental 
Relations,  The  Role  of  the  States  in  Strenytheninrj  the  Prop- 
erty Tax.  Vol.  2  (W^ashington,  D.C. :  U.S.  Government 
Printing  Office,    1963),  pp.    10-19. 

3  George  M.  Kuznets,  "Review  of  Statistical  Procedures  Used  by 
the  State  Board  of  Equalization  in  Determining  County 
Assessment  Ratios  for  Locally  Assessable  Property,"  Report 
to  the  Joint  Committee  on  Assessment  Practices,  February 
1959,  reprinted  as  Appendix  D  to  the  Final  Report  of  the 
Joint  Interim  Committee  on  Assessment  Practices  to  the 
California  Legislature    (Sacramento,   May    1959),   pp.    66-96. 


Adaptation  of  the  Sample 

The  sample  as  it  is  described  in  the  sources  cited 
above  has  been  developed  in  connection  with  the  work 
of  the  State  Board  of  Equalization  in  property  tax 
equalization.  It  was  necessary  to  modify  the  sample 
in  several  ways  in  order  to  use  it  in  the  present  study, 
however,  since  the  emphasis  here  was  to  be  upon 
establishing  a  relationship  between  property  tax  paid 
and  income  received.  For  a  number  of  reasons  it  was 
decided  that  the  final  sample,  including  data  on  both 
incomes  and  property,  should  be  limited  to  owner- 
occupied  dwellings.  In  addition  to  technical  factors 
making  such  a  limitation  necessary,  it  is  here  that  the 
relationship  between  income  and  property  tax  inci- 
dence is  most  firm.  Accordingly,  it  was  the  items  from 
the  Board  of  Equalization's  sample  dealing  with  sin- 
gle-family private  residences  which  were  selected  for 
further  study. 

A  number  of  sample  items  had  to  be  eliminated 
from  the  sample  in  the  process  of  matching  property 
tax  data  with  information  on  the  homeowner's  in- 
come. The  reasons  for  these  deletions  were  several, 
and  their  elTect  is  difficult  to  evaluate.  For  each  item 
taken  from  the  Equalization  Board's  property  sample, 
the  files  of  the  Franchise  Tax  Board  were  searched 
for  a  tax  return  with  name  and  address  correspond- 
ing to  the  owner  of  record  for  property  tax  purposes. 
If  no  matching  tax  return  could  be  found,  the  item 
was  dropped.  One  reason  for  the  inability  to  find 
matching  tax  return  information,  of  course,  is  that 
some  homeowners  fail  to  meet  California  state  filing 
requirements  for  the  income  tax  ($5,000  gross  or 
$3,000  net  income,  or  $1,500  net  income  for  single 
persons).  In  this  case,  the  failure  to  locate  tax  return 
information  was  in  itself  significant  income  distribu- 
tion information.  But  there  were  also  a  number  of 
other  and  less  relevant  conditions  that  would  lead  to 
the  same  circumstance,  such  as  those  in  which  different 
names  are  u.sed  for  property  ownership  and  income 
tax  purposes.  In  a  number  of  cases,  the  property  con- 
cerned was  not  occupied  by  its  owner,  but  was  rented 
or  standing  vacant.  Most  of  these  cases  were  impos- 
sible to  separate  from  those  in  which  owner-occupants 
failed  to  meet  state  filing  reciuirements.  Because  of 
this  inability  and  the  irrelevance  of  many  contribut- 
ing causes  of  failure  to  find  income  tax  data,  all  of 
those  cases  for  which  no  matching  income  data  could 
be  found  were  rejected  and  dropped  from  the  sample. 

The  Working  Sample 

The  precise  effect  of  the  necessary  modifications  to 
the  property  sample  drawn  by  the  California  State 
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Board  of  Equalization  to  make  it  useful  in  this  study 
are  difificult  or  impossible  to  evaluate.  It  is  useful  to 
take  a  brief  look  at  the  size  and  inelusiveness  of  the 
working  sample. 

The  net  working  sample  consisted  of  3.900  items. 
Each  of  these  items  represented  an  item  drawn  from 
the  Board  of  Equalization  property  sample  and  for 
which  staff  appraisers  from  the  board  had  made  a  field 
appraisal  of  the  property  unit.  Also  recorded  was  the 
assessed  value  for  each  sample  property  from  the  rec- 
ord of  the  individual  county  assessor  concerned.  Also, 
the  adjusted  gross  income  of  each  owner-occupant  was 
recorded  as  shown  in  his  California  state  income  tax 
return  on  file  with  the  Franchi.se  Tax  Board.  For  each 
item,  it  was  necessary  to  keep  rather  close  track  of 
the  relevant  sampling  ratio,  or  expansion  factor;  all 
in  all,  over  500  different  sampling  ratios  were  in- 
volved. Subsequently,  the  proper  ratio  was  applied  to 
each  sample  item  to  expand  the  sample  in  order  to 
approximate  the  universe  from  which  it  was  drawn. 

Expanded  in  this  manner,  the  universe  represented 
by  the  sample  was  determined  to  be  1,719, .560  owner- 
occupied  dwellings.  One  estimate  places  the  total  num- 
ber of  owner-occupied  dwellings  in  California  in  1960 
at  approximately  2.9  million.  ^  An  application  of  this 
estimate  would  suggest  that  the  universe  represented 
by  the  sample  would  account  for  about  60  percent  of 
the  owner-occupied  dwellings  in  California.  It  must  be 
emphasized,  once  again,  that  in  addition  to  location 
problems,  name  confusion,  and  other  sampling  prob- 
lems, the  sample  makes  no  attempt  to  include  property 
owners  who  do  not  file  income  tax  returns. 

The  total  income  of  the  sample  group  expanded  to 
a  total  of  approximately  .$16.1  billion.  The  income 
and  property  sample  was  drawn  to  include  one-third 
of  the  counties  in  each  of  three  years,  and  any  com- 
parison with  a  single-year  aggregate  must  be  consid- 
ered even  rougher  than  usual  (which  is  rough  enough 
in  any  event).  In  the  middle  year  of  the  sample  pe- 
riod, 1961,  the  total  adjusted  gross  income  reported 
for  all  personal  income  tax  returns  in  California 
amounted  to  -$33.7  billion. '  As  expanded  by  indi- 
vidual sampling  ratios,  the  estimated  income  of  $16.1 
billion  in  the  expanded  sample  amounted  to  about 
48  percent  of  this  reported  total  adjusted  gross  income 
for  1961. 

Total  assessed  value  in  the  expanded  sample 
amounted  to  just  over  $7  billion.  This  is  about  one- 
fourth  of  the  assessed  value  of  all  locally  assessed 
property  in  California.  Total  appraised  property 
value  in  the  expanded  sample  amounted  to  $31.9 
billion,  about  24  percent  of  the  estimated  total  mar- 
ket value  of  locally  assessed  real  property  in  the 
state  in  1961. 


The  asse.s.sed  value  and  appraised  value  totals  in 
the  expanded  sample  indicate  an  overall  assessment 
ratio  of  22  percent.  The  average  of  the  annual  state- 
wide ratios  for  the  three  years  involved  is  23.3  per- 
cent. 

Procedures  and  Results 

The  sample  items  were  first  arrayed  in  order  of 
ascending  income.  For  analytical  purposes,  it  was  de- 
cided to  divide  the  expanded  sample  into  deciles  of 
income  receivers,  that  is,  into  10  groups,  each  of  which 
would  contain  10  percent  of  the  income  recipients 
(and  also,  therefore,  pieces  of  property)  in  the  ex- 
panded sample.  To  broaden  the  scope  .somewhat,  a 
second  mode  of  analysis  was  also  adopted,  this  time 
with  the  data  separated  into  ten  groups  containing 
equal  income  flows,  rather  than  equal  numbers  of  re- 
cipients. Accordingly,  the  analysis  was  repeated  with 
the  data  divided  into  deciles  of  income  (still  ranked 
by  size)  in  the  expanded  sample. 

The  information  gleaned  in  the  analysis  of  the  in- 
come and  property  sample  is  summarized  in  Tables 
1  and  2.  Most  of  the  data  given  in  those  two  tables 
are  self-explanatory.  Nonetheless,  it  may  be  worth 
while  going  over  them  briefly  to  prevent  misinterpre- 
tation. 

The  income  range  shown  in  each  case  is  simply  the 
lowest  and  highest  income  falling  within  a  particular 
decile.  The  average  adjusted  gross  income  shown  is 
the  arithmetic  mean  of  incomes  within  that  same 
group.  Average  market  value  refers  to  the  arithmetic 
mean  of  the  appraised  values  as  reported  by  the  State 
Board  of  Equalization  for  property  falling  within  the 
decile  group.  In  the  computation  of  these  means,  the 
two  averages  mentioned  above,  and  those  mentioned 
below,  the  only  weighting  used  was  that  provided  by 
the  sampling  ratios  (the  expansion  factors).  The 
means  reported  are,  therefore,  weighted  by  sampling 
ratio  with  respect  to  the  sample  and  are  unweighted 
with  respect  to  the  expanded  sample  or  estimated  uni- 
verse. 

The  average  assessment  ratios  shown  in  Tables  1 
and  2  are  the  arithmetic  means  (unweighted  with  re- 
spect to  the  expanded  sample)  of  the  individual  ra- 
tios of  the  assessed  values  of  homes  as  found  on  the 
tax  rolls,  and  the  corresponding  market  values  re- 
ported by  State  Board  of  Equalization's  appraisers.^ 

Under  the  average  tax  payment  heading  there  are 
two  groups  of  data  presented.  Those  payments  termed 
"actual"  refer  to  data  generated  on  the  basis  of 
existing  assessment  ratios  and  the  average  countywide 
tax  rates.  The  corresponding  percentages  shown  are 
the  percentages  that  these  dollar  payments  would  rep- 
resent  of   the   average   income   shown   for   the   same 


•U.S.  Bureau  of  the  Census.  Statistical  Abstract  o/  the  U.S., 
196i,  p.  756. 

^Annual  Report  from  the  Franchise  Tax  Board,  196S  (Sacra- 
mento, 1964).  p.  6. 


0  Note  that  this  figure  is  the  mean  of  the  ratios  and  not  the 
ratio  of  the  means.  Combining  average  market  values  and 
average  as.sessment  ratios  tor  any  one  class  will  not,  there- 
fore, yield  with  any  accuracy  the  average  assessed  value 
for  homes  within  the  group. 
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Table   1 

CHARACTERISTICS  OF   INCOME  AND  TAXABLE    PROPERTY   DISTRIBUTION   OF  CALIFORNIA 

HOMEOWNERS,   1960-1962' 


Average  tax  payment 

Average 

Share  of  total 

Share  of 

total  property  taxes 

Average 

assessment 

Actual  d 

Hypothetical-^ 

property 

Share  of 

paid  by  group 

market 

ratio  on 

(market) 

total 

value 
of 

homes  owned 
within 

Percent  of 

Percent  of 

value  owned 
in  this  class 

income 
received 

Actual J 

increasing 

Hypothetical  1 

income 

Range 

Average 

home-^ 

class 

Dollars 

income 

Dollars 

mcome 

(percent) 

(percent) 

(percent) 

(percent) 

Lowest  10 
percent 

t       0-  4,228 

J2.815 

114,246 

22.5 

$243 

8.6 

$276 

9.8 

7.8 

3.1 

7.8 

7.7 

2nd  10  percent 

4,229-  5,445 

4,918 

14,459 

20.6 

239 

4.9 

280 

5.7 

7.6 

5.1 

7.4 

7.6 

3rd  10  percent 

5,446-  6,288 

5,933 

13,849 

23.2 

245 

4.1 

270 

4.6 

7.6 

6.5 

7.9 

7.6 

Jth  10  percent 

6,289-  7,179 

6.732 

15,776 

21.6 

262 

3.9 

305 

4.5 

8.4 

7.1 

8.1 

8.3 

5th  10  percent 

7,180-  7.904 

7.547 

16,613 

22.3 

284 

3.8 

323 

4.3 

8.9 

8.1 

9.0 

8.9 

6th  10  percent 

7,905-  8,806 

8,319 

16.917 

22.0 

290 

3.5 

333 

4.0 

9.6 

8.9 

9.1 

9.2 

7th  10  percent 

8,807-  9.844 

9.326 

18.657 

22.3 

321 

3.4 

362 

3.9 

9.8 

10.2 

10.3 

10.2 

8th  10  percent 

9,845-11.580 

10.668 

18.958 

21.5 

319 

3.0 

370 

3.5 

10.0 

11.2 

9.9 

10.0 

9th  10  percent 

11.581-14,242 

12.616 

23,706 

22.4 

409 

3.2 

461 

3.7 

12.8 

13.5 

12.9 

12.8 

10th  10  percent 

Over  14,242 

24.771 

32,673 

21.9 

560 

2,3 

639 

2.6 

17.5 

26.4 

17.6 

17.6 

»  Only  those  homeowners  are  included  which  filed  California  state  income  tax  returns.  For  methodology,  see  text. 

b  As  defined  in  the  California  State  Income  Tax  Law. 

<^  As  determined  by  California  State  Board  of  Equalization  appraisals. 

**  Based  on  assessed  value  and  individual  countywide  average  tax  rates. 

«^  Based  on  appraised  values,  an  assumed  uniform  25  percent  assessment  ratio,  and  individual  countywide  tax  rates. 

SOURCE:  Original  data.  For  methodology,  see  text. 

Table  2 


CALIFORNIA   INCOME   FLOW; 


CHARACTERISTICS  OF    INCOME   AND  TAXABLE   PROPERTY 
DISTRIBUTION,  1960-1962" 


Income  flow: 

Average  tax  payment 

Average 

Share  of  total 

Percent 
of  all 

Share  of 

homeowner 

total  property  taxes 

income  with 

Average 

assessment 

Actual^ 

Hypothetical  • 

property 

income 

paid  by  group 

Adjusted  gross  income*' 

market 

value 

of 

ratio  on 

homes  owned 

within 

(market) 
value  owned 
in  this  class 

receivers 
in  this 
group 

Percent  of 

Percent  of 

Actual  "1 

increasing  income 

Hypothetical  "^ 

(income  deciles) 

Range 

Average 

home*^ 

class 

Dollars 

income 

Dollars 

income 

(percent) 

(percent) 

(percent) 

(percent) 

1st  10  percent 

$       0-  5,757 

$4,090 

$14,366 

21.6 

$242 

5.9 

$278 

6.8 

17.9 

23.1 

17.7 

17.8 

2nd  10  percent 

5,758-  6,958 

6.362 

14,833 

22.7 

255 

4.0 

287 

4.5 

11.7 

14.6 

11.8 

11.6 

3rd  10  percent 

6,959-  7,929 

7.471 

16,352 

22.0 

277 

3.7 

319 

4.3 

11.0 

12.4 

10.1 

11.0 

4th  10  percent 

7,930-  8,887 

8.393 

17,502 

22.3 

306 

3.6 

343 

4.1 

10.5 

11.1 

10.8 

10.6 

5th  10  percent 

8,888-10.118 

9,461 

18,189 

22.0 

307 

3.2 

354 

3.7 

9.7 

9.9 

10.4 

9.7 

6th  10  percent 

10.119-11,566 

10,740 

18,996 

21.5 

319 

3.0 

369 

3.4 

8.9 

8.7 

8.8 

8.9 

7th  10  percent 

11,567-13,085 

12,280 

23,672 

22.4 

411 

3.3 

461 

3.8 

9.7 

7.6 

9.9 

9.7 

8th  10  percent 

13,086-17,170 

14,844 

25,472 

22.1 

437 

2.9 

496 

3.3 

8.7 

6.3 

8.7 

8.7 

9th  10  iiercent 

17.171-29.714 

21,866 

28,875 

21.6 

479 

2.2 

565 

2.6 

6.7 

4.3 

6.5 

6.7 

10th  10  percent 

Over  29.714 

50.305 

53,980 

22.2 

952 

1.9 

1056 

2.1 

5.4 

1.9 

5.6 

5.4 

»  Only  those  homeowners  are  included  which  filed  California  state  income  tax  returns.  For  methodology,  see  t«xt. 

b  As  defined  in  the  California  State  Income  Tax  Law. 

'  As  determined  by  California  State  Board  of  Equalization  appraisals. 

d  Based  on  assessed  value  and  individual  countywide  average  tax  rates. 

•^  Based  on  appraised  values,  an  assumed  uniform  25  percent  assessment  ratio,  and  individual  countywide  tax  rates. 

SOURCE:  Original  data.  For  methodology,  see  text. 


group ;  it  is,  therefore,  the  ratio  of  the  means.  The 
"hypothetical"  tax  payments  shown  refer  to  the  pay- 
ments that  would  have  been  made  if  all  property 
owners  had  been  assessed  a  uniform  25  percent  of 
appraised  values  as  reported  by  the  State  Board  of 
Equalization. 

The  State  Board  of  Equalization  draws  its  sample 
at  random  with  respect  to  property  types  and  values. 
A  question  thus  arises  as  to  the  appropriateness  of 
using  this  sample  selected  with  regard  to  property 
values  to  deal  with  income  characteristics — specifi- 
eally,  to  generate  the  distribution  of  income  for  home- 
owners. Ideally,  an  attempt  to  determine  this  income 
distribution  would  be  approached  directly  by  sam- 
pling on  the  basis  of  income  characteristics. 

The  validity  of  using  the  property-related  sample 
to  estimate  income  distribution  can  be  tested  by  de- 


termining the  degree  of  linearity  between  income  it- 
self and  the  share  of  income  representing  property 
tax  payments.  As  was  to  be  expected,  the  relationship 
which  emerges  between  income  and  tax  payments  as 
a  relative  share  is  an  inverse  one.  That  is,  as  income 
rises,  so  also  do  property  tax  payments  in  absolute 
dollar  terms;  but  as  income  gets  higher,  those  pay- 
ments represent  a  declining  relative  share  of  income. 
The  coefficient  of  correlation  of  this  linear  relation- 
ship is  not  large,  but  is  significant.  Thus  the  property 
distribution  may  be  converted  into  an  income  dis- 
tribution through  the  use  of  a  linear  transformation, 
with  apparent  validity  for  the  income  distribution  so 
generated.  This  conclusion  is  further  buttressed  by 
the  close  approximation  of  the  homeowner  income 
distribution  derived  to  that  for  all  income-tax  payers 
implicit  in  the  data  compiled  by  the  California  State 
Franchise  Tax  Board. 


APPENDIX  E 

PROPERTY  AND  OTHER  TAX  RELATIONSHIPS: 
CALIFORNIA  AND  OTHER  STATES 


Table  1 :  Property  Tax  Revenue  in  Relation  to  Selected  Other  Revenue  Items 
for  State  and  Local  Governments,  by  States:  1962. 

Table  2 :  Property  Tax  Revenue  of  State  and  Local  Governments  in  Relation 
to  Personal  Income,  by  States:  1962. 
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Table  4 :  Ranking  of  States  According  to  Per  Capita  Amounts  of  Selected 
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Items  of  State  and  Local  Government  Finances :   1962. 

Table  6 :  Selected  Data  Concerning  Average  of  Local  General  Property  Taxes 
Applicable  to  Locally  Assessed  Real  Property,  by  States :  1957  and 
1962. 

Table  7 :  Ranking  of  States  According  to  the  Relation  to  Personal  Income  of 
Selected  Items  of  State  and  Local  Government  Finances:   1962. 

Table  8 :  Local  Nonproperty  Taxes  as  Percent  of  Total  Local  Taxes,  1960. 

Table  9 :  Countywide  Per  Capita  Nonproperty  Tax  Revenues  of  All  Local  Gov- 
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PROPERTY  TAX    REVENUE   IN 

Table   1 

RELATION   TO   SELECTED   OTHER    REVENUE    ITEMS   FOR  STATE 
LOCAL  GOVERNMENTS   BY  STATES:   1962 

AND 

State 

Revenue  Irom  all  property  taxes  (general  and  special) 
as  a  percent  of — 

Revenue  from  general  property  taxes 
as  a  percent  of— 

Total  general  revenue 

Total  tax  revenue 

Nonproperty 

tax  revenue 

of  State 

and  local 

governments 

Total  general  revenue 

Total  tax  revenue 

State 
and 
local 
govern- 
ments 

State 

Local 
govern- 
ments 

State 
and 
local 
govern- 
ments 

State 

Local 
govern- 
ments 

State 
and 
local 
govern- 
ments 

State 

Local 
govern- 
ments 

State 
and 
local 
govern- 
ments 

State 

Local 
govern- 
ments 

Unitpd  States                                          

32.7 

11.6 
8.8 
31.9 
17.2 
36.2 

32.1 
41.2 
14.7 
23.3 

28.7 

19.9 
10.3 
30.5 
41.2 
40.5 

41.2 
40.2 
19.4 
13.8 
39.0 

30.4 
47.8 
36.2 
39.0 
18.5 

29.7 
36.3 
46.6 
20.3 
44.2 

50.3 
13.7 
35.1 
19.2 

31.4 

36.6 
19.0 
30.0 
26.2 
37.0 

15.8 
35.7 
21.6 
30.7 
29.3 

28.4 
23.7 
20.5 
18.4 
41.8 
27.0 

2.1 

2.9 
0.1 
9.5 
0.1 

3.8 

1.8 
(') 
0.2 

"2^8 

0.2 

2^5 
0.1 
1.0 

0.9 
2.6 
3.6 
2.0 
1.3 

2.7 
(') 
4.0 
3.9 
1.2 

0.9 
4.9 
15.4 
2.4 
1.9 

0.3 
3.8 
0.1 
1.8 
1.9 

2.9 

"{') 
0.1 

0.3 
(') 
(') 
2.7 
5.2 

0.4 
2.7 
4.8 
0.1 
5.4 
7.5 

48.0 

18.0 
28.9 
44.3 
36.3 
47.2 

47.5 
71.0 
30.8 
23.3 
42.0 

34.2 
30.0 
62.0 
59.4 
59.0 

61.9 
57.8 
34.2 
26.0 
73.8 

41.3 
64.5 
51.7 
52.9 
30.2 

49.8 
62.5 
57.4 
33.6 
78.4 

67.4 
22.0 

44.7 
30.1 

58.7 

49.5 
40.6 
51.3 
43.5 
67.0 

31.5 
70.6 
36.3 
48.1 
45.2 

70.9 
38.2 
30.0 
40.7 
50.0 
43.6 

45.9 

20.3 
22.9 
47.7 
28.3 
50.2 

47.7 
53.6 
20.5 
37.0 
41.2 

31.8 
16.0 
48.6 
53.4 
56.2 

56.6 
56.1 
30.3 
22.6 
62.8 

41.7 
60.6 
49.3 
54.9 
29.9 

42.6 
56.8 
70.6 
32.7 
63.6 

64.7 
25.2 
44.4 

27.9 
52.8 

51.7 
31.2 
47.4 
34.7 

47.8 

24.3 
58.4 
33.3 
45.3 
44.1 

46.2 
35.9 
30.9 
27.2 
55.6 
53.4 

3.1 

4.9 
0.2 
15.2 
0.2 
6.8 

3.1 
(') 
0.2 

3.9 

0.4 

4.5 

0.1 
1.7 

1.5 
4.1 
5.7 
3.3 
2.2 

3.7 
0.1 
5.7 
6.1 
2.0 

1.4 
9.6 
30.2 
3.8 
3.8 

0.6 
7.1 
0.2 
2.5 
4.1 

4.5 

' '{') 
0.1 

0.5 

(') 
(') 
4.1 
8.8 

0.7 
4.3 
7.0 
0.1 

7.9 
18.4 

87.7 

55.6 
75.0 
90.8 
92.3 
88.1 

91.1 
99.2 
93.7 
37.0 
83.4 

88.3 
67.0 
97.6 
88.7 
99.4 

98.6 
97.0 
78.7 
77.7 
98.3 

91.2 
98.7 
98.8 
97.2 
80.6 

80.6 
94.4 
92.3 
75.1 
98.6 

90.4 
74.8 
77.3 
96.4 
96.5 

90.4 
96.1 
96.6 
75.1 
98.2 

93.0 
93.1 
88.2 
92.9 
90.1 

97.2 
79.1 
83.6 
88.7 
98.2 
93.9 

84.7 

25.4 
29.7 
91.3 
39.4 
100.6 

91.2 
115.4 
25.8 
58.8 
69.9 

46.7 
19.0 
94.4 
114.8 
128.5 

130.1 
127.6 
43.5 
29.2 
111.9 

71.5 
153.6 

97.3 
121.6 

42.6 

74.3 
131.4 
239.4 

48.6 
174.8 

183.3 
33.7 
79.7 
38.7 

112.0 

107.0 
45.3 
90.2 
53.1 
91.7 

32.1 
140.2 
49.9 
82.9 
79.0 

82.4 
56.1 
44.6 
37.4 
125.3 
114.6 

31.7 

11.6 
8.8 
29.2 
17.1 
34.2 

29.9 
41.2 
14.6 
23.3 
27.2 

19.7 
10.3 
30.5 
41.1 
39.5 

40.4 
39.9 
17.0 
13.8 
36.3 

30.1 
42.7 
33.9 
38.9 
18.6 

29.7 
36.3 
45.1 
20.3 
41.0 

50.0 
13.7 
35.1 
18.0 
31.4 

34.1 

18.6 
30.0 
26.6 
36.4 

15.8 
35.4 
21.6 
30.7 
29.3 

28.2 
21.9 
18.3 
18.4 
39.3 
24.3 

0.9 

2.9 
0.1 

8.3 

(') 

1.6 

'(') 

0.2 

"2'5 
(') 
0.1 

0.9 
2.2 
0.3 
2.0 
1.1 

2.7 

3^7 
1.2 

0.9 
4.9 
14.6 
2.4 
{') 

3^8 
0.1 

i's 

0.4 

0.3 
(') 
(') 
2.7 
5.2 

(') 

'i;6 

0.1 
0.6 
7.4 

47.4 

18.0 
28.9 
41.1 
36.3 
47.1 

44.3 
71.0 
30.8 
23.3 
42.0 

33.8 
30.0 
52.0 
69.4 
68.2 

60.7 
57.6 
33.7 
26.0 
68.8 

40.9 
67.7 
61.7 
62.9 
30.2 

49.8 
62.5 
55.8 
33.6 
74.3 

67.1 
22.0 
44.7 
30.1 
58.7 

47.8 
39.7 
51.3 
42.6 
65.8 

31.5 
70.2 
36.3 
48.1 
45.2 

70.9 
37.9 
30.0 
40.7 
60.0 
38.5 

44.4 

20.3 
22.9 
43.8 
28.1 
47.4 

44.3 
53.6 
20.3 
37.0 
39.1 

31.5 
16.0 
48.5 
63.4 
54.9 

55.4 
55.6 
26.5 
22.6 
49.2 

41.3 
54.2 
46.3 
54.8 
29.9 

42.6 
66.8 
68.4 
,32.7 
69.0 

54.3 
26.2 
44.4 
26.1 
52.8 

48.2 
30.5 
47.4 
33.9 
47.0 

24.3 
58.0 
33.3 
45.3 
44.1 

44.8 
33.2 
27.6 
27.2 
52.3 
48.2 

1.3 

4.9 
0.2 
13.3 
0.1 

2.6 

'"(') 
0.4 

4^5 

(') 
0.2 

1.5 
3.4 
0.5 
3.3 
1.8 

3.7 

5^9 
2.0 

1.4 

9.6 

28.6 

3.8 

(') 

7J 
0.2 

4'o 

0.6 

0.5 
(') 
(') 
4.1 
8.8 

0.1 

'2!2 
0.1 
0.9 

18.0 

86.7 

55.6 

Alaska         

76.0 

84.2 

92.3 

87.9 

84.8 

99.2 

93.7 

37.0 

Florida                                                 

83.4 

87.4 

67.0 

97.6 

88.7 

98.2 

96.7 

96.6 

77.6 

77.7 

91.8 

90.3 

88.3 

98.8 

97.2 

80.6 

80.6 

94.4 

89.8 

76.1 

93.6 

90.1 

74.8 

New  York 

77.3 

96.4 

96.5 

87.1 

93.1 

73.6 

South  Carolina 

93.0 
92.6 

92.9 

Utah                                          

97.2 

78.4 

Washington 

88.7 
98.2 

1  Less  than  0.05  percent. 

Source:  U.S.  Bureau  of  the  Census.  Property  Taxation  in  !96S,  State  and  Local  Government  Special  Studies  No.  47,  Nov.,  1964,  p.  15. 
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Table  2 

PROPERTY  TAX  REVENUE  OF  STATE  AND  LOCAL  GOVERNMENTS 

BY  STATES:  1962 


IN  RELATION  TO  PERSONAL  INCOME, 


SUte 


All  property  taxes  (general  and 
special)  per  11,000  personal  income 


SUteand 

local 

governments 


State 


Local 
governments 


General  property  taxes 
per  $1,000  personal  income 


Suteand 

local 

governments 


State 


Local 
goremmeots 


Exhibit  daU 


Personal  income, 
calendar  1962 


Amoont 

(millions  of 

dollan)> 


Per 


Estimated 
popuUuoo 

Jttly  1,  1962> 
(in  thousands) 


United  States... 

Alabama 

.Alaska 

Arizona 

Arkansas 

C^alifomia 

Colorado 

Connecticut 

Delaware 

District  of 

Columbia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

ITanaag 

S^itucky 

Louisiana 

Maine 

Mar>'land 

Massachusetts — 

Michigan 

Minnesota 

Mississippi 

Mi^ouri 

Montana 

Nebraska 

Nevada 

New  Hampshire.. 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

.North  DakoU 

Ohio. 

Oklahoma 

Oregon 

Penns>ivania 

Rhode  Island 

South  Carolina... 

Sooth  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


43.33 

16.84 
18.29 
49.49 
26.27 
S2.4S 

50.21 
43.68 
13.81 

26.84 
39.14 

27.69 
17.45 
48.88 
45.59 

48.32 

59.39 
59.87 
26.80 
26.08 
54.40 

34.75 
60.30 
48.44 
61.35 
32.74 

33.67 
58.81 
56.66 
28.37 
57.27 

54.11 
25.34 
47.43 
25.13 
48.86 

42.38 
30.64 
45.57 
30.14 
44.00 

21.36 
59.67 
28.42 
41.20 
44.93 

53.21 
26.57 
31.37 
25.98 
58.02 
55.39 


1.46 

2.84 
.10 

9.01 
.14 

2.77 


1. 


(•) 


.20 

2~46 
.04 
.63 


1.91 
3.31 
2.83 
1.06 

1.73 
.02 
2.97 
3.18 
1.44 

.52 
4.38 
8.48 
I.% 
1.27 

.13 
5.23 

.09 
1.65 
1.78 

1.65 

"m 

.07 


.32 

(•) 

(>) 

1.99 

5.06 

.45 
1.82 
4.86 

.09 
3.88 
10.25 


41.87 

13.99 
18.19 
40.48 
26.13 
49.67 

48.60 
45.68 
15.67 

26.84 
37.19 

27.49 
17.45 
46.48 
45.54 
47.69 

58.70 
57.96 
23.48 
23.25 
53.34 

33.02 
60.28 
45.47 
58.16 
31.30 

33.14 
54.43 

48.18 
26.40 
56.00 

53.97 
20.11 
47.34 
23.49 
47.09 

40.73 
30.64 
45.57 
30.07 
44.00 

21.04 
59.67 
28.42 
39.20 
39.87 

52.75 
24.75 
26.51 
25.89 
54.14 
45.14 


41.97 

16.81 
18.29 
45.39 
26.16 
49.56 

46.63 
45.68 
15.67 

26.84 
37.19 

27.40 
17.45 
48.86 
45.54 
47.15 

58.20 
59.33 
23.47 
26.08 
50.63 

34.40 
53.93 
45.47 
61.21 
32.74 

33.67 
58.81 
54.92 
28.37 
53.13 

53.77 
25.34 
47.43 
23.49 
48.82 

39.51 
29.98 
45.57 
29.49 
43.23 

21.36 
59.30 
28.42 
41.20 
44.93 

52.79 
24.56 
28.08 
25.98 
54.56 
49.95 


.60 

2.82 
.10 

7.84 
.03 


.01 
.20 

2~38 

(• 
.07 

.67 
1.61 

.30 
2.83 

.86 

1.73 


(•) 


3.05 
1.44 

.52 
4.38 
8.03 
1.96 

.01 


3.23 
.09 


1.73 
.24 


.32 

(•) 

(•) 

1.99 

3.06 

.04 

i"57 

.09 

.42 

10.03 


41.37 

13.99 
18.19 
37.55 
28.13 
49.56 

45.28 
45.68 
15.67 

26.84 
37.19 

27.20 
17.45 
46.48 
45.54 
47.09 

57.53 

57.73 
23.17 
23.25 
49.77 

32.68 
53.93 
45.47 
58.16 
31.30 

33.14 
54.43 

46.89 
26.40 
53  13 

53.77 
20.11 
47.34 
23.49 
47.09 

39.27 
29.98 
45.57 
29.49 
43.23 

21.04 
59.30 
28.42 
39.20 
39.87 

52.75 
24.56 
26.51 
25.89 
54.14 
39.93 


439,661 

5,261 

656 

3,164 

2,742 

49,187 

4.520 
8.023 
1,455 

2,524 
11,158 

7,213 
1,593 
1,355 
28,859 
11,068 

6.078 
4,856 
5,276 
5,678 
1,915 

8,562 
14,290 
19,307 
7,770 
2,889 

10362 
1,565 
3369 
1.098 
U94 

18,032 
1360 

50,985 
8.195 
1,459 

24,156 
4,664 
4349 

26,887 
2,052 

3,763 
1,489 
6,185 
20361 
2,015 

782 
8.428 
7.471 
3,210 
9341 

790 


2366 

1386 
2,711 
2,129 
1,489 
2.888 

2388 
3.056 
3.116 

3,199 
2.053 

1,767 
2,299 
1,936 
2358 
2374 

2.191 
2.192 
1,711 
1,684 
1,958 

'2,648 
2,714 
2.40S 
2345 
1378 

2,401 
2345 
2330 
3,137 
2341 

2,837 
1,866 
2,914 
1,742 
2305 

2,406 
1.905 
2,407 
2362 
2337 

1,537 
2,065 
1,694 
2,012 
2,133 

2,021 
1,984 
2,482 
1,787 
2324 
2380 


185322 

3317 
242 
1,486 
1342 
17,029 

1,893 

2,625 

467 


5,434 

4,083 

693 

700 

10,098 

4,663 

2.774 
2315 
3,084 
3371 

978 

3333 
5.188 
8.029 
3,461 
2,261 

4316 
697 

1,446 
330 
622 

6357 

997 

17,498 

4,704 

633 

10.038 
2,448 
1,807 

11.382 

878 

2.448 

721 

3,652 

10,122 

958 

387 
4348 
3,010 
1.796 
4,019 

332 


Note:  Because  of  rounding,  detail  may  not  add  to  totals. 

*  U.S.  Department  of  Commerce.  Surwy  ofCiirrent  Busine$s,  August  1963. 

'  Bureau  of  the  Onsus.  Currmt  PojndatUm  RtporU.  Series  P-25rNo.  259,  November  26.  1962. 

'  Less  than  0.005. 

SOURCE:  U.S.  Bureau  of  the  Census,  Property  Taialion  in  1961.  State  and  Local  Government  Special  Studies  No.  47,  Nov..  1962.  p.  17. 
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Table  3 
RANKING  OF  STATE  AREAS  ACCORDING  TO  SELECTED   MEASURES  OF  PROPERTY  TAXES:    1962 


Per  capita  revenue 
from  property  taxes 
(general  and  special) 

Per  capita  general 
property  tax  revenue 

Property  taxes 

(general  and  special) 

per  $1,000  personal  income 

Percent  of  all 

general  revenue 

provided  by  property  taxes 

(general  and  special) 

Percent  of  all  tax 
revenue  provided  by 

property  taxes 
(general  and  special) 

Slal« 

State  and 

local 

governments 

Local 

governments 

only 

State  and 

local 

governments 

Local 

governments 

only 

State  and 

local 

governments 

Local 

governments 

only 

State  and 

local 

governments 

Local 

governments 

only 

State  and 

local 

governments 

Local 

governments 

only 

Alabama 

51 
38 
23 
49 
3 

16 
4 
39 
30 
33 

40 
48 
26 
12 
18 

13 
11 
44 
45 

22 

28 
1 

17 
6 

47 

32 

8 

9 

29 

14 

2 

42 

5 

46 

19 

25 
36 
20 
35 
24 

50 
15 
41 
31 
27 

21 
37 
34 

43 

10 

51 

37 
27 
48 
3 

14 
4 
39 
28 
33 

40 
45 
25 

15 

8 

9 

44 

47 

22 

26 
1 

18 
6 

46 

31 
13 
16 
30 
11 

2 
49 

5 
43 
19 

24 
36 
17 
34 
23 

50 
12 
41 
32 
29 

21 
38 
35 
42 
10 
20 

51 
37 
24 
49 
3 

18 
4 
38 
30 
33 

40 
48 
28 
8 
17 

11 
9 
47 
44 
23 

28 
2 

20 
6 

45 

32 
7 
10 
29 
14 

1 
42 

5 
46 
16 

25 
36 
19 
35 

22 

50 
13 
41 
31 
27 

21 
39 
34 
43 
12 
15 

51 
37 
30 
48 
3 

19 
4 
38 
27 
33 

41 
44 
25 
7 
14 

9 

8 

46 

47 

22 

26 
2 

16 
6 

45 

31 
12 
17 
29 
13 

1 
49 

5 
43 
18 

24 
36 
15 
34 

21 

50 
11 
40 
32 
28 

20 
39 
35 
42 
10 
23 

50 
48 
16 
42 
14 

15 
22 
51 
39 
29 

38 
49 
17 
23 
20 

5 
3 

40 
43 

11 

30 
2 

19 
1 

32 

31 
6 
9 

37 
8 

12 
45 
21 
46 
18 

27 
34 
24 
35 
26 

47 
4 
36 
28 
25 

13 
41 
33 
44 

10 

51 
48 
26 
40 
12 

13 
19 
50 
37 
29 

36 
49 
18 
21 
15 

3 

5 

44 

45 
10 

31 
1 

22 
4 

32 

30 

7 

14 

39 

6 

9 
47 
16 
43 
17 

25 
33 
20 
34 

24 

46 
2 
35 
28 
27 

11 
42 
38 

41 

8 

23 

49 
51 
21 
44 

16 

20 

8 

46 

34 

29 

38 
50 
24 

7 
9 

6 
10 
39 
47 
11 

25 
2 
17 
12 
42 

27 
15 

3 
37 

4 

1 
48 
19 
40 
22 

14 
41 
26 
32 
13 

45 
18 
35 
23 

28 

30 
33 

36 
43 
5 
31 

51 
47 
28 
37 
25 

24 
3 

42 
49 
31 

39 
45 
17 
U 
12 

10 
14 
38 

48 
2 

32 
8 
18 
10 
43 

21 
9 
15 
40 
1 

6 
50 
27 
44 
13 

22 
34 
19 
30 
6 

41 
5 
36 
23 
26 

4 
35 

46 
33 
20 
29 

50 
47 
22 

42 
18 

23 
12 
49 
32 

31 

37 
51 
20 
13 

8 

9 
40 

48 
16 

30 
4 
19 
11 
41 

29 
6 
1 

36 
3 

2 
45 
27 
43 
15 

17 
38 
24 
34 
21 

46 
5 
35 
25 
28 

26 
33 
39 
44 

10 
14 

50 

Alaska         

47 

28 

24 

36 

Colorado                  

27 

2 

20 

District  of  Columbia 

51 

38 

34 

49 

Idaho                     

10 

32 

5 

13 

42 

Louisiana... 

Maine 

43 

7 

26 

4 

3 

12 

40 

39 

18 

25 

45 

New  Hampshire 

New  Jersey 

6 
29 

48 

44 

16 

North  Dakota 

15 

Ohio 

30 

Oklahoma 

17 

14 

46 

Rhode  Island 

8 

South  Carolina. 

South  Dakota 

22 
21 

Tennessee 

35 

Texas 

23 

Utah 

31 

Vermont 

11 

41 

37 

33 

9 

19 

SOURCE:  U.S.  Bureau  of  the  Census,  Property  Taxation  in  1981.  State  and  Local  Government  Special  Studies  No.  47,  Nov.,  1964,  p.  18. 
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Table  4 

RANKING   OF   STATES  ACCORDING  TO   PER   CAPITA  AMOUNTS  OF   SELECTED    ITEMS  OF  STATE   AND   LOCAL 

GOVERNMENT  FINANCES:   1957 


All 
general 
revenue 

Revenue 

from 

federal 

government 

Tax  revenue 

Charges  and 

miscellaneous 

general 

revenue 

General  expenditure 

State 

Total 

Property 

All 

non  property 

taxes 

General 
sales  and 
gross  re- 
ceipts taxes 

Motor 
vehicle 
licenses 

Education 
total 

State 

institutions 

of  higher 

education 

Local 
schools 

44 
15 

47 
3 

8 

13 
30 
17 
26 
40 

23 
27 
38 
24 

18 

48 
10 
36 
29 
12 

19 
14 
45 
39 

7 

35 

1 

34 

28 
4 

5 
43 
11 
31 
20 

6 
33 
37 
49 
16 

42 
32 
21 
25 
41 

9 
46 
22 

2 

14 

16 

20 

12 

7 

46 
36 
5 
32 
24 

11 
45 
48 
31 
21 

33 
10 
30 
40 
39 

37 
26 
22 
17 
4 

27 
3 

38 
49 

2 

44 
23 
15 
43 

6 

9 
47 
29 
34 

8 

28 
25 
13 
19 
42 

18 
35 
41 

1 

48 

20 

49 

1 

8 

5 

38 
19 
27 
41 

29 
14 
35 
16 
17 

46 
24 
34 
26 
4 

12 
13 
45 
39 
10 

36 
3 
32 
15 
28 

2 
43 
21 
31 
30 

6 
25 
33 
47 
23 

42 
37 
22 
18 
40 

9 
44 
11 

7 

49 
22 
47 
3 
10 

6 
43 
30 
33 

40 

23 
15 
24 
17 
7 

38 
41 

26 
29 

1 

19 
14 
45 
32 
5 

9 
20 
11 

2 
39 

4 
44 
16 
27 
36 

18 
35 
25 
48 
13 

42 
31 
28 
21 
37 

34 
46 
12 

8 

31 

20 

41 

4 

10 

13 
11 
8 
12 
25 

37 
27 
46 
21 
42 

45 
3 
39 
IS 
22 

14 
26 
35 
43 
36 

49 
1 

48 

47 

5 

6 
30 
34 
33 

10 

7 

9 

38 

32 

44 

29 
40 
19 
15 
24 

2 
28 
23 
17 

22 

7 
29 

2 
14 

9 

21 
24 
10 

'8 
16 
11 
23 

12 
31 
35 

4 

\7 
25 

'6 

3 

20 
34 
27 
19 
28 

33 
32 
26 
30 

18 

i5 

36 

1 
5 

13 

47 
30 
31 
27 
25 

41 
23 
24 
13 

43 

9 
11 
26 

3 
19 

44 
49 
22 
29 
45 

20 
12 
42 
21 
15 

34 
6 
48 
16 
10 

28 

39 

8 

14 

7 

4 
35 
37 
46 

5 

33 

18 

40 

2 

32 

38 
36 
17 

1 

31 

9 
42 

8 
10 

33 

6 

47 

13 

26 

19 
37 
29 
27 
23 

43 
5 
45 
25 
38 

20 
11 
36 
46 
12 

24 

2 

34 

28 

1 

17 

39 

4 

22 
14 

15 
40 
49 
35 
16 

41 
18 
21 
44 
30 

7 
48 
32 

3 

45 
3 

47 
2 
9 

14 
12 
49 
33 

36 

24 
30 
17 
15 
16 

46 
20 
42 
27 
34 

6 
11 
48 
38 
10 

29 
13 
32 

28 
4 

18 
39 
23 
25 
19 

7 
35 
43 
37 
21 

44 

26 

8 

22 

40 

5 
41 
31 

1 

34 

7 
26 
12 

2 

40 
22 

XXX 

30 
43 

23 
33 
5 
IS 
18 

42 
21 
36 
32 
48 

1 

14 
39 
44 

8 

20 
16 
24 
45 
3 

47 
31 
13 
35 

9 

11 
46 
41 
38 
17 

37 

28 

4 

19 
29 

10 

27 

25 

6 

47 

3 

49 

1 

13 

8 

14 

45 

Florida                          -- 

35 

36 

Idaho              

27 

22 

26 

18 

16 

46 

23 

42 

20 

25 

11 

9 

48 

34 

12 

33 

15 

38 

17 

7 

New  York                             

6 

39 

North  Dakota 

32 

Ohio                           

19 

24 

5 

30 

Rhode  Island      

43 

37 

South  Dakota 

28 

44 

Texas         

21 

Utah 

10 

31 

41 

4 

40 

29 

2 

XXX  Not  applicable. 

SOURCE:  U.S.  Bureau  of  the  Census.  Compendium  of  Government  Finances.  Vol.  IV,  No.  4  of  the  1962  Census  of  Governments  (Washington,  D.C.,  1964),  p.  71. 
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Table  5 

RANKING   OF  STATES  ACCORDING  TO   PER   CAPITA  AMOUNTS  OF   SELECTED    ITEMS  OF  STATE   AND   LOCAL 

GOVERNMENT   FINANCES:    1962 


State 


All 
general 
revenue 


Revenue 
from  Federal 
Government 


General 
Revenue 
from  own 
sources 


Taxi 


Total 


Property 


All 

non  property 

taxes 


Sales  and  gross  receipts 


Total 


General 


Selective 


Motor 
vehicle 
licenses 


Individual 
income 


Charges  and 

miscellaneous 

general 

revenue 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of 

Columbia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts, . 

Michigan 

Minnesota 

Mississippi 

Missouri. 

Montana. 

Nebraska. 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina. 
North  Dakota. . 

Ohio... 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island. .. 

South  Carolina. 
South  Dakota.. 

Tennessee 

Texas 

Utah 

Vermont. 

Virginia 

Washington 

West  Virginia.. 

Wisconsin 

Wyoming 


45 

1 

20 

46 

4 

9 
18 
19 

10 
35 


28 
26 
34 

27 
21 
44 
25 
38 

31 
15 
24 
14 
48 

39 
12 
33 
3 
32 

30 
17 
5 
47 
13 

36 
29 
11 
40 
37 

51 

16 
49 
41 
22 


42 
23 
2 


18 
1 
19 
20 
17 

15 
40 
46 

4 

47 


11 
43 

48 

33 
32 
26 
14 
30 

37 
34 
41 
29 
27 

23 

8 
31 

6 
22 

51 
7 
50 
45 
16 

44 
12 
10 
49 
35 


5 

28 
36 
13 

3 
42 
21 
24 
39 

2 


49 

1 

22 

50 

3 


U 
12 

23 
31 

43 

32 
19 
30 

21 
18 
45 
29 
40 

26 
10 
17 


41 
15 
36 
4 
38 

20 
25 
2 

44 

13 

33 
35 
14 
34 
37 

51 
27 
48 
39 
28 

24 
46 

6 
42 
16 

5 


51 
24 
23 
49 

2 

7 
5 
13 

19 
34 


35 
11 
30 

21 
17 
45 
36 
32 

22 
3 
16 


37 
IS 
39 
4 
31 

15 

38 

1 

43 

27 

33 
40 
20 
29 
25 

50 
28 
47 
41 
26 

14 
46 
6 
42 
12 
10 


51 

38 
23 
49 
3 

16 
4 
39 

30 
33 

40 

48 
26 
12 

18 

13 
11 
44 
45 
22 

28 
1 

17 
6 

47 

32 

8 

9 

29 

14 

2 
42 

5 
46 
19 

25 
36 
20 
35 
24 

50 
15 
41 
31 

27 

21 
37 
34 
43 
7 
10 


32 

6 
21 
41 


12 
18 
2 

9 
23 

33 
1 

38 
24 
47 

39 
34 
31 
8 
45 

15 

29 
19 
26 
42 

28 
37 
51 
3 
50 

49 
10 
5 
25 
36 

44 
14 
17 
11 
27 


43 
40 
20 

13 
46 
4 
16 
30 
22 


14 

37 


28 
10 
42 

13 
9 

15 
2 

50 
6 

17 

36 
30 
31 
16 
22 

23 
49 
8 
46 
26 

35 
43 
48 
3 
44 

41 
11 
19 
33 
40 

32 
25 
51 
21 
12 

24 
34 
29 
38 
20 

39 
45 
1 
5 
47 
18 


19 
39 

5 
21 

3 

18 
15 

(') 

22 
20 

12 
2 

(') 
7 
9 

30 
16 
25 
24 

28 

32 
CI 
4 
(') 
13 

31 

(') 
(') 
11 
(') 

(') 
8 
23 
33 
37 

34 
35 
42 
17 
27 

29 
36 
26 
38 
10 

(') 
41 
1 
6 
40 
14 


19 

14 
45 
37 
32 


12 
4 


40 
28 
46 

50 
49 
38 
17 
18 

15 
35 
48 
24 
42 

44 
11 
33 
1 
13 

5 
23 
21 
34 
41 

25 

9 

51 

30 


22 
27 
36 
16 
47 

2 
20 

3 
26 
39 
31 


51 

21 
41 
34 
36 

23 
45 
25 

28 
17 

46 
43 
8 
10 
33 

6 
19 
47 
50 
24 

31 
49 
27 
11 
44 

18 
13 
30 
2 
16 

15 
14 
37 
42 
5 

22 

7 

4 

40 

26 

48 
9 
29 
12 
39 

3 
35 
32 
38 
20 

1 


31 
3 
30 
33 
20 

13 

(') 

1 

6 

(') 

28 
6 
II 
(') 
(') 

21 
24 
18 
34 

(') 


(') 

8 

35 

14 
16 

(') 
(') 
36 

38 
23 
2 
17 
29 

32 
26 
4 

22 

(') 

25 

(') 
37 
(') 
19 

10 
15 
(') 
27 
7 
(') 


32 
1 

14 
45 
13 

10 
33 
11 

37 
17 

30 
8 
24 
38 
25 

26 
22 
40 

9 
50 

28 
44 
21 
12 
36 

46 
15 
19 
4 
41 

34 
5 
16 
42 
3 

27 
18 
7 
39 
51 

43 

20 
47 
23 
29 

49 
35 
6 
48 
31 


1  No  such  revenue  in  this  State. 

SOURCE;  U.S.  Bureau  of  the  Census.  Compendium  of  Government  Finances,  Vol.  IV,  No.  4  of  the  1962  Census  of  Governments  (Washington,  D.C.,  1964),  p.  19. 
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Table  6 

SELECTED   DATA   CONCERNING   AVERAGE    RATES   OF    LOCAL  GENERAL   PROPERTY  TAXES  APPLICABLE  TO 
LOCALLY  ASSESSED   REAL   PROPERTY,  BY  STATES:    1957  AND  1962 


State 


Estimated  local  general 
property  tax  revenue 
from  locally  assessed 

real  property 
(millions  of  dollars)' 


Net  assessed  value 
(after  deduction  of 
partial  exemptions)  of 
locally  assessed  real 
property  (millions 
of  dollars)^ 


Indicated  average 
nominal  rate  of  local 
general  property  tax 
applicable  to  locally 
assessed  real  property 
(percent)i 


1962 


1957 


Estimated  market  value 
of  locally  assessed  real 

property,  without 

deduction  for  partial 

exemptions  (billions 

of  dollars)' 


1961 


1956 


Indicated  avera^ 
effective  rate  of  local 
general  property  tax 
applicable  to  locally 
assessed  real  property 
(percent)' 


1962 


1957 


United  States... 

.Alabama* 

Alaska 

Arizona* 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 
Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana* 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska* 

Nevada* 

New  Hampshire 

New  Jersey 

New  Mexico* 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah* 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming* 


14,041.8 


73.2 

42.8 

1,771.7 

147.8 

283.1 

22.8 

59.4 

339.2 

102.2 

27.8 

37.5 

1.026.4 

279.6 

260.5 
160.6 
80.0 
60.4 
73.8 

215.1 
702.4 
639.8 
361.2 
34.8 

236.1 
39.9 

112.5 
17.9 
68.0 

841.7 

17.5 

2,319.1 

128.2 

44.6 

602.2 

78.7 

148.9 

792.8 

70.2 

32.3 

61.4 
135.3 
596.8 

38.5 

35.2 
144.8 
144.4 

40.3 
429.1 

10.4 


9,276.3 

30.4 

(NA) 

31.7 

23.4 

1,032.1 

96.1 

170.8 

13.3 

45.0 

176.2 

64.6 

(NA) 

28.0 

675.8 

175.7 

173.4 
111.2 
65.3 
43.8 
51.2 

143.7 
490.3 
424.3 
233.9 
23.0 

159.0 
30.3 
82.0 
11.0 
45.1 

532.4 

10.8 

1,694.6 

78.8 

34.2 

396.8 
55.2 
100.5 
570.9 
50.0 

21.9 
43.4 
87.3 
400.5 
23.8 

24.1 
96.6 
90.9 
21.9 
282.9 
8.2 


271,419 

1,752 
503 

985 

843 

22.918 

2,664 
7,5C6 
1.235 
2,325 
8,965 

1,685 

1,970 

408 

27,050 

4,270 

3,923 
2,490 
2,711 
1,440 
1,453 

7.053 

9,448 

12,258 

1.806 

460 

5,464 
320 

2,319 
501 

1,199 

8,913 

502 

42.945 

5,966 
441 

18,575 
1,392 
2,299 

15.305 
2,091 

334 

1,481 

3,007 

9,906 

622 

409 
4,878 
2,606 
1,929 
9.535 

302 


202.773 

1,291 

(NA) 

505 

466 

15,504 

2,126 
4,900 
928 
1,949 
3.490 

1,139 

(NA) 

348 

21.600 

3,719 

3,446 
2,282 
2,295 
1,079 
915 

5,222 
7,823 
10,102 
1.590 
379 

4.618 
272 

2,112 
326 
893 

6,224 

388 

33,730 

4,037 
403 

14,150 
1,077 
1,390 

11,951 
1,712 

276 
1.300 
2,221 
7,708 

483 

359 
3,501 
1,884 
1,341 
7,064 

254 


5.2 

2.5 
1.9 
7.4 
5.1 
7.7 

5.5 
3.7 
1.8 
2.6 
3.8 

6.1 
1.4 
9.2 
3.8 

6.5 

6.6 
6.5 
3.0 
4.2 
5.1 

3.0 

7.4 

5.2 

20.0 

7.6 

4.3 
12.5 
4.8 
3.6 
5.7 

9.4 
3.5 
5.4 
2.1 
10.1 

3.2 
5.7 
6.5 
5.2 
3.4 


4.1 
4.5 
6.0 
6.2 


3.0 
5.5 
2.1 
4.5 
3.4 


4.6 

2.4 

(NA) 
6.3 
5.0 
6.7 

4.5 
3.5 
1.4 
2.3 
5.1 

5.7 
(NA) 
8.1 
3.1 
4.7 

5.0 
4.9 
2.8 
4.1 
5.6 

2.8 
6.3 
4.2 
14.7 
6.1 

3.4 
11.1 
3.9 
3.4 
5.1 

8.6 
2.8 
5.0 
2.0 
8.5 

2.8 
5.1 
7.2 
4.8 
2.9 

8.0 
3.3 
3.9 
5.2 
4.9 

6.7 
2.8 
4.8 
1.6 
4.0 


9.4 

(NA) 
8.7 
6.8 

135.3 

11.5 
14.9 
2.3 
4.6 
32.0 

12.7 
4.5 
3.6 
60.5 
23.3 

16.8 
13.5 
10.7 
12.4 
3.4 

15.7 
25.7 
37.6 
18.8 
6.5 

21.9 
4.8 
9.5 
2.5 
3.0 

31.8 
4.2 
94.4 
18.5 
3.1 

63.0 

9.8 

10.5 

47.6 

3.2 

6.2 
3.6 
11.4 
61.4 
4.3 

1.6 
16.9 
18.2 

6.2 
20.4 

1.6 


7.1 
(NA) 
3.8 
5.0 
85.2 

8.3 
10.8 
2.0 
3.8 
19.7 


(NA) 
3.5 
47.2 
19.4 

15.2 
9.6 
7.5 
9.4 


10.8 
17.7 
32.0 
12.3 
4.1 

15.7 
3.4 
7.2 
1.5 
2.3 

23.1 

2.7 

62.1 

12.2 

2.7 

39.3 
7.5 
7.6 

36.8 
2.6 

3.8 
3.0 
8.3 
52.4 
3.3 

1.2 
13.4 
11.4 

4.5 
14.7 

1.5 


1.4 

0.5 

(NA) 
0.8 
0.6 
1.3 

1.3 
1.9 
1.0 
1.3 
1.1 

0.8 
0.6 
1.0 
1.7 


1.5 
1.2 
0.7 
0.5 
2.1 

1.4 
2.7 
1.7 
1.9 
0.5 

1.1 
0.8 
1.2 
0.7 
2.3 

2.6 
0.4 
2.5 
0.7 
1.4 

1.0 
0.8 
1.4 
1.7 
2.2 

0.5 
1.7 
1.2 
1.0 
0.9 

2.2 
0.9 
0.8 
0.6 
2.1 
0.6 


n.9 


0.4 

55.0 

(NA) 

37.9 

0.8 

74.5 

0.5 

42.8 

1.2 

86.4 

1.2 

73.7 

1.6 

78.3 

0.7 

65.6 

1.2 

100.0 

0.9 

74.0 

0.8 

55. 3 

(NA) 

76.5 

0.8 

47.5 

1.4 

80.7 

0.9 

62.4 

1.1 

53.1 

1.2 

61.0 

0.9 

44.S 

0.5 

63.3 

2.0 

51.3 

1.3 

72.7 

2.8 

83.6 

1.3 

73.4 

1.9 

62.1 

0.6 

37.7 

1.0 

66.6 

0.9 

SO. 2 

1.1 

54.3 

0.7 

70.4 

2.0 

58.3 

2.3 

88.6 

0.4 

65.7 

2.7 

85.4 

0.6 

39.5 

1.3 

35.2 

1.0 

73.4 

0.7 

62.9 

1.3 

62.2 

1.6 

71.6 

1.9 

86.4 

0.6 

41.2 

1.5 

39.3 

1.1 

52.3 

0.8 

75.0 

0.7 

74.9 

2.0 

38.5 

0.7 

55.8 

0.8 

68.1 

0.5 

38.2 

1.9 

63.8 

0.5 

56.8 

'  For  method  of  calculation,  see  source  cited  below. 

2  The  1961  amounts  are  directly  from  Table  2  of  TaoraMe  Property  Va/ues  (Vol.  II  of  the  1962  Census  of  Governments),  and  the  1956  amounts  are  from  Table  2  of  the  corresponding  report  (Volume 
V)  of  the  1957  Census  of  Governments. 

'  The  1961  amounts  are  directly  from  Table  13  of  the  1962  report.  Taxable  Property  Values,  and  the  1956  amounts  are  from  Table  12  of  the  corresponding  report  of  the  1957  Census  of  Govern- 
ments. These  are  value  estimates  calculated  from  assessment  ratios  weighted  by  type  and  assessed -value  size  of  property. 

*  State  general  property  tax  revenue  was  equal  to  10  percent  or  more  of  total  local  general  property  tax  revenue  in  1957  or  1962  in  only  eight  states.  Following,  for  these  states,  are  approximate 
average  effective  rates  of  aggregate  state  and  local  government  revenue  from  general  property  taxes,  in  relation  to  locally  assessed  real  property:  Alabama.  0.6  percent  in  1962  and  0.5  percent 
in  1957;  Arizona,  1.0  percent  and  1.0  percent;  Louisisna,  0.5  percent  and  0.6  percent;  Nebraska,  1.4  percent  and  1.3  percent;  Nevada,  0.8  percent  and  0.8  percent;  New  Mexico,  0.5  percent 
and  0.5  percent;  Utah,  1.0  percent  and  0.7  percent;  and  Wyoming.  0.8  percent  and  0.6  percent. 

SOURCE;  U.S.  Bureau  of  the  Census,  Property  Taxation  in  196S.  State  and  Local  Government  Special  Studies  No.  47.  Nov.,  1964,  p.  19. 
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Table  7 

RANKING   OF  STATES  ACCORDING  TO  THE    RELATION   TO   PERSONAL    INCOME  OF  SELECTED    ITEMS  OF 

STATE  AND   LOCAL  GOVERNMENT    FINANCES:   1962 


State 


Alabama.. 

Alaska 

Arizona 

Arkansas.. 
California. 


Colorado 

Connecticut 

Delaware 

District  of  Columbia. 
Florida.. 


Georgia. 
Hawaii.. 

Idaho 

Illinois. . 
Indiana. 


Iowa 

Kansas 

Kentucky.. 
Louisiana.. 
Maine 


Maryland 

Massachusetts.. 

Michigan 

Minnesota 

Mississippi 


Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire. 


New  Jersey 

New  Mexico 

New  York 

North  Carolina.. 
North  Dakota... 


Ohio 

Oklahoma 

Oregon 

Pennsylvania.. 
Rhode  Island. 


South  Carolina. 
South  Dakota.. 

Tennessee 

Texas 

Utah 


Vermont 

Virginia 

Washington... 
West  Virginia. 

Wisconsin 

Wyoming 


General  revenue 


Total 


22 
1 
15 

18 
21 

13 
48 
51 
43 


27 
7 
11 
49 
40 

23 
20 
29 
3 
26 

45 
38 
34 
12 
6 


25 
37 

50 
5 
31 
36 
14 

42 
10 
19 
44 
41 


35 
33 

16 


From 

federal 

government 


1 
21 

7 
29 

24 
48 
49 
14 
41 

18 
13 
11 
47 
45 

37 
33 
17 
6 
27 

43 
44 
40 
32 


30 
12 
35 
23 
26 

51 
4 

50 
31 
22 

42 

10 
16 
46 
38 

25 
5 
20 
34 
IS 


Total 

from  own 

revenue 

sources 


4 

3 

47 

36 

17 

28 

24 

19 

28 

39 

2 

2 

36 
7 
13 
27 
20 

10 
45 
48 
51 
24 

32 
6 
18 
47 
37 

17 
12 
36 
1 
26 

44 

31 

25 

5 

4 

50 
14 
40 
29 
38 

46 
2 
19 
34 
II 

43 
16 
21 
42 
41 

33 
15 

39 
28 
23 


49 

9 

30 

22 

3 


Total 
taxes 


44 
47 
13 

27 
10 


41 

49 
51 
26 

35 
5 

20 
40 
38 


7 
33 

2 
15 

43 

21 

23 
3 
4 

48 
14 
46 
37 
32 

42 
19 
6 
31 
28 

45 

22 
24 
36 
29 

34 
16 
39 
30 
17 

1 
50 
18 
25 
11 
12 


Property 
taxes 


50 
48 
16 
42 
14 

15 
22 
51 
39 
29 

38 
49 
17 
23 
20 

6 
3 
40 
43 
11 

30 
2 

19 
1 

32 


12 
45 
21 
46 
18 

27 
34 
24 
35 
26 

47 
4 
36 
28 
25 

13 
41 
33 
44 
7 
10 


Non- 
property 
taxes 


10 
14 
24 


23 
46 
15 


17 

1 

26 

44 

48 

39 
36 
13 
2 
32 

31 
47 
29 
28 
3 

40 
41 
61 
18 
49 

60 
4 
16 
11 
42 

45 
7 
27 
21 
34 


43 
19 
30 
20 

12 
35 
5 
6 
37 
33 


Charges 

and 
miscel- 
laneous 


15 
23 
33 

16 
47 
34 
50 
13 


18 
48 
31 

27 
25 
26 
6 
44 

40 
49 
29 
14 


46 
21 
24 
10 
41 

45 
2 
38 
30 
4 

36 
8 
11 
42 
51 

22 
17 
35 
20 

28 

43 
32 

7 
39 
37 

3 


General  expenditure 


Total 


19 
2 
9 
26 
22 

23 
47 
61 
38 
32 


10 
49 
41 

27 
24 
8 
3 
25 

44 
40 
29 
12 
4 

48 
18 
43 
20 
34 

50 
7 
33 
36 
11 

46 
17 
14 
46 
42 

37 
15 
30 
35 
13 

5 
39 
16 
31 
21 

1 


Education 


Total 


Local 

schools 

only 


24 
8 
4 
31 
16 


47 
40 
61 
34 

33 
20 
26 
45 

18 

14 
15 
25 
10 

28 

39 
50 
19 


46 
17 
38 
36 
43 

49 
1 
44 
22 
13 

41 
23 
7 
42 
48 

29 
21 
35 

32 

2 

12 
37 
11 
30 
27 
3 


30 
10 
4 
31 
21 

12 
44 
47 
51 
33 

34 

29 
19 
46 
15 

11 
14 
32 
8 
25 

37 

48 

18 

5 


43 
22 
42 


45 
1 

41 
13 
16 

40 
27 
7 
36 
50 

26 
20 
36 

17 
2 

23 
38 

9 
28 
24 

3 


Highways 


22 
4 
20 
14 
43 

39 
40 
45 

34 

37 

29 
60 
5 
48 
41 

16 
17 
8 
12 
11 

42 
49 
31 
21 


38 
7 
18 
19 
10 

51 
26 
47 
36 
9 

36 
28 
25 
44 
46 

33 
3 
13 
30 

27 

1 
24 
32 
23 
16 

2 


Public 
welfare 


6 
44 

38 
7 
17 

4 
42 
46 
32 
41 

15 
48 
20 
25 
47 

19 

21 
8 
1 

14 

49 
13 
36 
10 
3 

12 
36 
43 
45 
37 

50 
9 
29 
30 
23 

27 

2 

22 

34 

18 

39 
28 
26 
33 
31 

16 
61 
11 
5 
24 
40 


Health 

and 
hospitals 


13 
5 
49 
17 
19 

21 
44 

48 
1 


2 
6 
18 
46 
27 


10 

37 

22 
12 
11 
16 
3 

31 
47 
43 
15 


40 
33 

7 

24 
50 

42 
32 
30 
38 
28 

9 
51 
14 
39 
45 

25 
36 
34 
41 
23 
4 


SOURCE:  U.S.  Bureau  of  the  Census,  Compendium  ofGoKrnment  Finances,  Vol.  IV,  No.  4  of  the  1962  Census  of  Governments  (Washington,  D.C.,  1964).  p.  74. 
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Table  8 


LOCAL 

NONPROPERTY  TAXES  AS   PERCENT  OF  TOTAL    LOCAL  TAXES 
FREQUENCY    DISTRIBUTION   OF  STATES 

960 

Under  5  percent 

5  to  10  percent 

10  to  15  percent 

15  to  20  percent 

20  percent  or  more 

Indiana. 

Maine 

--0.6 

- 0.6 

0.7 

0.9 

1.3 

- 1.5 

1.5 

1.7 

Montana 5.5 

South  Dakota..        .               6.0 

Maryland--- - 10.2 

West  Virginia -- -.11.1 

Tennessee .11.6 

Georgia 11.7 

Illinois-- 12.0 

Washington 

Kentucky 

Mississippi 

Missouri-- 

Florida.- 

..16.8 
..16.9 
-17.2 
--18. 2 
..18.9 

5 

Virginia 

Nevada .- 

New  York 

..21.4 
-21.9 
.22.2 
.23.0 
.24.3 
.25.9 
.27.1 
.29.5 
.43.7 

9 

Connecticut _ 

New  Hampshire 

Wyoming 6.0 

Arkansas  _   .                              6  6 

Michigan 

Texas--- - 6.8 

Colorado - 7.1 

Utah 7.4 

Delaware 7.6 

Nebraska 7.7 

S.C 8.4 

New  Jersey 9.0 

Arizona. .                                 9  4 

New  Mexico 

Pennsylvania 

Hawaii 

Alaska 

Alabama 

Iowa 

California 13.0 

Massachusetts 

6 

Rhode  Island 

1.9 

North  Dakota 

2  3 

Idaho 

Kansas-- - 

- 2.4 

-.2.5 

2.8 

3.2 

- 3.5 

-3.8 

4.2 

17 

Minnesota 

Vermont - 

Oregon - 

North  Carolina 

Oldahoma 

Number  of  States..-- - 

Ohio- - -.9.9 

13 

SOURCE:  Advisory  Commission  on  Intergovernmental  Relations.  Local  Nonproperty  Tare.,  anrf  the  Coordinating  Rck  of  the  SlaU  (Washington,  D.C.,  1961 


).  p.  23. 


Property  Taxes  and  Other  Local  Revenue  Sources 
Table  9 

COUNTYWIDE    PER   CAPITA    NONPROPERTY  TAX    REVENUES  OF   ALL   LOCAL   GOVERNMENTS,  BY 
1960  POPULATION    SIZE   CLASSES,   BY    STATES,   1957 


189 


State 


Statewide 


Counties  having  a  I960  population  of- 


Under 
5,000 


5,000 

to 
9,999 


10.000 

to 
14,999 


15,000 

to 
19,999 


20,000 

to 
24,999 


25.000 

to 
49,999 


50,000 
to 


100,000 

to 
249.999 


250.000 


Median 
county 


Alabama 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts-- 
Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada.. 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina. 
North  Dakota.. 

Ohio. 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island. .- 
South  Carolina. 
South  Dakota.. 
Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia,, 

Wisconsin 

Wyoming 


11.56 
5.17 
3.50 

15.37 

8.46 

1.38 
1.85 
14.50 
5.32 
2.55 

15.12 
1.39 
2.34 
3.50 
7.07 

9.38 
1.26 
8.21 
2.83 
1.95 

3.60 
5.93 
12.31 
9.29 
7.68 

21.94 
1.99 

13.76 
8.64 

31.51 

1.57 
2.79 
8.76 
2.43 
4.33 

18.08 
2.39 
2.47 
8.04 
5.34 

5.69 
3.37 
2.94 
9.86 
11.01 

4.99 
2.76 
6.31 


2.10 
7.66 
2.69 


6.14 
1.07 
1.87 

2.39 
0.24 

i'96 
0.37 


5.93 
1.34 

1.56 
3.50 
1.05 
7.08 
6.70 

17.33 


7.79 
4.03 


0.42 
2.36 


0.66 
1.22 


6.93 


0.77 

12.54 
1.83 
3.26 
5.30 
3.02 

0.65 
1.42 
4.38 


2.13 
1.22 
7.75 
2.49 


4.43 

2.20 
1.88 

3.46 
0.40 
1.30 
1.71 
1.33 

1.04 


6.41 
0.87 

1.15 
4.52 
1.04 
7.57 
5.85 

9.95 


5.44 


0.65 
1.88 


0.52 
1.58 


1.35 
6.02 
1.62 

9.22 
2.64 
2.94 
5.14 
5.14 

1.21 
2.51 
4.58 


4.36 

2.78 
1.68 
9.27 
3.61 


6.58 
2.66 
1.55 

4.20 
0.65 
1.48 
1.93 
1.78 

1.49 


1.24 

1.34 
3.57 
1.56 
6.93 
7.37 

15.46 


0.52 
3.12 
3.40 
0.99 
1.85 

6.84 

i^oo 

7.82 
1.55 

8.15 
2.08 
3.41 
5.76 
4.25 

0.68 
2.39 
6.21 


4.08 

2"38 
6.90 
3.74 


9.07 
2.75 
2.10 

5.81 
1.09 
1.54 
2.70 
2.23 

2.18 
0.63 
3.82 

1818 

1.55 
3.71 
3.13 
7.65 
8.01 


3.53 

1.36 

0.74 
2.49 
2.32 
1.29 
3.50 

7.34 

i"58 

14.98 

1.96 

8.13 
1.90 
2.21 
7.81 
3.95 

2.01 
2.08 
5.96 


2.59 
2.67 
4.04 


12.56 
3.30 
3.00 

5.13 
1.28 
1.73 
2.59 
2.02 

1.35 
0.71 
6.34 


1.69 
3.54 
3.06 


3.16 
1.33 

0.50 
3.62 
2.67 
1.45 
2.79 


1.29 
6.42 
3.24 

6.72 
2.88 
2.25 
3.96 
5.94 

1.12 

2.27 
8.78 


7.18 
5.31 
3.81 
6.20 


8.82 
4.46 
3.34 

6.79 
1.25 
2.16 
3.25 
2.90 

3.11 
1.17 
2.80 

1^37 

2.94 
5.59 
4.26 
7.51 
7.21 


2.03 
15.37 

5.86 
1.85 

1.03 
3.09 
3.53 
1.88 
3.25 

7.53 
2.27 
1.73 
8.62 
2.86 

7.02 
2.03 
2.93 
3.94 
5.83 

2.36 
2.42 
7.20 


13.85 
1.72 
4.37 

8.82 
4.22 

1.02 
2.36 
10.38 
5.41 
2.48 

7.48 
1.49 
3.33 
4.34 

4.77 

3.36 
1.32 
3.83 
3.41 
1.38 

2.80 
8.58 
6.75 
8.02 


26.66 
1.70 

13.06 
6.96 
3.01 

1.59 
3.86 
3.13 
2.61 
2.35 

7.67 
2.97 
2.28 
7.99 
4.24 

5.32 
1.08 
3.65 
13.96 
8.47 

5.53 
2.26 
7.23 


16.50 

6'7i 
11.30 
4.49 

0.92 

14'65 
8.32 


8.60 
1.36 
3.06 
4.25 
11.29 

10.88 
1.41 
4.76 
2.84 
1.71 

3.30 
10.57 
10.16 


24.84 
2.13 
15.92 

5^18 

2.24 

5'i7 

2^36 

11.50 
2.54 
3.69 


4.04 
3.00 


16.56 
7.41 


15.52 
2.28 


16.59 
5.74 

16"58 
19.34 

1.49 
1.62 
17.46 


20.57 
1.69 
4.06 
6.14 

21.88 

24.08 

l6"i9 
2.81 
2.28 

5.84 

2r57 

9^47 


13.38 
16.82 
39.13 


12.87 
4.15 
8.43 

24.02 
2.24 


4.51 
4.65 


14.45 
14.48 


9.24 
4.08 


6.45 
2.86 
2.46 
10.30 
3.46 

1.21 
2.59 
7.62 
2.40 
2.10 

6.24 
1.41 
1.46 
1.77 
2.23 

2,80 
0.66 
4.33 
2.52 
1.43 

4.87 
3.48 
3.10 
8.78 
7.96 

11.92 
2.16 

11.38 
5.14 
2.69 

0.60 
2.21 
2.88 
1.46 
3.05 

10.35 
2.54 
1.38 
5.97 
2.51 

8.42 
2.50 
3.16 
1.83 
8.76 

2.70 
2.44 

8.18 


SOURCE:  Advisory  Commission  on  Intergovernmental  Relations.  Local  Non-property  Taxes  and  the  Coordinating  R<^  of  the  State  (Washington,  D.C.,  1961).  p.  31. 
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